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Abstract

Motivated by the current debate on fragile states paper contributes to the literature in four
ways: First, it identifies some of the key issurd gaps in the literature on fragility. Second,
the paper explores a micro-economic approach tamaadility looking at both its causes and
effects. By doing so, we link it to findings frorhet conflict literature. Third, we propose a
conceptual framework for analyzing the impact afftot and fragility at the household level.

Finally, we will derive some policy implications éudiscuss further research.



1 Introduction

This paper is motivated by our concern and thosdoobrs and international organizations
about so-called ‘fragile statésOften not fulfilling the condition of ‘good goveaince’, these
countries have initially been neglected by donarages. Recently, in view of reaching the
Millennium Development Goals and of the high cdedgile states cause at the local, regional
and global level, these mainly low-income countiées receiving particular attention (e.g.,
World Bank, 2002).

Leading the work on violent conflicts, the reseacommunity has yet to catch up with the
donor community on the debate on fragile statepe&ally a microeconomic perspective on
fragility is missing so far. Admittedly, microecame research, in particular empirical studies
using household survey data, has strongly progilasshe last few years with regard to post-
conflict development. Yet, this research has nqilieitly linked itself to the concept of

fragility.?

The paper contributes to the literature in theofwlhg ways: It identifies some of the key
issues and gaps in the current debate on fragigcond, the paper explores a micro-
economic approach towards fragility looking at bathcauses and effects. By doing so, we
link it to findings from the conflict literature.hird, we propose a conceptual framework for
analyzing the impact of conflict and fragility dtet household level. Finally, we will derive

some policy implications and discuss further redear

The paper is structured as follows: First, we \riefly review the state of the art on fragility
as of both the donor and the economic research cmityn In the subsequent chapter, we
will then compare conflict and fragility from a maeconomic perspective. After developing
a working definition of fragility, the chapter a@dses both the causes and the effects of
conflict and fragility. With regard to the effectse derive a conceptual framework that aims

at capturing the main channels through which conéind fragility affect households. We will

! There is meanwhile a broad consensus to useethe ‘fragile states” without linking it to any spéc

concept (see chapter 2).

An attempt to bring together both communitieoider to gain a better understanding of the phenome
fragility and its relation to conflict was hencestmain objective of the conference on “Poverty Réida in
Conflict and Fragile States: Perspectives fromHioesehold Level” that has been organized jointlythoy
United States Agency for International Developm@iBAID), the Households in Conflict Network (HIiCN),
and the German Institute for Economic Research (B&in) in November 2006. This paper draws on
presented papers and discussions of the confeegmitbas highly benefited from many discussionsesihe
beginning of the preparations in spring 2006. Farthier information please visit http://www.diw.de/
fragilestates.

2

2/25



discuss these channels in detail while considdiimdjngs from conflict studies. In the last

chapter we will conclude by discussing policy insptions and future research.

2 The state of the art of fragility

This chapter will first give a brief review of whhas been published on fragile stat@he
issues addressed by the current literature canviged into the following three categories:
defining and measuring fragility, the programmingassistance as well as cross-country
studies on both the costs of fragility and thetreteship between aid and fragility. The first
two are mainly donor-driven. As this paper is prilyanterested in developing a framework
for analysis, we will review the literature on tfiest category only. Besides, studies on
experiences with the programming of assistanceaan@pidly growing literature that would
require a separate survey. The latter, cross-cpwhaidies, illustrate a first and fairly recent

response and approach by the economic research waitgrtowards the subject.

The subsequent sections demonstrate that workagilify has proceeded rapidly in the last
few years. There is, meanwhile, sufficient evidetiag, similar to civil wars, fragility hinders
the economic development of countries and threagfogs in reducing poverty. Particularly
low-income countries find it difficult to lift theselves up. But fragile states not only pose a
key challenge to their own people, they also impmzsas on their neighbors and on the global

level.

Yet, as the literature is still in its infancy, Meck a profound understanding of the actual
mechanisms behind fragility: how fragility emerghsy it is maintained and how it can be
overcome. Moreover, our knowledge is rather limitedhow people actually experience this
phenomenon in their everyday life and how they oagp These issues we try to address in

the following chapter (chapter 3) while consideringights from the conflict literature.

2.1 Defining and measuring “fragile states”

In the early 1990s, following the events in the eéleping world, a large body of academic
(though less economic) and policy-oriented literatloomed on the role of the state and

“state collapse” / “failed states” / “state failuréfor a recent review and discussion of

® Besides the development community, the discussamalso been stimulated by the humanitarian, huma

rights, and the security community (Woodward, 20@4) each of them has different associations aadeis
of the term (ibid.) and is a huge literature ofdtgn, we will not consider them here.
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terminologies see, e.g., Francois and Sud (2006) aomtributions to Development and
Change 33(5)j.

