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A typical adage of the globalization literature is that foreign economic
liberalization undermines the social fabric of developing countries. This
article examines this claim for the sub-Saharan African countries and
thus the continent that experienced both low economic growth and a
high incidence of armed conflict during the 1990s. Our results yield
support for the assertion that economic openness durably pacifies
countries once the restructuring of the economy is over. We can,
however, not reject the possibility that the distributional consequences
of foreign economic liberalization increase the risk of civil war during
the implementation of the reform measures. We contrast this ‘distribu-
tional” model with alternative explanations such as the role of the
International Monetary Fund and the level of democracy. A compar-
ative case study on Guinea and Guinea-Bissau lends some illustrative
evidence to the claim that compensating the losers of globalization can
pacify intrastate relations.
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Introduction

The current conventional wisdom to which the World Bank and other
international institutions adhere traces the civil wars in Africa to economic
problems. This does not come as a major surprise because the continent
simultaneously endured a ‘growth tragedy’ in the 1990s (Easterly and
Levine, 1997) and an upsurge in the number of armed conflicts (Collier and


http://ejt.sagepub.com/

Hoeffler, 2002). It is therefore not startling that Elbadawi and Sambanis
(2000) ask: ‘Why are there so many civil wars in Africa?’

As Sachs and Warner (1995) see it, the rampant protectionism that was
especially prevalent in sub-Saharan Africa significantly aggravated the
economic problems. Conversely, countries that have liberalized their econo-
mies have, in this point of view, been able to escape the trap of economic
stagnation and political crisis. Recent quantitative studies suggest that the
positive effects of openness are not limited to the economic sphere.
Economically integrated countries are more stable than autarkic nations and
experience fewer civil wars (Bussmann et al., 2003; de Soysa and Wagner,
2003). Similarly, Harff (2003) demonstrates that economically open nations
are less likely to experience genocides. Hegre et al. (2003) find an indirect
pacifying effect of trade on internal conflict through the channels of
economic growth and political stability.

The expectation of long-term benefits is, however, in considerable
contrast to the negative impact that sceptics of globalization associate with
increased economic integration. They maintain that foreign economic
liberalization has destabilized the fragile developing countries (e.g. Chua,
2002). Brennan (2003: 50) for instance believes that ‘globalization . . . visits
terrors on the South and on the future, directly through war, starvation and
exploitation, and indirectly through the destruction of the atmosphere’. A
particularly prominent, but considerably more moderate, globalization critic
is Nobel laureate Joseph Stiglitz. He maintains that foreign economic
liberalization measures, as they were designed by the International Monetary
Fund (IMF), have had negative consequences:

Disillusion with the international system of globalization under the aegis of the
IMF grows as the poor in Indonesia, Morocco, or Papua New Guinea have
fuel and food subsidies cut, as those in Thailand see AIDS increase as a result
of IMF-forced cutbacks in health expenditures, and as families in many
developing countries, having to pay for the children’s education under so-
called cost recovery programs, make the painful choice not to send their
daughters to school. Left with no alternatives, no way to express their concern,
to press for change, people riot. (Stiglitz, 2002: 20)

He particularly maintains that the costs of economic reform are ‘dispropor-
tionately’ borne by the poor (2002: 67, see also Yusuf and Stiglitz, 2001).

In this article, we examine the two competing claims, arguing that they
are reconcilable from the perspective that we call the ‘distributional theory
of civil conflict’. This approach maintains that the short-term impact of
foreign economic liberalization can be negative, but ought to be positive in
the long run. The reasons for this double-sided effect are the losses that
foreign economic liberalization creates in important segments of the
population. Standard approaches in trade theory lead us to expect that in the
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developing world resistance against economic openness should either come
from the import-competing industry or the scarce factor, which in these
states is capital rather than labour. The first hypothesis is in line with the
Ricardo—Viner model, the second with the Heckscher—Ohlin approach.

Proponents of economic integration like Fischer (2003: 10) support the
view advanced in this article that one needs to distinguish between the
short- and long-term consequences of economic openness: ‘... global-
ization creates losers as well as winners in the short run’. Our previous
research lends some tentative support to the expectation that the risk of
conflict might increase in times of foreign economic liberalization. While
economic opening did not increase the risk of coups and other measures of
domestic instability in the developing world in general (Bussmann et al.,
2003), Walter (2003) detects a significant impact of reform measures onto
the strike activities of the import-competing industry in Argentina.

In this article, we would like to explore for the continent that endured
both low economic growth and a high incidence of civil war whether the
double claim of the distributional theory is correct. Accordingly, we use sub-
Saharan Africa as a critical test case and compare the relative explanatory
power with standard explanations of civil conflict. The new literature has
come to the consensus that ‘grievance’, ‘greed’ and weak political institu-
tions are key motives in the decisions of political leaders to engage in civil
war (Fearon and Laitin, 2003). We also examine in line with the anti-
globalization literature the impact that IMF policies had on the conflict
potential within states.

The article is structured as follows: We first justify our selection of sub-
Saharan Africa as test case for our double argument. Next, we present some
quantitative support for our claims and select the two countries that make
part of the case study. We discuss the broader implications of our results in
the conclusion.

Why Sub-Sahavan Africa?

Foreign economic liberalization and the incidence of civil war are two of the
trends that have shaped international politics throughout the past decades.
These trends also encroached upon the African countries. As the descriptive
evidence presented below suggests, this continent is an ideal testing ground
for our general theoretical claim that economic openness might be
beneficial in the long run, but runs the risk of being hazardous in the short
term. Despite some reform efforts, African states exhibit on average lower
economic openness than an average non-African state. Yet, they have faced
a much higher risk of falling victim to civil war than the average state on
other continents. If trade and foreign economic liberalization are in any way
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systematically linked to armed conflict, this relationship must be particularly
distinct in Africa. We use the tragic combination of protectionism and
political violence as an illustration for a novel theoretical argument which
we sketch later and develop fully in another article (Bussmann and
Schneider, 2004).

