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ABSTRACT 
 
 
This paper examines, from an economic perspective, issues affecting stable transition from 
conflict to sustainable development. In particular two aspects with significant importance to 
post conflict reconstruction are discussed.  The first aspect is the role of foreign aid versus 
military intervention and the contention of some aid agencies such as the Red Cross that 
would like to see funds redirected from the military to relief aid.  The second issue involves 
post conflict economic development path advocated by organisations such as the World Bank 
and IMF on the one hand, and the endogenous plan advocated by local and international 
NGOs on the other. Theoretical and system dynamic simulations show that military 
intervention and foreign aid to be complementary policy tools indicating an increase in 
foreign aid will actually result in increased military intervention.  The economic development 
paths advocated by either the IMF-World Bank or the NGOs have proven to be inconclusive 
or weak given available empirical evidence. 
 
 

INTRODUCTION 
 
 
Post conflict reconstruction is often perceived as the domain of Non-Governmental 
Organisations (NGO) and United Nations (UN) agencies.  This view has persisted despite the 
complexity and danger of current humanitarian missions that have necessitated the need for 
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the military and other agencies to cooperate in a mission. In addition, declining support from 
governments and the lack of political will to support long term development have been major 
sources of tension among NGOs. Thus, the proliferation of local and international NGOs 
coupled with the emergence of the military as another player in conflict resolution has made 
competition rather than cooperation the driving force. 
 

From an economic perspective,  the conflict between the military and the NGOs and 
between the NGOs and UN agencies and international organisations is instructional and can 
provide important policy implications.  In this paper we will examine two aspects with 
particular importance to post conflict reconstruction.  The first aspect is the role of foreign aid 
versus military intervention and the contention of some aid agencies, such as the Red Cross, 
that would like to see funds redirected from the military to relief aid.  The second issue 
involves a post conflict economic development path advocated by organisations such as the 
World Bank and IMF on the one hand, and the endogenous plan advocated by local and 
international NGOs. The reminder of this report consists of three sections. A theoretical 
examination of military intervention and foreign aid is presented in the next section.  The 
third section will review recent empirical evidence on the competing economic prescriptions 
for development.  The last section concludes the study and suggests future research 
directions. 
 
 

MILITARY INTERVENTION AND FOREIGN AID 
 
 

The views of most aid agencies and NGOs on the role of the military in humanitarian mission 
can be summed by the following observation from the Red Cross in its annual World Disaster 
Report (1996). 
 

“The military are expensive, operate under unreliable political control, often 
inexperienced and unprepared for humanitarian mission… [the military] may 
divert necessary funds from humanitarian budgets…” 
 

Although there is increasing awareness of the vital role of the military in providing reliable 
logistic and security support in disasters and humanitarian missions, foreign aid is believed to 
mitigate internal conflict in the recipient countries more than military intervention.  Stated 
more explicitly, military intervention and foreign aid are substitutes: an increase in foreign 
aid will lead to less or no military intervention. 
 

Theoretical and empirical investigation of this claim so far resulted in the contradictory 
conclusion showing instead foreign aid and military intervention to be complementary policy 
tools (Seiglie, 1999).  The implication of this finding to post-conflict reconstruction will be 
examined in this section.  The theoretical model developed by Seiglie (1999) will also be 
extended to test the robustness of the results. 

 
 

THE MODEL 
 
 
The Seiglie (1999) model is a two-country model with country Y using aid agencies as 
vehicles to transfer aid to Country X.  Country X is assumed to have a weak central 
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government unable to control its armed forces or paramilitary groups.  Country X can also be 
thought of as a nation ruled by regional warlords with no central government.  From Country 
Y perspective, Country X poses little threat to national security and the foreign aid policy of 
Country Y can be evaluated in a separable utility function.  Such modelling assumption will 
allow us to conduct analysis without needing to account for national security concerns Seiglie 
(1999). 
 

The following equations define the utility, objective and constraint functions for Country 
Y and X. 
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The following conditions (constraints) hold: 0� b<1; 0� q<1; ¦q/¦MY < 0 and ¦q/¦Mx > 0  and 
¦Ux/¦Cx > 0 and ¦wx/¦Ix > 0  
 

The paramilitary groups or warlords are assumed to confiscate some fraction of the 
resources available and the opportunity cost for the aggressors is assumed to be close to zero.  
Country Y can reduce the rate of looting by military intervention while Country X can 
increase their rate of confiscation by putting more resources toward force. This fact is 
represented in equation 1 where M represents force and q rate of confiscation. 