At the beginning of this century, the debate widkparticularly among practitioners in order
to include countries which emerge after state failand those which are threatened to
collapse but somehow manage to go on. This was dlgoto the increasing difficulties
donors faced in these countries in light of aclmgvihe Millennium Development Goals.
From this need, studies and strategy papers ememggubsing ways of how to define and
how to deal with fragile states. Amongst othersg thllowing terminologies have been
proposed: “low-income countries under stress” (LEZUWorld Bank, 2005b, IEG
(Independent Evaluation Group - World Bank), 200@fficult environments” (Moreno
Torres and Anderson, 2004), “fragile states” (USAEDO5), “weak states” (Rice, 2006).
Albeit a broad consensus has emerged on usingethe “fragile states”, the debate is still
ongoing as regards the definition of fragility aitsl counterfactudl for a more detailed
review and discussion see, for instance, (Picciettal., 2005, Woodward, 2004, Asian
Development Bank, 2006, and Moreno Torres and Asaater2004). Also, there is a dispute

about its relation to so-called failed states (Ecsand Sud, 2008).

Perhaps in consequence of having its seeds intdratlire on state collapse, definitions of
fragility are typically state-centered. More pretys they actually correspond to the more
narrow term “state fragility” (e.g., Picciotto et,a2005), which we explicitly avoid in this
paper, and are often linked in one way or the attvéine governance concept (e.g., Kaufmann
et al., 1999, from the World Bank). Terminologiesguently employed are, amongst others, a
state’s legitimacy and effectiveness as well asagacity and willingness with regard to, for

instance, maintaining security or providing pulgjaods’

Furthermore, with regard to policy implicationsyreauthors / institutions further distinguish

different categories of fragile states. To giveexample, the World Bank has come up with

Since our focus is on the terminology “fragilates”, we refer to this vast body of literatureyomlarginally.
International, policy-oriented institutions who lealseen working on state collapse are, among otkiess,
Carnegie Endowment for International Peace and€Ctare for Global Development.

Some use the terminologies “effective state” @evelopment effectiveness” for describing the ofipasf
fragile states (e.g., Asian Development Bank, 208&ass and Mepham, 2004).

Milliken and Krause (2002) suggest, for instarteefurther distinguish between institutional ammhdtional
failure (“state collapse” versus “state failure”).

To give an example: DFID has designed a 2x4 matmi “indicative features of fragile states” wittstate’s
“ability” and/or “willingness” as columns and “seaauthority for safety and security”, “effectivelipioal
power”, “economic management”’, and “administratoagacity to deliver services” as rows (Torres and

Anderson, 2004).
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four “business models”: “deterioration”, “post-cbaf or political transition”, “prolonged

crisis or impasse”, and “gradual improvement” (VddBank, 2005b§.

Turning to the measurement of fragility, similaroplems arise. Like violent conflicts,
fragility may be attributed to a multiplicity of aaes. Also, it describes a multidimensional
phenomenon. In addition, however, “fragility is mpearily a matter of degree, not of kind”
(McGillivray, 2006:13, see also World Bank, 2002hus, the choice of a threshold is even
more arbitrary. By now, there have been two respsinsirst, using a set of already existing
country-criteria, (low-income) countries are assmjrto a group of fragile states. Second,
based partly on newly collected data, an overalexnof fragility is constructed allowing

hence for a ranking of states. We will address bptiroaches briefly in turn.

Similar to the World Bank (World Bank, 2005b, IEfadependent Evaluation Group - World
Bank), 2006), also OECD-DAC and DFID base theissification on the Country Policy and
Institutional Assessment (CPIA) which is annualiggmared by the World Bank and has been
made publicly available a few years ago. It isrotek of 16 indicators capturing “economic
management”, “structural policies”, “policies foocal inclusion and equity”, and “public
sector management and institutions” (for 2005 seml®#/Bank, 2005a). Countries in the
lowest two quintiles as well as those not rankedhsy World Bank (in 2005 Afghanistan,
Liberia, Myanmar, Somalia, and Timor-Leste) araatied by them as “proxies” for fragile
states (DFID, 2005).

An example for a ranking is the Failed States Inff&I) which has been jointly developed
by the Fund for Peace and the Foreign Policy magaizi 20057 It is updated on a yearly
basis and is composed of a broad range of 12 itwlgcdor or drivers of fragility, such as
“mounting demographic pressures”, “uneven econateiMelopment along group lines”, and
“progressive deterioration of public servicé$”Thus, as opposed to the state-centric
definitions proposed by donors, these indicatos® account for socio-economic and other

factors that are likely to contribute to a fragdavironment. Based on the FSI threshold,

For detailed information see http://www.worldbaok/licus.

The World Bank (2005) uses a lower thresholdrethe reducing the number of countries classified as
‘fragile’.

