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Introduction

The increase in inequalities, the decline in social indicators in
terms of development, the predominance of dictatorial regimes
incapable of transforming economic growth into an act of
development, the evolution of very high GDP per capita in some
countries which contrasts with their level of social development,
the marginalization and exclusion of certain layers of the
population as well as the bipolarization of societies between the
rich on the one hand, and the poor on the other hand, seem today to
systematically explain the evolution of social and armed conflicts
forces as well as the chaining of conflict factors in certain sub-
Saharan countries (Yamben and Tenlep, 2021, Chan et al. 2019,
Venugopal, 2018, Triellet, 2018, World Bank, 2016, Paugam,
2016-2014). Indeed, disadvantaged populations are often forced to
rebel against the legitimate state, through rebellions, insurgencies,
civil wars or military coups (Bayramzadek, 2015, Fosu, 2015,
Minoiu et al. 2014, Alesina, 2012, De Groot, 2010, Collier et al.
1999). This undermines social cohesion, the foundations of the
state, and the overall productivity of factors of production and
destroys any process of economic growth. However, the theoretical
analyses of violence as well as social divide rest on two main
foundations. On the one hand, we have utilitarian economic

theories, in terms of the economic rationality of representative
agents, and on the other hand, praxeologies, in terms of the
adequacy of means for ends, favour factors internal to States by
opposing the rulers and rebels (Kaldor, 1999). In this type of state,
the economic structure is characterized by rents. So that their
enrichment results more from the capture of wealth than from their
creation, and this naturally feeds the chain of conflict factors
(cultural, social, political, military, geopolitical) each having their
own temporality anything that inhibits aggregate factor
productivity and affects any growth target (IMF, 2019).

Thus, a country combining the most favourable conditions vis-
a-vis the risks of the occurrence of war will have a risk of one in a
million "chance" of facing a civil war, while this proportion is
estimated at 99% for the one combining the most unfavourable
conditions. As a result, instability becomes the rule and stability
the exception (Grossman, 1991). This political instability and the
resulting internal conflicts thus seem to have direct repercussions
on economic performance. This has translated into periods of
negative growth in average output per capita in these countries
(World Bank, 2015, African development indicators, 2008).
Indeed, the occurrence of these conflicts depends on the degree of
intensity which can either lead to simple looting, destruction of
infrastructure and natural resources (minor conflict) or to a

https://doi.org/10.23958/ijssei/vol07-i05/293

116



Volume 07, Issue 05 May 2021

Original Article

fragmentation of the country into two or more poles, generally the
north and the south of the country (major conflict) (IMF, 2008).
Thus, the fragmentation of countries by rival groups leading to
conflicts  further exacerbates existing social disparities,
compromising the livelihoods of vulnerable households within the
same country. This climate of insecurity in the face of the rule
undermines the productivity of economies and annihilates any
development process and imposes on them "poor development"
(Perroux, 1981).

However, conflicts, as well as social divide, constitute
important factors in the destruction of economies in the sense that
they weaken the economic fabric of the countries concerned during
and after their occurrence. Indeed, in these fragile economies even
when there is economic growth, social and economic inequalities
and the concentration of capital by a ruling minority are amplified.
Anything that creates new tensions and conflicts that generally
benefit non-state groups, armed or not, and certain exogenous
actors, more specifically multinational firms. Now, the absence of
a rule of law capable of ensuring basic services and security for its
citizens leads to a loss of legitimacy and a collapse of states, and
therefore to a degradation of productivity and then to their internal
and external competitiveness (Africa Policy and Economics
Department, 2001). Thus, if it seems recognized, on both
theoretical and empirical levels, that the social divide and the
occurrence of armed conflicts influence economic growth, despite
the debates on the significance of this impact, we can continue to
question ourselves on the nature and intensity of conflicts and
social fractures on economic growth. More specifically, by
considering that the economic growth of a nation is its ability to
sustainably improve the standard of living of its inhabitants and to
provide them with a high level of employment and sustainable
social cohesion, a guarantee of all economic development
(Perroux, 1991), it would be relevant to analyse the nature and
extent of the empirical relationship between the social divide, the
occurrence of conflicts and economic growth. Contrary to what is
done in the classic literature in terms of analysis of the social
divide, conflicts and economic growth, the specificity of this work
is to show that the social divide and conflicts annihilate economic
growth in the short and long term and vice versa. So what is the
nature of the empirical relationship between economic growth,
social divide and conflict?