 
Equation 2 represents the initial endowments of Country Y and equation 3 that of country 

X.  Country Y has a budget constraint, which is a sum of consumption (c), foreign aid (A) 
and military force (M).  Country X’s consumption is inversely dependent on the level of 
confiscation q as shown in equation (3).  Equation 4 presents the preference of country Y 
denoted as an expected utility function where U indicates utility.  The symbol I represents 
intervention which affects survival and subsequently consumption. The degree of altruism 
towards country X is denoted by b and the attainable level of expected utility of country X is 
denoted by EU.  Equation 5 states the preference function for country X.  Intervention (I) and 
the associated survival for country X is dependent on confiscation and consumption. 

 
Seiglie (1999) assumes that given country Y’s objective (4) and its budget constraint (2), 

maximisation will yield the optimal amount of consumption, aid and military involvement.  
From a game theoretic perspective, this is a two-stage game with country Y choosing the 
amount of aid allocated to country X.  In the second stage, country Y chooses the appropriate 
level of intervention M to increase the utility of country X.  The first order conditions 
resulting from this strategy for country Y can be shown symbolically as: 
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Intervention leads to an increase in casualties for country Y and reduces utility as more 
resources as redirected to the military.  In economics parlance, the above indicates the 
marginal cost of intervention.  Since intervention increases the survival rate of the citizens of 
country X, the first order conditions are positive.  The reaction function for country Y is 
derived by total differentiation or symbolically as: 
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Note that D is the denominator and by second order condition for maximum is necessarily 
negative.  The symbol D represents the following: 

  
 

Also note that the above equation implicitly incorporates the changes due to consumption 
c2 and q.  For details see Seiglie (1999).  The results in general indicate that the sign or policy 
impact of military intervention is ambiguous at this stage for country Y. In particular the 
incentive for escalation is greater for country Y given the impact it has on country X.  
However the first term in equation (7) is negative since escalation increases casualties and 
reduction in utility from the re-direction of resources towards My. 

Country X, having observed country Y’s military commitment and level of foreign aid 
transferred, will choose the optimal level of Mx that will maximize its pay off.  The first order 
condition is: 
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Note that the right hand term is based on partial differentiation with respect to IX and θ.  
Equation (8) is basically equating the marginal benefit of confiscation equalling the marginal 
cost of increasing insurgency.  Total differentiation of (8) results in: 
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Also note that equation (9) is positive as both the numerator and denominator are 
negative.  Differentiating with respect to foreign aid (A), both country Y and X have positive 
or increasing reaction functions.  Specifically for country Y, differentiating equation (6) with 
respect to aid (A) and for country X differentiating equation (8) (Seglie, 1999). 

 
Looking at the reaction functions of both countries jointly, increasing foreign aid 

necessarily increases military intervention by country Y and insurgency by country X.  This 
is the result of the positive slope or that  (dMY/dMA) and (dMX/dMA) > 0.  However,  if we 
look at equation (7) and equation (9), increasing foreign aid does not necessarily results in 
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military intervention by country Y.  Country X will increase insurgency effort for any 
increase in aid (A) while according to equation (7), country Y will only increase military 
intervention if the marginal benefit of intervention is greater than insurgent’s effort (MX). 
 
 

CASE 1: THE SECURITY FACTOR 
 
 

A recent paper by Berdal and Keen (1997) discussed the possibility that violence and chaotic 
conditions (such as the one hypothesised here for country X) are a result of a combination of 
non-political factors such as security, economic and psychological factors.  Specifically, the 
security factor stems from the fact that the security and legal vacuum created by failed states 
results in a need to join a rebel group in order to increase safety.  Remaining as a “civilian” 
implied liability in the eyes of both the rebel groups and government troops. 
 