By introducing the CACAO index on trade policies and institutional
arrangements, Martin (2005) shows that most developing countries have
become more open to the world economy during the last two decades.?
Figure 1 reveals that foreign economic liberalization also caught on in sub-
Saharan Africa throughout the past 25 years, but to a lesser extent than on
other continents. At the end of the 1970s, countries in sub-Saharan Africa
have been on average more protectionist than the states in other developing
regions. By 1987, this gap had nearly closed, but at the end of the 1990s it
had become even wider. The ‘rush to free trade’, as Rodrik (1994) put it,
discloses important regional divergences. While the rest of the developing
countries notably liberalized their economies at the beginning of the 1990s,
sub-Saharan Africa even experienced a decline in openness.

The lack of openness also becomes apparent with Africa’s world export
share falling from 3.5% in 1970 to 1.5% in 1995 or its share in world imports
which declined from 4.5% to 1.5% in the same period (Bigsten and Durevall,
2002). Collier and Gunning (1999) mention that by the 1980s Africa’s
economic openness lay far behind that of other regions. That is why a high
number of structural adjustment programmes (SAPs) were introduced in the
early 1980s aiming at the market integration of this continent. Yet, many
reform measures were only partially implemented (Van de Walle, 2001).

It has been widely noted that the incidence of civil war rose until the mid-
1990s and then fell to a lower level (e.g. Gleditsch et al., 2002). This trend
does not, however, coincide with the development in sub-Saharan Africa
where an upsurge in the number of conflicts occurred after 1995, as Figure
2 shows. It is no surprise that development agencies now perceive war as one
of the main obstacles for economic growth in these countries; Collier et al.
(2003) speak of the ‘conflict trap’ that development policy faces. Based on a
collection of case studies, Stewart and Fitzgerald (2001) see in civil war a
major cause of poverty. Quantitative evidence for Uganda, for instance,
emphasizes that ‘the political disturbances had a negative impact on
investment, savings, tax revenue, government expenditure, exports and
imports, and a positive impact on defence expenditures’ (Matovu and
Stewart, 2001: 263). Murdoch and Sandler (2002) have furthermore
uncovered dramatic short-run economic effects of armed conflict in the
country in which the war took place but also in neighbouring states. In turn,
Collier and Hoeffler (2002: 14) attribute the rising trend of conflict in
Africa to the poor economic performance of this continent. As the ‘Great
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Figure 1
Mean Trade Openness (0 is ‘closed’, 7 is ‘open’)
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Source: CACAO dataset (Martin, 2005).

African War’ and other armed conflicts illustrate, the plunder of natural
resources accompanies the conflicts and renders them particularly difficult to
end (Collier and Hoeffler, 2004; Olsson and Congdon Fors, 2004).

We will bridge the gap between the research agendas on economic
openness and civil war and draw attention to the question of whether or not
economic liberalization is likely to fan the flames of domestic violent conflict.
Opening the foreign economic system is no panacea — especially not in sub-
Saharan Africa where economic reforms have gone hand in hand with the
structural adjustment programmes (Bigsten and Durevall, 2002) — so that
economic liberalization never means the mere abolition of tariffs and other
trade barriers.

The Link between Economic Reforms and Civil War

One key result in the social sciences, the comparative advantage theorem of
Ricardo, shows indirectly how free trade can lessen the likelihood of violent
conflict. According to this model, a unilateral move towards free trade
allows a country to specialize its economic production in those areas where
it is particularly competitive. Proponents of globalization (Sachs and
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Figure 2
Incidence of Civil War
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Source: Armed Conflict 1946-2001 dataset (Gleditsch et al., 2002).

Warner, 1995; Fischer, 2003) and also some of its critics (e.g. Yusuf and
Stiglitz, 2001; Stiglitz, 2002) see trade accordingly as a positive-sum game,
which is mutually beneficial for the trading partners. As countries exploit
their comparative advantage and are thus enabled to produce and consume
more goods, the growth rates of the economies increase. Dynamic gains
from trade, like the acquisition of new knowledge or changes in institutions,
have even stronger long-term benefits than static gains that are inherent in
the theory of comparative advantage (Thirlwall, 2003). Because the
opportunity costs of conflict grow in line with increased specialization, one
of the key motives of social protest, discontent with the economic policies
of the government, should become less manifest in an economically
integrated country.

The Stolper-Samuelson theorem and similarly the Heckscher—Ohlin
model show that in each country the abundant factor will gain from trade.
Since this will typically be the greatest part of society in developing
countries, namely unskilled work, it is assumed that the population as a
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whole will be better off. In sectoral terms, agriculture which employs the
largest share of these workers should profit from the growing integration
into world markets. The rent seeking literature has demonstrated for a long
time that state monopolies and other discriminating regulations have
negatively affected the income of farmers (e.g. Bates, 1981).

However, the benefits of economic openness will only take effect after
some years, leaving a risk of instability in the short run. Reform measures
that integrate an economy more fully into the world market will redistribute
income from the inefficient to the efficient sectors and workers within an
economy. The discrepant effects that foreign economic liberalization have
are conflict-prone if the winners are not able or willing to compensate the
losers economically. Although he did not directly discuss the problem of
instability, Rogowski’s (1989) model of coalition-building in times of
changing patterns of trade can be used as a starting point to understand the
ambiguous political nature of increasing economic openness. He drew on
the Stolper—Samuelson theorem and thus a standard model that is based on
the three factors: land, capital, and labour. Assuming that no single country
can be rich in land and labour, the land-labour ratio defines a country’s
endowment with these factors. Depending on the kind of economy,
Rogowski either predicts from this simple model an urban—rural or a class
conflict that should accompany economic liberalization in developing
countries. In the first case, land is the abundant factor which would benefit.
Capital and labour, normally based in an urban environment, are scarce and
would seek protection. In the latter case, the economy is endowed with
labour, and capital and land are scarce, thus leading to a coalition of land
owners and capitalists supporting protectionism. We believe, based on Bates’
(1981) pioneering work on the political economy of farming, that the first
model is more realistic for the African countries. The behavioural con-
sequence would be that farmers would strive for liberalization while the
urban elites would oppose this, possibly with the threat of using force. Some
country experiences support our claim that the urban—rural cleavage is a key
for our understanding of foreign economic liberalization in Africa. In an in-
depth case study, Acemoglu et al. (2003: 83) for instance explain the
economic and political success of Botswana through a political contract that
prevented urban interests ‘to extract resources from the rural sector’.