The FSI is the ranking most widely referred tohéd rankings, such as the CPIA, the Governancieatat
(also provided by the World Bank) or the Economiedeélom Index, are if at all proxies; they only part
address the various dimensions of fragility andehbgen introduced independently from or even aloéad
the fragile states debate and thus typically sardéferent purpose.

1 For further information see http://www.fundfogue.org/programs/fsi/fsindex.php.
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comparatively more countries are classified asil&advioreover, fragility is not per se

restricted to low-income countries though mosthe, in fact, are.

The academic community has treated the subject vagerve. Political scientists, for
instance, generally tend to criticize the concgptgposed by the donors due to their (in part
implicit) assumptions about the role of the staten{pare Picciotto et al., 2005, Woodward,
2004, Khan, 2004 Economists, on the other hand, have respondedvenyrecently. Hence
the few number of (mainly cross-country) studiesfaowhich we will review in the next

section.

2.2 Cross-country studies

Cross-country studies have addressed the followig items: the costs fragile countries
impose on their citizens and their neighboring ¢oes (see also Francois and Sud, 2006) and

the relationship between aid and fragility. We wélView each of them in turn.

Based on the LICUS terminology and using data fro@77-2002, Paul Collier from the
World Bank and his colleagues find, among othenghj that for peaceful low-income
countries, being fragile reduces annual growth l6y%d (Chauvet et al., 2006); civil wars, in
contrast, cause a reduction of annual growth dmeséd 2.2 % (Collier, 1999, see also
Collier et al., 2003)In terms of initial GDP, Chauvet and Collier (20@s}imate a cost factor
of 4.6.

Moreover, a fragile state at peace switching to faees an additional reduction in growth by
1.6 % (Chauvet et al., 2006).

In addition, similar to the finding that conflictfacted countries generate spillover effects on
their neighbors (Murdoch and Sandler, 2002), a himg of a fragile state typically
experiences an economic loss of 1.6 percentagespaiithe annual growth rate — other costs
such as refugees, violence, or organized crimegheaglected (Chauvet et al., 2006). In terms
of initial GDP, Chauvet and Collier (2005) estimatéoss of 3.41 times initial GDP. Under

the assumption that a fragile country has typictdidhge neighbors, this amount triples.

Compared with the estimation of costs occurrindnimia LICUS (see above), this means that
two thirds of the costs arising from LICUS actuadlycur in their neighborhood (Chauvet and
Collier, 2005).

Summing up these costs over all LICUS, Chauvet.€R806) estimate the total costs of all

fragile states at $270bn per year, thus exceedeaglg international aid.
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Furthermore, chances for a ‘sustained’ turnaroured\vary low — at 1.7%. The expected
duration period for a LICUS to stay fragile is esdted 59 years, country-specific effects
being rather unimportant (Chauvet and Collier, 2005

As regards conflict-affected LICUS, using the satiataset as Collier and Hoeffler (2004),
covering the period from 1965 to 1999, Chauvetl.ef2906) find, among other things, that
“...the costs of civil war to citizens of failing $&s do not come close to the costs of poor
policies and governance [i.e., a low CPIA, hencWS]” (ibid.: 12). Hence their conclusion

that being at peace is not a sufficient conditimmeiconomic development.

Moreover, the probability of an outbreak of wafas a LICUS approximately twice as high

as for other developing countries (Chauvet e28l06).

Besides these estimates, studies have analyzedl#t®nship between international aid and
fragile countries. We will give only a very briefuiew of findings; for an in-depth review and
remaining gaps see McGillivray (2006) as well as @ECD-DAC Monitoring Report on
resource flows to fragile states (OECD-DAC, 200dany issues are still widely disputed,
such as the impact of specific assistance programs.

Chauvet and Collier (2005) estimate the chancefturnaround of a LICUS in terms of an
improvement in policies and institutions (as cagduby the CPIA) if aid increases — income
effects that can also move a country out of the-ilssome category being neglected. They
find that the type of assistance matters and treit effects change along the transition path
of a LICUS. For instance, technical assistance doéshow any significant effect prior to an

improvement of CPIA but later-on as opposed torfoial assistance.

Although one would expect a high priority of intational assistance on fragile states, Levin
and Dollar (2005) find that these countries recgigr average less development aid between
1992 and 2002. Furthermore, aid volatility has bagproximately twice as high as compared

to other low-income countries.

3 Conflict and fragility: Comparison of micro issues

As the previous chapter has shown, there is a teebdtter understand the processes behind
fragility at the micro level. The analysis of caaflmay offer many analytical insights for this
purpose: First, internal wars and fragility botleaf a household’s economic, political, and
social surrounding. Second, both phenomena ar@mége of human interactions. Thus, we

might find similarities between the causes of denhfland of fragility. Third, as we
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demonstrate below, with respect to the impactagifity, the channels through which conflict

affects households are very similar although thedative importance may differ.