The rest of the article is organized as follows. The next section
reviews the theoretical and empirical foundations on the
relationship between the occurrence of conflict, social divide and
economic growth. The second section describes the data and
explains the empirical approach chosen. The results are discussed
in section 3. while section 4 presents the conclusion and policy
recommendations.

1. Literature review

1.1. The specific weight of conflict factors and the occurrence
of conflicts on economic growth

The question arises as to what is the specific weight of economic
factors and underdevelopment in the explanation of conflicts and in
the process of spiralling and unregulated propagation that
characterize them. War must be financed and may be motivated by
the capture of wealth. Conflicts are fostered by economic
underdevelopment, youth unemployment, poverty and the
impossibility for states to perform sovereign security functions.
Eighty per cent of LDCs have experienced conflict for 40 years,
and the per capita income twice superior halves the risk of war
(World Bank, 2003). In their theoretical model on which their

empirical tests are based, Collier and Hoeffler (2000) place
themselves within the utilitarian framework of Grossman (1991).
They oppose rebellion, a form of organized crime characterized by
greed, to the supposedly legitimate government and receiving
grievance. “To get started, rebellion needs grievance, whereas to be
sustained it needs greeds”. The most significant variables are
economic. Conflicts are all the more likely when the level of per
capita income is low, the share of raw materials in exports is high,
and the country is polarized around two large ethnic groups. These
factors have since been refined and completed. The nature of the
raw materials is central and the resources of the subsoil, in
particular the hydrocarbons, are more factors of conflict than
agricultural raw materials (Bannon, Collier, 2003). Questions of
the credibility of powers and redistributive measures vis-a-vis
excluded groups are central to explaining conflicts (Azam, 2000).
Many studies devoted to Africa have sought to specify the
economic factors of conflict (Annan, 1998; Elbadawi, Sambanes
2000; Hugon, 2003; Nour Abdel Lotif, 1999). According to the
tests of Anyawu (2002), the main explanatory factors for African
civil wars are the low rate of GDP growth, the importance of
natural resources, the duration of peace, social fragmentation and
the number of inhabitants.

However, while not all wars have an economic explanation, all
need financing. African economies remain dominated by rents
where enrichment results more from the capture of wealth than
from their creation. The conflicts around the capture of rent
involve a plurality of national, regional and international, private
and public actors who cannot be reduced to only predatory rebels.
They may stem from wastages by illegitimate governments or
private international oligopolies. The guerrillas, rebels or lost
soldiers, live on external support, predation on production or
external aid or the capture of natural resources. The economies of
closed wars financed with local resources differ from the
economies of open war led by guerrillas benefiting from external
financing and political or military-humanitarian sanctuaries (Jean
Ruffin, 1996).

1.1.1. Channels through which conflicts affect economic growth
The occurrence of conflicts affects economic growth because it
increases political uncertainty, which in turn negatively affects key
decisions of economic agents such as saving and investing.
Therefore, a high probability of government change implies
uncertainty about future public policies. This leads economic
agents, averse to risk, to adopt a wait-and-see attitude by
postponing or cancelling any initiative likely to increase the
volume of economic activities. So this loss of confidence may, on
the other hand, be more decisive for potential investors. Worse,
such behaviour can only encourage the flight of local investors and
the repulsion of foreign entrepreneurs, preferring to move towards
more stable states. Anything that keeps investors reluctant,
prevents foreign direct investment and the mobility of the capital
factor, source of growth and accumulation of wealth (Adam Smith,
1776) and development of fragile economies (IMF, 2015). Asiedu
(2004) argues that African countries are perceived as inherently
risky, which does not favour the inflows of foreign direct
investment. Investors are concerned about the risks associated with
the likelihood of adverse changes. This suggests that the risks are
perceived to be higher for countries in sub-Saharan Africa than in
other regions (Bhattacharya et al., 1997). Thus, conflicts affect
economic outcomes primarily through the destruction of human
and physical capital, changes in public spending and private
investment, as well as the disruption of economic activities and
social life (Blattman and Miguel, 2010). However, the specific
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impacts depend on the unique characteristics of each conflict.
Indeed, it is not only the type of conflict, but also its intensity,
duration and geographic distribution that depress activity and
reinforce the economic consequences.