Changing incentives do not directly translate into a growing likelihood
that actors will use force. The standard formal models of civil war, especially
the celebrated approach of Collier (2000), who framed rebellion as a quasi-
criminal activity, stress the importance of rent capture as a key motive of civil
conflict. Obviously, the threat of losing income as a consequence of
cconomic reforms should be as powerful a reason to become politically
active as the prospect of acquiring income. In democracies, the losers of
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global economic integration will take it to the street or fight against their
potential loss of income in the national parliaments. In semi-democracies or
autocracies, where civil societies are less strongly developed, protesters have
often to resort to other means to achieve their political goals. The use of
armed violence ranks highly among them.

Economic liberalization thus not only shakes an economy severely, but it
also endangers the stability of the entire political system. The rent seeking
system, on which the stability of the regime relies, is at risk through the
abolition of licenses, monopolies and tariffs. The privatization of state-led
firms and the downsizing of the public service sectors are further core
elements of adjustment and restructuring programmes and will cause
extensive layoffs of state employees. If the threat of losing income looms
sufficiently large, the well-organized elites are likely to oppose such reform
steps to preserve the status quo. This is especially the case in countries
where those loyal to the incumbent leaders staft the bureaucracy (Geddes,
1994). Economic reforms impose high costs on politicians, whom the
public choice literature aptly considers to be support- rather than welfare-
maximizers. We expect therefore that the political apparatus will most likely
oppose change.

Another possibility for conflict arises after the reform has been imple-
mented. First, the potential winners will see an increase in their personal
wealth. This will enhance their willingness to call for political reform that
acknowledges these changes. The groups that profit from foreign economic
liberalization may consequently challenge the incumbent. In a democracy
this would be feasible through elections. In a repressive regime this may lead
to violent conflicts if the incumbent is not willing to change the political
distribution of power through further reforms. Second, it can be assumed
that the losers will organize protests against the measures implemented if the
government does not abide by its eventual promise of compensation. This
also might propel disgruntled losers to organize violence or join rebel
groups in order to gain lootable income, which provides short-term
economic relief.

In many developing countries, the main reform impetus came from
international financial organizations rather than the domestic opposition.
How the activities of international organizations and especially the IMF
influence the domestic conflict potential is disputed. Globalization sceptics
fear that the uniform implementation of the ‘Washington consensus’
aggravates the crisis potential. Azam (2001) offers some evidence that the
destruction of inefficient redistributive practices has increased the risk of
conflict in countries such as Ivory Coast. The other side mainly uses counter-
factual arguments, pointing out that the risk would have been even greater
without economic reforms. As Jensen (2004: 200, see also Oately, 2004),
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for instance, maintains, . although there is considerable evidence that
IMF programs can have a negative impact on macroeconomic performance,
there seems little conclusive evidence that IMF programs are generally
politically destabilizing’.

The theoretical arguments put forward so far can be summarized as
follows: We assume that opened countries benefit from foreign trade in the
long run, showing higher levels of development, growth and stability.
However, we expect an increased risk for conflict, even a violent one, in the
short run. This double hypothesis is the core of what we call the
‘distributional theory of civil war’.

Trade Libevalization and Civil War in Sub-Sahavan African
States, 1980-2000

In this section, we will examine the effects of trade openness and
liberalization on the outbreak of internal wars in 37 sub-Saharan African
countries for the years from 1980 to 2000. We will briefly outline our
research design here. The dependent variable ‘onset’ is dichotomous and
takes the value 1 if a civil war starts in a given year and zero otherwise. The
long-term effects of trade openness are measured as the natural logarithm of
(exports + imports) /GDP. Trade liberalization, our indicator for the short-
term eftects of free trade, is the yearly change in the CACAO indicator. As
control variables we include regime type, level of development, population,
mountainous terrain and both concessional and non-concessional IMF
flows. The operationalization and data sources of all our variables, together
with the rationale for selecting the control variables, are described in more
detail in the appendix. Table 1 summarizes the expected signs of our
independent variables. As there are no prior studies on the impact of IMF
flows, we expect no systematic relationship. We will utilize a pooled time-
series cross-section logit model with robust estimation of variance.

The control variables point in the expected direction, as reported in the
first column of Table 2. The positive sign of democracy and the negative sign
of its squared term support the inverted U-curved character of this
relationship, i.e. democracies and autocracies are less prone to conflict,
whereas countries with intermediate levels of democracy are more likely to
experience civil unrest. The two variables are not individually but jointly
significant (p <.05). The inflection point of the inverted U-curve is at 5.68
on the Polity scale.® For our sample this means that the majority of all cases
are on the upward slope of the parabola (397 vs 90 cases). In only 18% of all
cases does increasing democratization reduce the risk of conflict.* The level
of development is negatively related to civil war and statistically significant.
Countries that are economically developed are less likely to be involved in an
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Table 1
Expected Influences of the Independent Variables on Conflict

Expected Influence on

Independent Variable Contflict
Openness -
Liberalization +
IME-flows 0
Democracy +

Democracy squared
Mountainous terrain
Population size
Development

+ +

internal war. Mountainous terrain increases the chances for a country to
experience the onset of civil war, thus supporting the evidence of Fearon and
Laitin (2003). Population size is significant but has a negative coefficient.
We keep this variable in the model for its theoretical importance concerning
the trade variables.

Trade openness, our measure for the long-term effect, has a conflict-
reducing impact and is significant at the 10% level. As expected theoretically,
trade liberalization increases the likelihood of conflict outbreak, a result that
is highly significant. The results are robust to various alternative model
specifications® and estimation techniques.® Thus, our theoretical expecta-
tions are supported by the empirical results, in the long term as well as in
the short term. Both effects are also substantively important; increasing the
trade-to-GDP ratio by 1 standard deviation reduces the likelihood of
conflict by 46.3% (from a baseline probability of .029). The short-term
effect of liberalization, i.e. changing the CACAO-indicator from 0 to 1,
heightens the risk of civil war onset by 170.6%. These contrasting effects
thus lend support to our claim that the impact of growing market
integration is ambiguous. If policy-makers do not take the redistributive
effects of foreign economic liberalization into account, they risk fostering
social tensions.