Given that we are only concerned with violent cotdl we use, for practical reasons, the
terminologies “conflict”, “civil conflicts”, and “wlent (mass) conflict” interchangeably.
Having said this, we do acknowledge that “confli@ee, in principle, an integral part of any
societal process if they are non-violent; for aadetl discussion see Briick and Schindler
(2007). Throughout the paper, we refer only to ¢hawlent conflicts that are of significant
large scale and have a systematic character, ssictivdk wars (see Goodhand, 2001).
Following Stewart and FitzGerald (2001), we gergradb not consider organized crime to be

a mass violent conflict.

The chapter is structured as follows: After propgsour working definition of fragility
(section 3.1), we outline a matrix for analyzingilcconflict and fragility in section 3.2. In
section 3.3, we study the insights from the liter@aton the causes of conflict and consider
transferring these to fragility. Our main focusois the effects at the household level which
are addressed in section 3.4. We outline a framevaoranalyzing the impact of conflict and

fragility at the household level while considermgdevant findings from conflict studies.

3.1 Working definition of fragility

We will define fragility as a set of persistents@matic, and significant interrelated social,
political and economic uncertainties. Fragilitytisiis, a phenomenon at the aggregate level —
local, regional, or national. Viewed from the hduslel perspective, some events connected to
the phenomenon fragility may be predictable (thms®irring in or close to the environment a
household is living in) whereas others may notgéhoccurring at a more aggregate level and
about which the household has less first-hand mé&tbion). Given this definition, we treat
failed states as one extreme with a very high deogfefragility and most conflict-affected
states to be a subset of all fragile states.

Like the definition of conflict, the definition dfagility should be neutral with respect to the

potential sources of fragility since they will d@ifffrom case to case. In some, the state may
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play the predominant role, in other, however, éerggoups in society may bear the main

responsibility™?

Moreover, state-centered definitions implicitly ate'the state” as black box and disregard
political economy aspects that matter within anyitigal system, such as interests and
incentive structures (see, for instance, modelslicfatorships, Wintrobe, 1998, Verwimp,
2003). Also, like any other organization, the steteprone to problems like information
asymmetry and moral hazard. In some developingtdesnfurthermore, the line between the
state or state institutions and society may becdroered if, for instance, clientelistic

structures are prevalent.

Put differently, our concept needs to reflect tinagility is the outcome of rational behavior
and that some households do benefit from it; tlas heen nicely illustrated for violent
conflicts by (Keen, 1997, Keen, 2001). Or, to parage Keen (1998), fragility is ‘the

continuation of economics with other means’.

3.2 Analyzing conflict and fragility at the micro level

When studying conflict and fragility at the micevel, one needs to deal with the problem of
endogeneity. To give an example: violent conflietsd to increase poverty but poverty also
increases the likelihood of conflict leaving opehoacauses whom (e.g., Goodhand, 2001,
Justino, 2006, World Bank, 2005c, Stewart, 200@a) principle, conflict studies focus on
one direction of this reciprocal relationship: Ore tone hand, analyses of the causes of
conflict treat actors at the micro level first aludlemost as active agents, i.e., they examine
under what conditions people initiate and/or camlodilized to participate in violent actions.
On the other hand, analyses look at how a violeagsconflict or fragility affects agents at

the micro level. Here, conflict and fragility areated in an exogenous manner.

This will be our main dimension along which we vgllide our analysis of both conflict and
fragility and along which we will proceed accordyn@ sections 3.3 and 3.4.

A further dimension will be the unit of analysisoslen at the micro level: individual,

household (including intra-household aspects), dirgroups, and communitiésThe unit

12 Interestingly, contrary to the fragility literag) the conflict literature with its origins lessthe policy but in
the research community has been accused of negjettte role of the state over the conflict cycley(e
Ballentine and Nitzschke, 2005).
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chosen will depend on the research question posddtle given context. In any case, it

corresponds to the supposed decision-making unit.

As we will demonstrate below, a survey of the donfliterature brings forward that all but
the household is typically chosen as unit of analygen the causes of conflict is the main
objective of the analysis. The other way aroune, tlousehold level as unit of analysis
receives greatest attention when the effects oflictmare addressed. In the two subsequent
sections, we will therefore pay regard predomingtatithese levels of analysis.