From our modelling perspective,  MX is composed of various rebel groups with political 
and economic motivation as well as a fraction that has joined for security reasons.  This 
implies that the possibility of credible military intervention will reduce insurgency by some 
fraction equal to those who have joined for security reasons.  In addition the Berdal and Keen 
(1997) psychological factor for belligerence implies that the rebels can not derive satisfaction 
from seeing the ruling class or government humiliated with the “civilian population” focusing 
on the military presence and humanitarian efforts of country Y. 

 
If we allow these reasonable assumptions to hold then country Y’s military intervention 

will be unambiguously related to foreign aid. Recall that we have established earlier that a 
sufficient condition for strictly positive first order condition for equation (7) is that the 
marginal benefit for country Y from military intervention is increasing in the extent of the 
insurgents’ effort. Having committed MY and aid (A), country Y observes the loss of a 
fraction of MX immediately as result of civilians leaving rebel groups.  The subsequent sense 
of security felt by the citizens of country X takes away from the recruitment efforts for 
insurgency. Given these results an increase in foreign aid by Country Y will be accompanied 
by further military presence1. 
 

Employing a system dynamics formulation (Vensim® PLE Software)2 the impact of 
introducing attrition in the rebel camp due to security and psychological factors is illustrated 
in the following diagrams.  Please note that the model used to show the military intervention 
scenario is rather simplistic with constant rates.  However, it is illustrative.  For example, 
Figure 2 depicts the role of the security factor on confiscation rate.  Note that confiscation 
rate drops faster when the security factor is added.  
 
 

CASE 2: MULTI-NATIONAL CORPORATIONS 
 

                                                
1  Country Y’s military presence in country X is still dependent on time.  If resistance persists in the form of 

insurgents’ efforts, country Y will reduce its utility and its incentive to continue with both aid and 
intervention. 

2  Ventana Systems, Inc. 60 Jacob Gates Road, Harvard MA 01451, USA - http://www.std.com/vensim 
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The inclusion of multi-national corporations (MNCo.) into the two-country model could lead 
to two possibilities.  The first is the likelihood that the donor country will cease the transfer A 
or at a minimum scale back the military intervention MY.  Since we began our analysis with 
the assumption of a separable utility function, the second possibility is the rejection of the 
model since country Y has strategic reasons for acting or not acting in the crisis of country X. 

 
 

Figure 1: The military intervention model. 
 

Those companies involved in extracting a given country’s rich natural resources have a 
vested interest in maintaining stability around their concessions.  Examples abound of their 
co-operation with various competing factions. Shell Oil has a documented and widely 
criticised history of backing the military regimes in Nigeria. DeBeers recently publicised its 
official decision to cease purchasing diamonds from UNITA, purchases the rebels had used to 
finance their war in Angola. The pattern holds true in areas of instability outside Africa as 
well, for example in Colombia, where British Petroleum has been implicated in a scandal 
over funding a Colombian Army unit that was charged with human rights violations. 
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Figure 2: Calculation of the Confiscation Rate with and without the Security Factor. 
 

Depending on the concession agreement signed, companies can hire private armies or 
security forces if the host country can not guarantee safety and access to mining locations.  In 
addition the provision of goods and services to the company employees is purchased at a 
lower cost or is purchased duty free from abroad. The natural symbiosis between warring 
factions eager for financial support and corporations eager to protect their investments will 
inevitably lead to co-operation between the two.  In addition, home governments of 
corporations in Europe and North America will broadly neglect countries and regions either 
because of lack of strategic reasons or effective lobbying by corporations on the course of 
action (or lack of it). 

 
The host country’s available remedy to over-dependence on natural resources or a single 

firm is diversification.  The adjustment cost for diversification, nevertheless, is steep and 
assumes a fairly robust infrastructure to accommodate the transition.  Those who have studied 
regional economic development issues in industralized countries know too well that 
diversification is not easily managed and quite prone to political and economic rent seeking.  
Finally,  as foreign companies struggle to protect their assets in Africa, the relationships they 
will build with the warring factions, as some observers contend, will ironically lead to a kind 
of corporate re-colonization of Africa.  

 
 

ECONOMIC DEVELOPMENT ISSUES 
 
 

THE WASHINGTON CONSENSUS 
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In the last fifty years the economics of development has seen a greater dominance of 
mathematical and empirical rigor.  There is also now a greater influence than ever by one 
school of thought.  The school of thought espouses macroeconomic growth via exports, strict 
monetary and fiscal management, liberal financial and market environment and privatisation.   
The World Bank’s decision to devote a substantial portion of its resources to “structural 
adjustment loans” (along the policy lines outlined above) in close co-operation with the 
International Monetary Fund (IMF) led to the term “The Washington Consensus.” 