The second column serves the purpose of comparison with a global
sample. All variables have the same signs in both models; mountainous terrain
is significant at p <.11 and population is not significant in the global sample.
The main difference is that trade openness is not at all significant in the global
sample. Altogether, our model fits better for the African sample.

In the third and fourth columns of Table 2 we add variables for IMF flows
to see if instability is due to a SAP or to trade liberalization. The results of
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Table 2
Effects of Foreign Economic Openness and Liberalization on Civil War,

1980-2000
(1) (2) (3) (4)
African Global African African
Sample Sample Sample Sample

Openness -1.3697* -0.4450 -1.4497**  —1.4894**

(0.7525) (0.5073) (0.7279) (0.7324)
Liberalization _, 1.0478*** 0.5617** 1.0850*** 1.0538***

(0.3844) (0.2542) (0.3994) (0.3894)
Economic -1.0549** -0.5068** —-0.9689** -1.0028**
development _, (0.4772) (0.2047) (0.4263) (0.5101)
Democracy 0.3470 0.3053* 0.3381 0.2777

(0.2304) (0.1566) (0.2240) (0.2274)
Democracy -0.0104 -0.0115 -0.0095 -0.0074
Squared ,_; (0.01006) (0.0070) (0.0103) (0.01006)
Mountainous terrain 0.0179** 0.0101 0.0157* 0.0161**

(0.0081) (0.0062) (0.0082) (0.0078)
Population -0.3283* -0.0788 -0.2082 -0.2133

(0.1912) (0.1333) (0.1960) (0.1946)
Non-concessional IMF 74211
net flows/GDP _, (10.1898)
Concessional IMF net -2.0956
flows/GDP _, (3.7254)
Constant 10.1987** 1.4902 8.9940* 9.6897*

(5.1919) (3.14306) (5.2138) (5.7190)
N 487 1361 404 429
Pseudo R? 17 .07 19 .16

Note: The first number in each cell is the coefficient. Robust standard errors appear in
parentheses. * p < 10%; ** p < 5%; *** p < 1%, two-tailed tests.

trade openness and trade liberalization remain significant even when we
control for IMF flows. The variables accounting for concessional and non-
concessional IMF flows in relation to GDP are, by contrast, statistically not
significant. If we employ the contemporaneous version of these variables as
predictors, non-concessional flows are positively and statistically highly
significant. This result seems to confirm the suspicion of globalization
sceptics that the implementation of IMF programmes is indeed positively
associated with the occurrence of armed conflict. As the usage of a non-
lagged variable, however, creates a severe endogeneity problem, we believe
that the results reported in Table 2 are more accurate.” Most importantly,
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the double conjecture advanced in this article that foreign economic
liberalization can exert both a positive and a negative effect remains robust
in either specification.

Selection of Countries: Trade Libevalization in Two West
African States

In a next step, we conduct comparative case studies to gain further insight
into the causal relationship between trade liberalization and civil conflict
concentrating in particular on the short-term effects. To avoid selection bias,
we need to compare countries or, more precisely, country years that differ on
the dependent variable. Table 3 shows which cases can be used for a most
similar case-research design. It lists all episodes of liberalization, specified by
the yearly changes in the CACAO-indicator. We divided the table according
to whether the countries witnessed an onset of civil war one or two years
after the trade liberalization.

The majority of cases did not experience a civil conflict in the direct
aftermath of liberalization (see column 2). However, we argue that not all
but some countries undergo disorder after trade liberalization, and we
would like to uncover the relevant factors that might be responsible for this
relationship. For this purpose, we contrast a case from the first column with
a case from the second column.

We examine in more detail trade liberalization in Guinea-Bissau where a
civil war broke out one year after an episode of liberalization in 1997.3
Guinea serves as an example demonstrating the opposite, a similar country
in terms of geographic location, government type and labour force
occupation as Guinea-Bissau; yet, trade liberalization was not followed by
civil conflict in the former state. Our aim is to explain these divergent
country experiences. We draw information about the two countries primarily
from secondary sources and two yearbooks (Keesing’s Contemporary
Avrchives and Afrika Jahrbuch).

Liberalization in Guinea-Bissaun

The civil war that ravaged Guinea-Bissau in 1998 pitted two groups against
cach other, the government and the military elite (Rudebeck, 2001). The
internationally required cuts in military spending had deepened this fault
line. Economic reform and, relatedly, foreign economic liberalization are
thus likely causes of the conflict.

Political Development

After a war of liberation the Portuguese troops withdrew from Guinea-
Bissau and independence was declared in 1974. The colonial elite were
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Table 3
Episodes of Liberalization

Episodes of Liberalization,

Followed by an Outbreak of a Civil Episodes of Liberalization,

War within 1-2 Years Not Followed by a Civil War
Guinea-Bissau (1997) Guinea-Bissau (1989, 1994)

Mali (1989, 1992) Gambia (1986-87, 1989, 1994, 1997)
Niger (1995) Mali (1982)

Chad (1995-96) Benin (1988, 1998)

Burundi (1992) Mauritania (1989, 1993, 1997, 1999)
Rwanda (1997) Niger (1999)

Guinea (1986, 1993)

Burkina Faso (1997)

Sierra Leone (1983-84, 1987)

Ghana (1989, 1995)

Togo (1995)

Nigeria (1986, 1998)

Gabon (1999)

Central African Republic (1987)

Zaire (1980, 1984)

Kenya (1993-94, 1996)

Tanzania (1986, 1993-94, 1996)
Mozambique (1993)

Zambia (1985, 1987, 1993-95, 1999*)
Zimbabwe (1994)

Malawi (1991, 1994)

Botswana (1998)

Malagasy Republic (1988, 1993, 1997)
Mauritius (1984, 1993, 1997)

Sonrce: CACAO data set (Martin, 2005), Armed Conflict 1946-2001 dataset (Gleditsch et al.,
2002).

replaced by the leadership of the Partido Africano da Independéncia da
Guiné ¢ Cabo Verde (PAIGC). Guinea-Bissau quickly became the scene for
continuing power struggles among various government ministries and party
leaders. In 1980 Jodo Bernardo Vieira, an important military leader,
overthrew the regime. He was able to extend and consolidate his usurped
power, centralizing the PAIGC further and increasingly using the party
instead of the military for personal advancement. In 1984, Vieira introduced
a new constitution which granted himself almost absolute power (Forrest,
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1987). Several coup attempts revealed how deep the cleavage between the
government and the military was. In May 1991 a new constitution
introduced a series of changes, the most important one being the abolition
of the supremacy of the PAIGC. The first elections, in which the former
unity party PAIGC won the majority of the parliamentary seats, were held
three years later. In the presidential elections, the party’s candidate, Vieira,
was victorious in the second round.