3.3 Causes of conflict and fragility

When trying to understand the causes of civil gohfind fragility, cross-country studies can
help us reveal common patterns. In this way, thdlict literature has found evidence for
potential drivers of conflict such as natural rases and horizontal inequalities (for reviews
and discussions see Stewart and FitzGerald, 20@Wwa#, 2004b, Fischer and Schmelzle,
2005, Gurr, 1993, Nafziger and Auvinen, 2002, Feaand Laitin, 2003, Collier, 2006,
Collier and Hoeffler, 2004, among others). Similathe US-government sponsored Political
Instability Task Force (PITF, formerly State Fadlufrask Force) has looked at determinants
that increase the likelihood of state collapse jpolitical instability (Goldstone et al., 2005).
With regard to fragility, however, the problem aefdegeneity typically arises since measures
such as the Failed States Index are composed afatods that may likewise be potential

drivers.

How potential drivers fuel social processes hasnbégckled quite extensively by
microeconomic conflict studies (including, in pgrgst-conflict studies). Along the levels of
analysis outlined in the preceding section, we witw describe the various strands of

literature.

Based on the individual as the unit of analysisiuge literature has evolved on collective
action, mobilizationand participation from the 1960s onwards. It hadabthold in various

disciplines, not only in economic science (for aiee see, e.g., Gupta, 1990, for newer
economic analyses see, amongst others: Hirshldi®&1, Hirshleifer, 1995, Humphreys and

Weinstein, 2006, Pons-Vignon and Solgnac Lecom®®42 On a more general level, the

13 Alternatively, one could define the communitydéas (spatially defined) sub-category of the grtayel.
However, since conflict studies have approachedntiggite differently (see section 3.3), we will trea
communities as a separate group.
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debate has narrowed in recent years to one abeedgrs. grievance factors (Collier and
Hoeffler, 2004, Ballentine and Sherman, 2003, Maland Nitzschke, 2005, Reno, 2005).

In contrast to this large literature, it is strigithat the household as the unit of analysis has
hardly been researched by economists with regatidetecauses of conflicts, e.g., considering
the participation of household members in violesticas or rebel groups as a potential risk
coping strategy in a pre-war phase or during warar® exception is the study by Deininger
(2003) using household level data from Uganda.

With regard to the role local firms play, a rath@ge bulk of literature has turned its attention
to firms’ active contribution to the outbreak andgoing of war, for which the term “war
economies” has been coined (for instance, MalomkNiteschke, 2005, and Ballentine and
Sherman, 2003). Yet, quite recently, the focus $lafied to a more balanced approach
considering also their positive role in, for examptonflict resolution and peace building
(International Alert, 2006).

A similarly well-studied unit of analysis is theogip level. In particular, studies have
examined the relationship between inequality andflob. Examples are “horizontal
inequalities” (Stewart, 1998, Stewart, 2004b), thike of high levels of ethnic and religious
fragmentation in a society (e.g., Easterly and heyil997, Bates, 1999), “polarization”
(Esteban and Ray, 1999) and “categorical inegealit{Tilly, 1998). Besides, diasporas have
been found to be highly influential in the onsed aourse of a war (Van Hear, 1998).

Finally, some studies refer to the community lea®lthe unit of analysis, for instance, when
analyzing the role of local NGOs (e.g., van der aw2006) or community-based approaches
to service delivery (e.g., Slaymaker et al., 2085pvaerts et al., 2005). Also, part of the
decentralization and participation literature thatlinked to conflict and violence can be

counted to this strand (e.g., Sanchez and del M@&uP2006).

An important finding from all these studies is thabtives for participating in violent
collective action differ widely (even for conflia groups) and that — from a dynamic
perspective — they change over time and the cafrdee conflict (Ballentine and Nitzschke,
2005, Humphreys and Weinstein, 2006). Furthermgreup formations tend to become
increasingly pronounced during the war, thus, f@atihg mobilization afterwards. This has
been empirically confirmed by Collier et al. (20@@#)o estimate that post-war countries face

an increased probability of 0.4 to return to war.

11/25



When thinking about transferring these findingsnfrthe conflict literature to fragility, the
following two difficulties arise: First, the chamgeer or switch from ‘non’-fragility to
fragility (or from a lower to a higher degree oédility) takes place rather hidden and in a
typically slower pace. There may be certain (epgljtical) events or actions that trigger
fragility, but in order to become a persistent aydtematic phenomenon, the country must

undergo some social, economic, and political tramsétion.

Second, the line between deliberately strengthefiagile institutions (e.g., initiating or
participating in political activities that contriteuto destabilizing the political system) and
being an ordinary player in the system as partveiysay life (e.g., by complying with a
corrupt system or establishing political networksgy be blurred. Viewed from a different
perspective, it is collective action that would umdly be necessary to overcome certain

structures of fragility and achieve a turnaround.

Future research will also have to look closer atititersection of fragility and violent mass

conflict — before, during, and after a war.

3.4 Effects of conflict and fragility

Analyses of the impact of certain ‘events’ or ‘sks&i¢c such as trade liberalization and food
insecurity, at the micro level are typically cadrieut on the basis of household survey data
which have become increasingly available in develpgountries:* Likewise, the bulk of
microeconomic studies on the impact of conflict bastered around the household as unit of

analysis.