 
The agreed upon fact about the policy so far by its supporters is that structural, market 

oriented reforms do bring about a deep and beneficial transformation of over protected and 
over-controlled economies.  However, the process is very slow.  Empirical investigation of 
the policy has concentrated on the macroeconomic policy of export-led growth with varying 
results.  In general, empirical studies have concentrated on the links between export and 
economic growth using various statistical techniques including rank correlation, pooled 
cross-section time-series production-functions,  and Granger causality tests.  

 
Given the non-experimental nature of most economic data it is difficult if not impossible 

to determine cause and effect relationships from the available data.  Granger (1969) 
developed a time series based analysis of causality, which strictly speaking, does not lend 
itself to the dictionary definition of causality. A variable x is said to “Granger-cause’ y if the 
past and present values of x helps to improve the prediction of y.    

 
There are many ways in which to implement a test of Granger causality. One particularly 

simple approach uses the autoregressive specification of a bivariate vector autoregression. 
Assume a particular autoregressive lag length p,  and estimate the following unrestricted 
equation by ordinary least squares (OLS): 
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Note that the null hypothesis will have the ß=0. 
 
Conduct an F-test of the null hypothesis by estimating the following restricted equation: 
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also by OLS Compare their respective sum of squared residuals. If the test statistic is greater 
than the specified critical value, then reject the null hypothesis that Y does not Granger-cause 
X. It is worth noting that with lagged dependent variables,  as in Granger-causality 
regressions, the test is valid only asymptotically. An asymptotically equivalent test is given 
by: 
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Another caveat is that Granger-causality tests are very sensitive to the choice of lag length 

and to the methods employed in dealing with any nonstationarity of the time series.  
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The most important contribution to the debate on the impact of exports on growth was 
Atukeren (1995).  The Atukeren study used Granger-causality methodology to show that 
exports only weakly “Granger cause” GDP growth.  The study was both time series and cross 
sectional and the causality results applied to Thailand and Pakistan only out of a more than 20 
developing countries.  In general the study found the results to lack decisiveness and show 
only weak evidence of Granger causal relationship between export growth and GDP growth 
(For Thailand and Pakistan).  The reason for this startling discovery was the fact that  
“breaking trends” occur frequently in Macro time series.  Failure to test this gives inaccurate 
cointegrating relationships (Atukeren, 1995). 
 
 
 

ALTERNATE MODELS FOR DEVELOPMENT 
 
 

An alternative to the Washington Consensus is perhaps a politico-economic solution.  Indeed 
the World Bank has commissioned studies such as Ng and Yeates (1998) and Dollar and 
Svensson (1998) that examine the significance of politico-economic variables such as 
governance, institutions and trade openness.  The former study looks at trade and governance 
data and indices to test the correlation and significance of these variables to GDP growth 
while the latter uses a simultaneous Probit model to examine the impact of the politico-
economic variables in explaining the success or failure of World Bank loans. 
 

The Ng-Yeats study indicated that the quality and motivation of a country’s domestic 
policies have major impacts on its rate of development and integration.  The authors do 
acknowledge that implementing the needed improvements in governance will require major 
commitments and dedication that Leaders in Africa have not exhibited in the past (Ng and 
Yeates, 1998). In addition the study could not support the claim that unfavourable external 
environment such as export restriction and protectionist sentiments affecting domestic 
economic growth.  While protectionism in foreign markets can reduce trade and growth, it 
can be countered by adopting governance and trade policies that are more supportive of 
commercial activity. 

 
Dollar and Svensson (1998), look at the development issue from the perspective of the 

success or failure of structural adjustment loans approved by the World Bank.  Specifically, 
the study attempted to predict the success or failure of the loan program based on a number of 
political-economy variables.  If a structural adjustment loan is deemed successful then an 
independent evaluation (often conducted by the World Bank’s independent Operations 
Evaluation Department) will show that the reform measures supported by the loan program 
are satisfactorily implemented.  