Violence became more likely when Guinea-Bissau went through political
liberalization and turned out to be an inconsistent political system. President
Vieira tried to adhere to his strategy of coercion and distribution, but the
political changes undermined the effectiveness of this carrot and stick
strategy. In 1991, after the introduction of the multi-party system, the
opposition organized public demonstrations against the government. The
first authorized public demonstration with about 30,000 participants took
place a year later.

Economic Liberalization

Vieira’s seizure of power in 1980 marked a turn in the country’s economy.
Guinea-Bissau had followed an import-substitution strategy after its inde-
pendence (Zejan and Kokko, 1998). The new leadership soon reached a
consensus that these policies were no longer sustainable and established
contacts with the World Bank and the IMF. The government launched a first
reform plan in 1983, which was followed by a ‘Plan for Economic
Stabilization’. The year 1986, during which the Vieira government intro-
duced a series of measures, was a turning point towards economic
liberalization. The reforms, which ranged from the abolition of state
monopolies to the establishment of a market oriented price system, found
the approval of the Bretton Woods financial institutions; the first SAP started
in 1987 (Aguilar and Stenman, 1997).

But these measures did not live up to expectations. The following years
saw periodic suspensions of two SAPs and one Enhanced Structural
Adjustment Facility (Kovsted and Tarp, 1999). The second SAP, launched in
1989, was put on hold because of poor performance. Because vested
interests could successfully block the reforms, the demanded restructuring of
the public service was delayed and privatization advanced only slowly
(Monteiro, 1996). On this basis, the government and the international
financial institutions developed a new strategy for 1994-97 and a third
structural credit was approved. This time, the country was able to achieve
most of the aims set up in this programme (Kovsted and Tarp, 1999).
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Public Reactions

Increasing social unrest characterized the 1990s as teachers and public
servants launched strikes and discontent in the military increased. The
protesters felt especially threatened by the economic crisis and by the
government’s inability to pay wages to its employees. Rising costs of living
accompanied the austerity measures of the government (Zejan and Kokko,
1998). The Bretton Woods institutions particularly demanded a reduction
in public service employment by 30%. The redistributive effects of this
requirement were immense in a country like Guinea-Bissau where the
public sector dominates the economy. In the mid-1990s, the public service
employees accounted for 80% of all salary dependents. Due to the poor
state of the economy, it was unlikely that the unemployed teachers could
casily find work in the private sector. The ministries and other public
institutions were unable to act as mediators in the widespread strikes, not
the least because they lacked appropriate management capabilities (Zejan
and Kokko, 1998).

The SAP with its threat to cut defence spending did not meet sympathy in
the military. Many military officers feared they would lose their privileges as
reports from the Cape Verdian Islands spread that officials had lost their
houses and flats granted to them by the state (Schiefer, 2002). The
government reduced the military budget from 3.6% of GNP in 1993 to 2.8%
in 1995 and the military personnel from 12,000 in 1991 to 7,000 in 1997
(Kovsted and Tarp, 1999). Several intended or planned coups indicated how
deep the discontent was within the army.

These domestic tensions were aggravated in 1997 when Vieira carried
through the entry of Guinea-Bissau into the Union Economique et Monétaire
Ouest-Africaine. This regional integration treaty aims at coordinating the
economic policies of the member states and at harmonizing the external
tariff. Many of his opponents saw Vieira’s move as a betrayal of the ideals
and the independence gained in the liberation war but also as giving
neighbouring Senegal, with French pressure, more influence in national
affairs (Wegemund, 1999).

Civil War 1998-99

The armed conflict began in February 1998 when Vieira accused the army’s
Chief' of Staff, General Ansumane Mané, of illegal arms sale to the
Casamance rebels in bordering Senegal and suspended him as a result of
demands from the Senegalese government (Kovsted and Tarp, 1999).
Relations with Senegal were already strained because the Guinean military
was suspected of supporting the Casamance rebels. Mané was highly popular
among the soldiers as he had called for payment of their outstanding salaries
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and urged Vieira to improve the troops’ living conditions. Mané’s answer to
the suspension was an attempted coup leading to the eruption of fighting
between rival factions of the army about the control of the capital Bissau in
June 1998. The majority of soldiers stood loyal to Mané, and Vieira had to
call on a joint defence pact between Guinea-Bissau, Senegal and Guinea to
send troops in his defence (Gaillard, 1999).

Under the leadership of the Economic Community of West African States
a peace agreement was concluded in Abuja, Nigeria, in November 1998.
The agreement replaced the Senegalese and Guinean soldiers by a West
African Force of 600 soldiers. For an interim government the ministries and
central secretariats were divided equally between the military junta and
Vieira’s supporters and elections were planned for late 1999. Fighting broke
out again as Vieira did not abide by the Abuja agreement and refused to
disarm 600 of his troops. He was eventually overthrown and left the country
in 1999.

Liberalization in Guinea

Although the risk for conflict was equally high in neighbouring Guinea, the
government under Colonel Conté could prevent the outbreak of armed
violence during the time of economic reform and foreign economic
liberalization. Guinea fell victim to a civil war in other circumstances. In the
year 2000, Guinea was drawn into the struggles for territory and mineral
wealth that had engulfed neighbouring Liberia and Sierra Leone. It is,
however, not this conflict that we have to explain here but rather the absence
of a civil war after the foreign economic liberalization in 1986 and 1993.