However, the conflict literature has not yet depeld a general analytical framework that
could be adapted to fragility. Hence we sketchhia hext section the various channels
through which both conflict and fragility affectetthousehold directly and indirectly. In the
subsequent sections, we will discuss each of ttiegenels in more detail.

3.4.1 Channels through which conflict and fragility affed households
Both conflict and fragility can be decomposed it components (figure 1): One relates to
a particular (social, political, and economic) eaomiment that is characterized or broadly

perceived as being conflict-affected or fragileeecond relates to specific events related to

14 Examples for other studies analysing the imp&atoaflict at the micro albeit not at the househtaldel is
the more qualitative literature on changing powaations at the community level (e.g., Vlassenraod
Raeymaekers, 2005).
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violent mass conflict or fragility, such as the (walated) death of a household member. We

will label these components ‘institutional’ and ¢&lk’ component, respectively.

Both components affect households in direct, althéiérent ways. One analytical framework
to better understand these channels is the vuliiggatoncept. However, in its standard
formulation it is based on the assumption that kbaake place in a ‘normal’ (i.e., peaceful)

development setting. We will first use this concapd later adapt it to our purposes.

The vulnerability concept has been applied in mldtways by different disciplines such as
sociology / anthropology, environmental scienceglthe/ nutrition and economics (for a
review see, amongst others, Alwang et al., 200fchaanps, 2003, Dercon, 2002, Ellis, 1998,
and Morduch, 1995). As we are interested in vuloiéta from a conceptual rather than a
measurement perspective, we use the term in a basdibn (see Alwang et al., 2001): A
household is said to be vulnerable ‘from a certék’ (typically with regard to economic
shocks or natural disasters) ‘to a certain outcof@e., poverty}> This allows us to capture
what we called ‘shock’ component of conflict anddility. Hence, how households are able
to cope with risks related to war and fragility Mdlepend on their available ex-ante (e.g.,
income diversification, Barrett et al., 2001, Dercand Krishnan, 1996) and ex-post risk
coping strategies (e.g., self-insurance or inforgralp-based risk-sharing, Fafchamps, 2003,
Dercon, 2005, see also Morduch, 1995, Townsend4,19%derman and Paxson, 1992,
Rosenzweig and Binswanger, 1993, Binswanger, 198Ihese, in turn, depend on factors
exogenous to the household, such as the local tejine@onomy, culture and infrastructure,
and factors endogenous to the household, suchusehold composition and assets (Adams
et al., 1998).

Additionally, by specifying vulnerability as ‘vulnability to poverty’, we can easily link

conflict and fragility to our main concern, namelyverty.

What we presented so far corresponds to the conwagnthe vulnerability concept is used:
the analysis of a household’s vulnerability to adh It does not explicitly capture what we
labeled above ‘institutional’ component of confliahd fragility which affects the social,

political, and economic environment of a househtiles this missing channel, however, that

15 As Alwang et al. (2001) point out, various disitips have used the term vulnerability to specifyoatcome

at the one extreme and a pure risk at the otheemeet
The term “risk coping strategy” encompasses lbmtkante and ex-post strategies which are frequently
interrelated (Fafchamps, 2003).

16
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makes conflict and fragility analyses differentth@ analysis of ‘pure’ shocks. It is also the
reason why fragility, with its high persistencesults in such high economic costs hindering
economic development and poverty reduction (comgagtion 2.2). Furthermore, via this
institutional channel, conflict and fragility arekdly to increase the vulnerability of
households also to other shocks which are not sadgsrelated to conflict and fragility

(such as illness).

The vulnerability concept as roughly outlined ab@am easily be extended to capture our
second component as well. We will distinguish twayw/ through which the institutional

channel works.

First, conflict and fragility influence ex-ante aed-post coping strategies by affecting the
factors endogenous and exogenous to the housdhmidnstance, access to capital will be
further restricted in a fragile environment or dgriwar. Similarly, households will have
difficulties in finding formal and informal insuraa networks as many other households are

exposed to and suffer from illness or death.

Second, conflict and fragility affect general ecomg asset-accumulating activities (assets
broadly defined). For instance, households maybeaxposed to any direct shocks related to
conflict / fragility. Moreover, households may beaithy enough to separate (at least to some
extent) asset-generating activities and risk-copstrgitegies, allowing them to maximize

assets in a first step and minimize risk in a sdciap. Further, households may benefit from

civil conflict or fragility by successfully takingdvantage of the new opportunities created.