 
The study findings indicated that a small number of political economy variables could 

predict the outcome of an adjustment loan successfully 75 percent of the time.  Significantly, 
however, variables under the World Bank’s control such as resources devoted to preparation 
and supervision or the number of conditions, have no impact or relationship with success or 
failure of adjustment programs (Dollar and Svensson, 1998). The implications of the findings 
are that fewer adjustment loans are disbursed in the future unless there is significant change 
in the recipient countries’ commitment towards democratic and economic reforms. 
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Both studies point to the possibility that governance and institutional reforms are 

important is determining economic growth.  However,  neither study has subjected the data to 
econometric rigor to assess causality and to iron out spurious correlation, if any.  Until such 
time the results have to be taken with some caution. 

 
Like the macroeconomic adjustment policies the political-economy variables may be 

sensitive to temporal effects. Changing institutional and governance structures fundamentally 
transforms the population’s attitudes and mores.  Such an impact is not going to be 
successfully implemented within a political party’s mandate.  Short-term gains are required to 
sustain political survival and consequently reforms are prone to be hijacked by rent seeking. 

 
Some observers and NGOs believe that the key lies in finding a strong leader to 

implement the hard decisions while other argue that a continent-wide government may be 
freer to conduct large-scale political and economic reforms.  Some even argue for prolonged 
foreign-intervention in the form of Peace-building to protect democratic reforms.  Each of 
these views is discussed briefly in subsequent paragraphs3. 

 
 

BENEVOLENT DICTATORSHIP 
 
 
Given the value of stability to economic growth, some analysts point to a solid central 
government led by a strong charismatic leader at the helm as the main catalyst to achieving 
this goal.  As favourite examples they point to “success stories” such as Côte d’Ivoire, Ghana 
and South Africa that owe their achievement to a large part on their charismatic and 
influential leaders. Strictly looking at microeconomic variables,  Côte d’Ivoire had a 
remarkable string of growth in Sub Saharan Africa.  With a benevolent dictator at the helm, 
basic property rights, judicial systems and financial institutions worked reasonably well to 
foster domestic and foreign business. However, the one man, one party and one faction rigid 
authoritarian rule fosters ethnic and human right abuses. Stability is a necessary condition for 
economic growth.  But if stability has to depend on one person or one political party, it is 
temporary.  
 

With the current president – only the second since independence – blocking any honest 
democratic transition of power,  a coup was all but inevitable.  Felix Houphouet-Boigny ruled 
Côte d’Ivoire as a one-party state from independence in 1960 until 1990, when he won yet 
another five-year term in office in the country’s first multi-party elections. However, his 
successor, deputy and fellow Democratic Party member, Henri Konan Bedie arguably did not 
have the same leadership attributes and mismanaged the transition by forcing the Muslim 
prime minister – and leader of the opposition Republican Rally Party – Alassane Dramane 
Ouattara out of office. Recent demonstrations over Bedie’s decision to ban Ouattara from 
running in next year’s presidential elections led to the arrest of several Republican Rally 
Party officials while Ouattara fled the country. The Dec. 24 coup ended four decades of one-
party dominance of Cote d’Ivoire,  and coup leader Gen. Robert Guei has promised to hold 
democratic elections soon.  
 
 

                                                
3  The discussion in the subsequent paragraphs are based on information found in various internet sites including 

http://www.cia.gov and http://www.stratfor.com. 
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A TRADE BLOCK 

 
 

To facilitate economic integration and the associated benefits, developing nations may look 
into trade blocks much like that employed by Europe or the less intrusive NAFTA.  Again 
theoretically this view is attractive and is backed by International Organisations and academic 
circles.  In general the claim is that a continent or regional central bank can be trusted to hold 
independent monetary policy and in the medium term the regional ‘government’ can be 
looked upon to provide stability and balanced fiscal goals. Existing ethnic and religious 
tensions have to be dealt with, however, before any meaningful progress can be made 
towards this goal. 

 
To illustrate the problem with considering a regional block without addressing the ethnic 

tensions is the ongoing civil war in much of Eastern and Southern Africa. Prior to the very 
tenuous peace accord, Kabila received active military support from Zimbabwe, Angola and 
Namibia,  as well as more tacit support from the Republic of Congo,  Libya,  Chad,  Sudan 
and the Central African Republic. Uganda, Rwanda and Angola’s UNITA rebels have backed 
the anti-Kabila faction; evidence suggests it has received the quiet support of South Africa.  