Political Development

After the departure of the French, the Parti Democratique de Guinée
assumed political power, becoming the sole legitimate political party. In
1984 after Sekou Touré’s death, the ruler of Guinea since independence, the
army immediately seized power in a coup led by Colonel Lansana Conté. In
1989, Conté announced plans for a move towards democratic government,
in particular the creation of a multi-party system. The population accepted
the new constitution by national referendum a year later, together with the
commitment to return power to a civilian government. Despite these
promises the president and the military remained central figures. Conté won
the first presidential elections under the new constitution against seven other
candidates three years later. In February 1996, he survived a coup attempt,
after which he assumed personal control of the country’s armed forces.’
The opposition, frustrated with the long transition period and the half-
hearted democratization, demanded the establishment of an independent
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and sovereign election commission and a transition government. Clashes
between demonstrators and the police intensified in connection with the
1993 elections. Yet these disputes did not escalate into a civil war. Additional
political protests could be observed in response to the suppression of the
opposition, especially regarding repeated arrests of opposition leader Alpha
Condé. After the presidential election, the opposition’s demands and
demonstrations continued with respect to the upcoming parliamentary
clections (that were delayed until 1995) in which the president’s party won
the majority of the seats. International election observers were satisfied but
the opposition spoke of fraud.!®

Economic Liberalization

The legacy of Guinea’s socialist First Republic under Sekou Touré was to
leave succeeding governments with the problems of one of the most
distorted economies in West Africa, namely overvalued exchange rates,
inefficient state enterprises, trade barriers and subsidies. The economic
situation was so grave ‘that virtually everyone lost under the old system’
(Stryker, 1990: 195). The Guinean economy, dependent on the exploitation
of mineral resources, in particular bauxite and alumina but also gold and
diamonds, was sustained through the mining enclaves. The country’s
exports were concentrated in bauxite and the Guinean economy became
increasingly dependent on food imports. With falling bauxite prices,
economic growth slowed down. The agricultural sector stagnated; in 1990
agricultural exports accounted for only 3% of the total export earnings
(Stryker, 1990).

Conté’s government responded after the seizure of power with a
liberalization programme. With the support of the IMF and the World Bank
an economic and financial reform programme was agreed. The liberalizing
trade reforms, which began in 1985, simplified the tariff structure and
reduced import rates. The non-convertible national currency was devaluated
about 92% in 1986 and changed to the Guinean franc, accompanied by price
adjustments. In 1993, further trade liberalization measures facilitated the
import of goods (Campell and Clapp, 1995).

At the request of the international financial organizations structural
adjustment was undertaken. The SAP demanded that the government
reduce its involvement in economic activities and push privatizations
forward. Liquidation of state-owned banks and enterprises in the industrial
sector and their replacement by private or semi-public enterprises was
envisioned but moved forward slowly (Teriba, 1991). Public investment was
redirected towards basic infrastructure. As a condition for the adjustment
programme with the IMF and the World Bank the government considerably
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reduced its expenditure as a percentage of GDP during the 1980s (Campell
and Clapp, 1995; Sahn et al., 1997). Social disturbances, an attempted coup
in 1996, increases in salaries and decreasing aluminium prices slowed down
the reforms. Thus, the results remained modest but inflation was contained,
economic growth rates increased, and the trade balance improved. In 1997,
the IMF approved the second Enhanced Structural Adjustment Facility,
designed to open up the economy further and attract foreign investment.

On top of that, Guinea underwent a public sector retrenchment
programme that reduced the number of public sector employees by 30%.
This proved to be a difficult undertaking as not many job opportunities
are available in the small formal wage sector. Based on a household survey
in Conakry, Sahn et al. (1997) showed that former public sector workers
had difficulties in finding employment. Yet, once they had found a new
job, laid off workers experienced similar wage increases as those who
stayed in the public sector. This confirms that the general wage increase,
previously announced by Conté, materialized. From 1986 to 1989, real
public sector wages rose by 118%. Compared to other households,
retrenched workers were not poor, they just experienced a partial redemp-
tion of their privileged position. The Guinean government gave out
severance payments which additionally mitigated the effects of the public
retrenchment (Sahn et al., 1997). The Conté government also kept the
urban civil services happy through its preservation of the ration-card
systems. This allowed the public employees to buy imported food at a
fraction of the market price (Clapp, 1994).

Public Reactions

As indicated, social protest centred on demands for more democratization
and against the suppression of political antagonists. The economically
motivated civil unrests referred largely to the demands of the SAP. After the
government’s announcement of extensive savings in public expenditure in
1991 the unions called for a general strike and numerous demonstrations
took place; teachers demanded wage increases and students better financial
support. Conté responded more than once to the demands of protesters. For
example, the currency and price reform of 1986 led to price increases of
consumer goods such as rice, gas, oil and services. At the same time, public
employees received a contribution to the costs of living as compensation.!!
In the aftermath of a violent demonstration by students and the unemployed
directed against rising consumer prices in 1988, Conté announced a price
freeze, requesting traders and shopkeepers to return to the previous prices.
In 1996, Conté was seriously challenged by a rebellion of soldiers who
demanded outstanding payments and increased pay as well as the dismissal of
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the minister of defence. Parts of the army used the chaotic situation for an
attempted coup against Conté. The president gave in to the demands of the
soldiers and took over the defence ministry.

The Two Countries in Comparison

After a military coup of the socialist regimes in Guinea and Guinea-Bissau,
both military leaders Conté and Vieira turned to the Bretton Woods
financial institutions for help and started to liberalize both the economy and
the political system. In both countries, the market-oriented economic
reforms were designed to enhance trade liberalization, to implement a price
reform and to cut public spending, bearing the potential for elite conflicts.
Elite conflicts were less concerned with overthrowing a regime but rather
with gaining benefits (Chazan et al.,, 1988). In particular, measures
connected to the downsizing of public spending triggered protests from
privileged parts of the population — government employees, students,
teachers and the military — in both countries. Government workers and the
urban population were most severely affected by a public retrenchment
programme, whereas for other parts of the population a decline in public
spending meant increased investment through saving in the years to come
(Sahn et al., 1997).