Viewed from a household perspective, institutiomadl shock channel lead to the following
two effects (figure 1): On the one hand, to a “emébility effect’, i.e., an increase in a
household’s vulnerability stemming from an increasepotential shocks a household is
confronted with (‘shock component’) and from aduhitl constraints with respect to both ex-
ante and ex-post risk coping strategies that iser@ahousehold’s vulnerability from shocks
in general (‘institutional component’). On the atheand, to a positive or negative ‘income
effect’, i.e., a newly composed mix of asset-accatmg activities depending on the

constraints but also opportunities created by angkd political, economic, and social
environment (again ‘institutional component’). Addiup both effects, conflict and fragility

may theoretically increase, decrease or have rHoeimée at all on the welfare status of a

household.
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The major difference between conflict and fragiliiyncerns the shock channel. Households
in a ‘pure’ fragile environment (i.e. fragile butamly peaceful) will experience specific

shocks such as death or illness of a household eretoba lower degree compared to
households living in a conflict-affected area. Mworer, in the latter case, these shocks will
tend to have a covariate character, thus, for el@mpeakening group-based insurance

mechanisms.

An advantage of the framework is that it capturealyses of a household’'s vulnerability
from other, e.g. economic, shocks to poverty iroaflect-ridden or fragile environment. For

example, Eriksen and Lind (2005) study the impdatamflict on household vulnerability to

climate stress. Such an analysis would not be gfattte framework if we treated wars and
fragility as ‘pure’ shocks only.

3.4.2 The ‘shock’ channel

Households in developing countries, particularlyural areas with high poverty, are exposed
to many significant shocks and have generally feseurces available to cope with them
(Fafchamps, 2003). Thus, if a civil conflict ordibty occurs, households are confronted with

an additional source of potential shocks.

Similar to other shocks, risks associated with agomng war or fragility can be of low or
high frequency and intensity, they can be autoetated or non-stationary and they can be
covariate or idiosyncratic (Morduch, 1999, Fafchang003). Moreover, there may be spatial
differences depending on whether the source ohé#licoor fragility is located predominantly
at the local, meso or macro level (compare Slaymekal., 2005).

As mentioned above, households living in areas witkent mass conflict will be exposed to
a higher frequency and intensity of (typically coate) shocks than households living in
fragile environments. Therefore, the unit of analytself will frequently be affected if, for
instance, a household is destroyed — running coailge to the effects of economic shocks. In
fragile environments instead, household structume @mposition change rather in response
to the institutional environment. Modifications vlbe less pronounced and subject to a

comparably slow process, e.g., touching gendetioakand fertility"’

" Such changes that affect the unit of analysislfitsan turn out to pose serious problems for eicgdir
analyses using household survey data collectedriflict and fragile regions. This is a still undeisearched
area; for a detailed discussion see Briuck and 8thi2007), see also Clark (2006).
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Looking at potential household coping strategiastdrs exogenous as well as endogenous to
the household will be modified by the institutiomalbpact of conflict / fragility. Therefore, the
set of choices potentially available to the housghvall be constrained as compared to a
‘normal’ development setting. With respect to exomes factors, for instance, fewer public
goods will be provided and/or people face constsain accessing them (Slaymaker et al.,
2005). Besides, albeit formal insurance is alregdite rare in a ‘normal’ development
setting, formal insurance for shocks related tal esars does not even exist. Furthermore,
informal coping mechanisms are likely to be wealbssitutes since, for instance,
communities (or community organizations) might krapart in the course of civil war, e.qg. if

households are displaced, or since the entire contyns affected.

As regards those factors endogenous to the houkelwoinflict studies suggest that
households with fewer assets manage worse tham bthueseholds (Justino, 2006). On the
other hand, Bundervoet (2006) finds that also hooisis with a higher value of livestock are
forced to reduce their share in cash crop, falbagk into subsistence food crop cultivation.
Besides, female and widow-headed households amdyliko suffer more than other

households (Brick and Schindler, 2007, EI-Bushba32.

In general, ex-ante as well as ex-post copingegir@s demand households to reallocate their
resources. This comes at a certain cost to theeholss and may affect individual household
members differently. For instance, Shemyakina (20€ws for Tajikistan a significant
negative impact of the conflict on girls’ schoolre@iment rates. With regard to fragility,
research findings by De Herdt (2006) for Kinshasggest that the costs are passed on to
girls. There is furthermore a large literature dwe impact of conflict on the health of,
especially, children and women (WHO, 2002, Aldermztnal., 2004, Bundervoet and
Verwimp, 2005, Akresh and Verwimp, 2006, amongkea).

3.4.3 The ‘institutional’ channel

As the shock channel as well as the institutionaanoel is connected through the
vulnerability concept, we have already touched sahedhe institutional aspects in the

previous section.