 
This multi-national involvement in the DRC conflict has tied that war tightly to several of 

Africa’s other conflicts. Angola’s involvement in the DRC stems from its attempt to control 
UNITA, which supports the anti-Kabila forces and uses the DRC as a rear area for its war 
against Luanda. For the same reason, Angola has also been involved in the Republic of 
Congo. Namibia, which is facing a growing problem with UNITA along its border with 
Angola and in the breakaway Caprivi Strip, also contributed forces to the war in the DRC. 
Caprivi separatists reportedly receive aid not only from UNITA, but also from Botswana and 
Zambia (STRATFOR web site).  

 
There is hope however, if one looks at regional economic communities such as those in 

West Africa and South Africa.  While political integration is not feasible, a well-orchestrated 
trade zone with some capital and labour mobility conditions should enhance stability and 
efficiency gains. However, ethnic and religious competition is a constant source of instability 
throughout Africa, but during political transitions and short-term constraints caused by 
economic adjustments,  this contest can quickly grow in importance and hostility.  

 
 

OUTSIDE INTERVENTION 
 
 

We have already discussed the developed world’s view that the marginal benefits of 
intervention have to outweigh the marginal costs before acting on the developing world’s 
conflicts.  As discussed earlier,  strategic concerns have vanished since the end of the Cold 
War and economic benefits are attractive elsewhere.  France,  however,  is one country that 
continues to dabble in its former colonies. 

 
What has emerged is a situation in which international bodies such as the United Nations, 

could conceivably intervene in most developing countries, however,  its most powerful 
member, the United States is deeply disinterested in doing so. This should not stop the 
international organisation in soliciting support from member countries in Northern Europe,  
Canada and other OECD nations. Note that humanitarian and peacekeeping activities provide 
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an increased measure of world stability and security that benefits all nations whether they 
contributed to the operation or not.  This implies that peacekeeping benefits are pure public 
goods and consequently prone to free riding and the exploitation of the rich countries by the 
poor. 

 
Given these facts the possibility of a prolonged presence of foreign observers (including 

police and judicial officers) or peacekeepers in a country undergoing democratic and 
institutional reforms,  is remote. Would-be regional power brokers such as South Africa, 
Libya and Nigeria are involved in a number of Africa’s conflicts, but their own long-term 
stability is very much in question. Libya’s Moammar Gadhafi, who rose to power in a coup in 
1969, has no heir apparent. Nigeria’s ethnic and religious rifts are deepening despite, and in 
part because of,  the democratic election of Obasanjo. And the short tenure of the African 
National Congress (ANC) at the helm of South Africa’s government has seen a dramatic 
surge in crime and a deterioration of the country’s infrastructure.  

 
 

IMPLICATIONS TO FUTURE DEVELOPMENT POLICIES 
 
 

The solution might well be a combination of both macro economic and politico-economic 
policies as the empirical evidence supporting either view independently is rather weak.  The 
fundamental problem with both policies is an inadvertent theorizing that tends to ignore the 
dynamics of a societal system.  Case studies that have shown successful implementation of 
either policy tracks ignore the initial conditions that led to a successful outcome of the 
development program. 

 
The developing world’s overarching problem is the fundamental immaturity of its 

political systems. For example few African countries have managed to implement a system of 
popularly elected, representative government. On a simpler but far more important level, they 
have failed to develop peaceful, reliable systems of political succession. Radical economists 
believe many of Africa’s problems are a legacy of European colonisation and sudden and 
relatively recent independence. Ancient kingdoms and border-less tribal systems were 
amalgamated almost at random, ruled by outsiders for decades,  then cast loose and expected 
to adopt European political models and to accept their colonial borders.  

 
While this view is to some extent plausible, the new independent nations had ample time 

to develop a sustainable economic and social program.  Why they have failed so far may 
depend on the nations’ lack of human resources.  Most developing nations are characterised 
by their main exports of natural and human resources.  The former is well known the latter 
not so.  But both have become the main ingredients for foreign exchange source. 
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