Where the countries are set apart is in the respective governments’ answer
to the protesters’ demands. The differences between the two government
approaches are striking. Concessions to the elite are necessary to ensure
survival in an elite conflict. A typical answer is changing appointments and
shifting policy or raising salaries in public service (Chazan et al., 1988). This
is what the Guinean president perfectly understood. Colonel Conté relied
heavily on compensations and on several occasions gave in to the demands of
the protesters. Thus, the unrests in Guinea did not culminate in a civil
conflict. In Guinea-Bissau, President Vieira did not meet the protesters’
demands and was thus not able to prevent an escalation of the conflict.

A crucial difference between the countries is the role the military played.
Soldiers and officers were primary victims of the economic reforms, as the
reduction of public spending especially affected the defence budget. Yet, the
Guinean president gave in to demands of the military for increased pay after
a rebellion, whereas in Guinea-Bissau an attempted coup escalated into civil
war. President Vieira did not counteract the dissatisfaction in the military
with distributive measures but instead preferred to directly confront the
leader of the military upheaval.

Concerning political liberalization, after a socialist past both countries
underwent measures of democratization, introduced by the respective
military leaders who won the elections. Guinea-Bissau was more successful
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in establishing a democratic multi-party system, whereas the Guinean
president kept a tight control by suppressing and impeding the opposition,
accompanied by violations of human rights. The sluggish democratization
process in Guinea was responsible for a good deal of protests related to
demands for participation. In Guinea-Bissau fewer purely political demon-
strations took place. Thus, political protests do not seem to be directly
responsible for the outbreak of this civil war.

Conclusion

This article has analysed the claim put forward by globalization critics that
foreign economic liberalization and other reforms propagated by the
Bretton Woods institutions and implemented by previously protectionist
regimes undermine the social fabric of developing countries. Although the
distributional theory of civil war expects a generally beneficial impact of
economic openness, it advances in line with modern trade theory the
hypothesis that economic opening destabilizes countries in the short run.
This instability does not necessarily have to lead to the eruption of armed
violence, as Walter’s (2003) detailed analysis of Argentine demonstrates. The
escalation of social discontent to civil wars is more likely in countries where
social protests cannot easily be channelled into peaceful protests, strikes or
other non-armed means to resolve social tensions.

Our evidence supports the assertion that foreign economic liberalization
has increased the risk of civil war in sub-Saharan Africa, a region where
political systems are especially fragile and effective mechanisms to manage
social conflict rare. We have substantiated our claims with a comparative case
study. The two countries under examination — Guinea and Guinea-Bissau
— had a similarly high risk of experiencing armed violence after their
governments introduced wide-reaching reforms of their foreign economic
policies. The analysis shows that Guinea seems to have avoided a civil war in
the mid-1990s because its President was able to rely on a carrot and stick
strategy, while his counterpart in Guinea-Bissau was either unable or unwill-
ing to compensate the losers of economic reform and foreign economic
liberalization. A crucial role can be attributed to the loyalty of the military
(Weede and Muller, 1998) that was affected by the economic reforms.

Our case studies point to the importance of examining the role of
structural adjustment programmes in more detail. Although we have tested
for the possible impact of IMF credits, we could not analyse the effect of
varying degrees of austerity on domestic stability. Further research should
therefore take a close look at the content and the consequences of IMF
conditionality in relation to domestic conflict. Simply adding the amount of
IMF financial flows to our statistical model did not provide us with
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conclusive insights. A more differentiated analysis that accounts for the
specific conditions of the structural adjustment requirements is, in our view,
urgently needed. We also suspect that the starting point and the sequence of
economic liberalization are important intervening variables (Grosh, 1994).

Although the evidence that we presented is tentative, it alerts us to the
fact that not all measures that are economically efficient are also politically
feasible. Reforms that are implemented purely at the expense of one social
group are endangered if no compensation is made. Obviously, this is not a
plea for subsidizing ad nauseam industries and sectors that cannot live up to
the demands of the world market. But we believe, in line with Azam (2001),
that civil wars might occur in sub-Saharan Africa not least because of the
failure to redistribute efficiently. As our results suggest, an implementation
of the ‘Washington consensus’ that does not take these political conditions
into account carries a high risk of failure.

Appendix: Description of Variables and Data Sources
Dependent Variable: Civil War Onset

Our dependent variable is the onset of civil war. We use the ‘Armed Conflict
Dataset’” Version 1.2. (Gleditsch et al., 2002) and concentrate on two types
of conflicts listed in the data set, internal conflict and internationalized
internal conflict, but limit our analyses on conflicts that are located in the
country of reference. We generated a dichotomous dependent variable, i.e.
the variable is 1 if the threshold of 25 battle-related deaths has been crossed
and 0 if no internal war took place in a country. As we are primarily
interested in the onset of a civil war, we drop all subsequent years of an
ongoing conflict.

Independent Variables
Economic Openness

Regarding the long-term effects of free trade, we will estimate the actual
trade flows, i.e. the sum of exports and imports divided by GDP, a
commonly used measure for trade openness. Data are taken from the Penn
World Tables (PWT) Version 6.1 (Heston et al., 2002). For balancing out
the skewed distribution, we use the natural logarithm for this variable. A
one-year lag of the variable is appropriate in order to avoid the endogeneity
problem of this relationship.

Economic Liberalization

For the process of economic opening we use the CACAO dataset which has
been collected at the University of Konstanz (Martin, 2005). This index
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measures exchange arrangements and restrictions on an ordinal, 7-point
scale. It is based on a combination of trade policies and institutional
arrangements taken from the annual publication of the IMF ‘Report on
Exchange Arrangement and Exchange Restrictions’. It encompasses 90
developing countries during the period from 1978 to 2000. The advantage
of this dataset is that, by taking into account the institutional settings
necessary for the process of liberalizing the domestic economy, it is more
fine-tuned than other instruments which often neglect the regulatory
measures that a government has introduced but only rely on information
about foreign exchanges (Martin, 2005). Regulatory measures are often the
result of bargaining processes and therefore represent negotiated outcomes.
This, however, is exactly the point in time when we expect most conflict.
Consequently, the CACAO index is suitable to capture the short-term
effects of economic liberalization. We measure the liberalization process as a
change in the CACAO indicator. Due to the ordinal character of the
measure, we use a value of 1 if liberalization took place, -1 if a country
became more restrictive, and 0 if no change took place. We use a one-year
lag of this variable.