The institutional channel captures the more systiersacial, economic, and political features
of conflict and fragility. A helpful classificatiorof institutions has been proposed by

Williamson (2000). He distinguishes four hierarchgvels: “embeddedness” (informal
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institutions, customs, norms, etc.), “institutioredvironment” (formal rules of the game,
especially property rights), “governance” (play thfe game, especially contracts), and
“resource allocation and employment”. Comparedhtocks, these institutional aspects are —

albeit to a varying degree — of a rather permaoefdng-term nature.

The destruction of infrastructyréack in public services, reduced public expenditure
education, less access to credits and higher siteates following general insecurity are all
examples for a changed institutional environmerg.(eDeininger, 2003, Slaymaker et al.,
2005, see also previous section). Besides, labokehand transaction costs will increase
following social tensions, insecurity or erraticaciges in regulations (compare Miaari and
Sauer, 2006, Collier, 1999).

With regard to changes that take place in socesty;oodhand (2001) points out, it is difficult
to untangle changes related to conflict / fragifitym general social change. Nonetheless, the
institutional channel may help us to study the afléocal institutions, communities, networks
and markets at the household level as well as thesition from conflict to peace.
Furthermore, the role of state institutions in dctiaffected and especially in fragile
environments can be incorporated via the instihatiochannel and may thus allow for a

rapprochement to the state-centric definitionsiews of fragility.

3.4.4 Conflict and fragility traps

We now turn to the indirect effect or channel, gy in a dynamic perspective. Our
illustrations so far suggest that conflicts andjiiiey increase a household’s vulnerability. If,
in fact, a shock occurs, ex-post risk coping stia® are likely to be insufficient for a
household to fully recover. In that case, househdid not reach their old status quo prior to
the shock (compare the concept of resilience, ®lgser, 1998). This is in accordance with
evidence from conflict-affected areas suggestingt tmany households fall back to
subsistence (Brick, 2004, Deininger, 2003, McKay boveridge, 2005). As a consequence,
a household’s income-generating choices becomeadedsits sensitivity to future shocks
increases (Moser, 1998, Alwang et al., 2001). THusjuseholds do not ‘manage’ to recover
after a sufficient time has past and this procepsgaits, one can imagine that households (and
countries) will find themselves already soon inoaftict and / or fragility trap. For conflicts,
the evidence of traps has been widely acknowledgeg, Collier et al., 2003). Moreover, in

case not only a few but many households cope bHwyaggregate, institutional level will be
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affected which will, in turn, alter a householdstome-generating activities and risk coping

strategies.

With respect to fragility, the driving forces bedithis process will come above all via the
institutional channel and its effects on the gehasset-accumulating activities. Indeed, its
main effect will presumably be on considerably d¢maising households’ coping strategies
with regard to risks in general — not only thoskatesl to ‘fragility shocks’. This coincides
with the observation that the impact of these shook households living in fragile
environments is very high and persistent. In catirne shock channel is likely to play its

part with regard to conflict traps.

4 Conclusions

There is a general acknowledgment that fragile e & conflict-affected countries need a
‘special’ treatment compared with other developiogntries. Moreover, there is no one-size-
fits-all approach to these countries. How to depgbolicies for a specific country is yet a
rather open question. Hence our attempt to bring microeconomic perspective: Knowing
more about household behavior in different fragiled conflict-ridden environments will
allow us to be more sensitive towards key aspéetsiteed to be considered when designing
policies at the local and national level. Heretipatar attention should be paid to the makeup

of institutions.

Furthermore, similar to the finding of conflict s there is the danger of households,
communities, and even entire countries sliding afaagility trap. This may support the need
for a big push strategy of aid for these countriemt necessarily in terms of cash but in terms

of building up capacity, institutions, and markets.

Due to the lack of appropriate data, an importagthmdological implication for the design of
empirical research is the imperative of adaptingsetold surveys to include conflict- and
fragility-related questions; e.g., questions omattousehold changes since the outbreak of
war and the early post-conflict period. So far,esmshers are frequently left up collecting
their own data to gain information relevant to thanalysis. These surveys are, however,

typically of a small scale, i.e. non-representative

As the academic literature on fragility is still its infancy, there are quite many topics for
future research. Amongst others, we need to knowerabout differences and similarities

between conflict, post-conflict (as a particulapeayof fragility), and fragility settings. Also,
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more research needs to be done on the causes gilitfrgas compared to conflict).
Furthermore, the role expectations and hope plajragile states in household decision
making and risk coping strategies is fairly undesearched. Especially in post-conflict states
which face high risks of returning to war these rbayery crucial. Additionally, the impact
of both conflict and fragility on household strugttand composition as well as wider social

dimension are fairly unknown.

In view of the programming of assistance, futureesech is required on evaluating aid
programs in conflict-affected and fragile enviromtse This, in turn, will require the
development of joint projects of donors, reseashend practitioners from the very

beginning when a specific program is designed.
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Figure 1: Conceptual framework for analyzing the impact ohftict and fragility at the

household level
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