Regime Type

Using the Polity IV data (Marshall and Jaggers, 2000), we add a variable for
regime type together with its squared term, lagged by one year, to account
for the assumed inverted U-curve of the democracy—civil war nexus (Hegre
et al., 2001). Polity combines various institutional characteristics of a
political system — openness and competitiveness of executive recruitment,
constraints on the chief executive, regulation and competitiveness of political
participation — to an index ranging from —10 for autocracies to +10 for
democracies. We added 11 points to each value to have the regime variable
on a scale from 1 to 21.

Development

A higher stage of development is expected to be related to higher political
stability as wealthier countries have more resources at their disposition that
could be invested in social insurance services and other distributive
measures. This follows from the fact that with higher per capita income, the
state is provided with a broader tax base (de Soysa, 2002). Low levels of
development reduce, conversely, the opportunity costs for rebellion (Collier
2001; Collier and Hoeffler, 1998, 2004). Economic development will be
measured by GDP per capita with data from the PWT Version 6.1. Here
again, the skewed nature of the variable has to be accounted for by using the
natural logarithm, in addition to a one year lag to avoid endogeneity.
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Population Size

Population is an important control variable in connection with economic
liberalization and conflict for two reasons. First, bigger countries are
considered to be less open to the world market as they are able to satisty the
majority of demands within their home market (Alesina and Wacziarg,
1998). Second, Collier and Hoeffler (1998, 2004) find a positive relation-
ship between the size of the population and the onset of conflict. For the
population size we use data from the PWT Version 6.1. As the variable has
a skewed distribution, the natural logarithm is used.

Mountainous Terrain

A rough terrain is favourable to civil wars as it provides a hideout for
insurgents, difficult to be traced by government forces (Fearon and Laitin,
2003). Mountainous terrain might also be related to lower levels of trade as
it inhibits transportation. We use information on rough terrain from Fearon
and Laitin’s (2003) data which measures the proportion of the country that
is mountainous.

IMF Flows

We use concessional and non-concessional net financial flows from the IMF
in relation to a country’s GDP to control for the impact of these
requirements. Net financial flows are disbursement of loans and credits less
repayments of principal. Concessional assistance is provided through the
concessional lending facilities and non-concessional flows are the credit
provided by the IMF with the principal purpose to meet balance of payments
needs. Data are available from the World Development Indicators (1999).

Notes

Previous versions of this article were presented at the 2003 general conference of the
European Consortium for Political Research in Marburg, the Centre for the Study of
Civil Wars in Oslo, and the Norwegian University for Science and Technology in
Trondheim. We would like to thank the participants, Hivard Hegre, Indra de Soysa,
Erich Weede and two referees for their helpful comments. Research support by the
German Peace Research Foundation is gratefully acknowledged. The replication data
set and the log-file of the analyses are available at http://www.uni-konstanz.de/
FuF /Verwiss /GSchneider/.
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. Collier and Hoeffler (2002) also employ Africa as a case to illustrate their
argument that poverty is a root cause of conflict.

. The CACAO index reflects actual foreign economic policy-making rather than
the output of economic interactions, as the conventionally used trade-through-
GDP ratio does. See Martin (2005) as well as the appendix of this article for a
fuller description of the data set.

. The first derivative 2blx+b2 of the square function equals 0 at the inflexion
point xi: xi=-b2/(2* bl). Based on the results reported in the first column of
Table 1 we calculated the inflection point as —0.3470/(2*-0.0104) which equals
16.68. From this number we subtracted 11 points to return to the original
Polity IV scale and thus have a value of 5.68.

. We also estimated a model with a linear term of the democracy variable only. The
coefficient was positive and highly significant. This is consistent with the finding
of a curvilinear character of this relationship reported above as for most cases
further democratization leads to more instability.

. We examined additional control variables to avoid omitted variable bias. Cultural
diversity is frequently mentioned as a source of domestic instability. Ethnolin-
guistic fractionalization and its squared term (Fearon and Laitin, 2003) as well
as various variables related to the number and size of ethnic, religious and
linguistic groups (Ellingsen, 2000) were tested and some were significant but
had no effect on our variables of main interest. As discussed by Collier and
Hoeffler (2004), the length of the period of peace is an important control
variable as it accounts for the gradual depreciation of military arms and skills but
also can reflect declining grievances resulting from the last conflict. Besides its
theoretical importance, this variable is a control for temporal dependence (Beck
et al., 1998). Internal war in the past is calculated as the number of years since
the last conflict with the program BTSCS Data Analysis Utility Version 4.0.4.
(Tucker, 1999) and is included together with three splines in our model. The
peace-years-correction and its splines were jointly significant at p <.13 and had
no effect on the openness and liberalization variables. Our results also hold when
controlling for diffusion effects, measured as a dummy variable for civil wars in
the country’s neighbouring states. We also controlled for additional variables
used by Fearon and Laitin (2003), such as the existence of new states, measured
as indicator for countries’ independence in their first or second year, and political
instability, measured as a change of three or more points on the Polity scale (data
taken from Fearon and Laitin, 2003); the variables were insignificant. Fur-
thermore, we altered our sample by including the North African countries, again
without changed results.

. We conducted tests with different estimation models. The rho in the panel
estimation was very small and statistically not significant indicating that
estimation with a simple pooled model is sufficient. In any case, our results hold
in random-effects, fixed-effects, population-averaged and rare events logit
models.

. Note that we additionally tested in our statistical analyses various variables that
are related to the argument that measures related to economic liberalization
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under the structural adjustment programmes, such as reducing government
consumption and military expenditure, increase political unrest.

8. We chose Guinea-Bissau because at first sight the other cases evolve around
minorities. The conflicts in Rwanda and Burundi are related to the tensions
between the Hutu and the Tutsi. The conflicts in Mali and Niger involve the
minority of the Tuareg. Thus, the case of Guinea-Bissau was the most
appropriate option.

9. In December 1998, Conté again won the most recent presidential election with
an absolute majority.

10. International election observers withdrew from the first presidential elections
because there was no guarantee of free and fair elections.

11. Conté declared on at least one occasion that he would only agree to increased
basic food prices following the SAP when a wage increase of public employees
came first.
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