Collier (2009) establishes an essentially negative link between
the duration of the civil war and economic growth. His approach,
however, is criticized for ignoring variations in the scale and scope
of conflicts. Imai and Weinstein (2000) stress the importance of the
geographic distribution of conflicts and conclude that widespread
civil wars affect economic growth five times more than conflicts in
small parts of the country. Bodea and Elbadawi (2008) distinguish
different levels of political violence and find particularly negative
growth impacts for civil wars, compared to less severe effects
resulting from riots or military coups. Likewise, Koubi (2005)
finds that the impact of civil war on long-term economic growth is
proportional to the severity of conflicts in terms of conflict-related
human losses. Abadie and Gardeazabal (2003) show a negative
impact of the ETA terrorist conflict on economic growth in the
Basque Country. Depending on the intensity of terrorism, Basque
GDP per capita has fallen, on average, by 10 percentage points
compared to other Spanish regions. Lopez and Wodon (2005) used
time series data to estimate the impact of the 1994 genocide on the
evolution of Rwanda's GDP per capita. Based on the detection and
correction of outliers, their results indicate a significant loss of
GDP in the short term, although no impact is found on post-
genocide growth rates. Cerra and Saxena (2008), for example,
show that the initial economic decline in countries affected by civil
war is substantial, but they predict at least partial recovery in
production levels after a relatively short period. Contrary to the
convergence forecasts of neoclassical growth models where the full
level of catching up to pre-war levels in the post-conflict period is
not observed. Using different data and methodologies, De Groot
(2010) confirms the negative economic effects of violent conflict
for direct neighbours, but finds positive spill overs for non-
contiguous areas. The overall negative effects of violent conflict on
economic development are therefore well documented and appear
to be shaped by the type, duration and geographic distribution of
conflict. However, our understanding, and especially empirical
evidence, of the mechanisms by which conflict is transmitted to
growth remains limited. In the following, we characterize the
drivers of economic downturn in conflicting societies and present
the existing evidence on the various effects of conflict in economic
activities.

First, the level and rate of growth of the capital stock are
negatively affected by conflict damage through the prism of
reduced investment. The destruction or dislocation of production
facilities and key infrastructure, especially in the areas of transport,
communication and energy, hamper economic activity. Private
agents become involved in portfolio withdrawal and substitution as
perceived risk increases and investments in areas unaffected by
violent conflict offer higher relative returns with lower risk.
Government spending on productive activities is expected to
decline due to the imposition of the tax base and obstruction of tax
administration, on the one hand, and the diversion of public funds
to military and security spending on the other hand. Bad
macroeconomic policy, with rising budget deficits and rising
inflation, tends to further hamper economic growth. Svensson
(1998), for example, identifies a potential channel from political
instability and weak property rights associated with reduced private
investment. A negative impact of political violence on private
savings and domestic investment is also found by Fielding (2004)
in his analyses of the macroeconomic impacts of the Israeli
Intifada. Gupta et al. (2004) reveal the detrimental effects of armed

conflict on tax revenue and public investment: increased
government spending on defence is associated with
macroeconomic instability and the diversion of resources from
socially and economically productive sectors. Knight et al. (1996)
relate this delaying impact of growth in military spending to
negative effects on capital formation and resource allocation.

In addition, Collier and Hoeffler (2004) insist on an explanation
from the point of view of the labour market: they hypothesize that
low income implies unemployed youth for whom the opportunity
cost of joining a rebel group is low. In contrast, Fearon and Latin
(2003) emphasize an explanation relating to state capacity.
According to this approach, per capita income is largely a proxy
variable for the administrative, military and police competence of
the state, and therefore the ability to deter or contain emerging
insurgencies. The explanation using state capabilities is probably
the most compatible with the lack of a robust intra-country
relationship between income and civil war. One might not expect a
rigid relationship between state capacity and income, as short-term
changes in income are expected to affect labour market conditions.
The explanation by the labour market would be more compatible
with the analysis of Miguel, Satyanath and Sergenti (2004) who
show that an exogenous variation in rainfall is correlated with the
outbreak of the civil war in sub-Saharan Africa. They argue that it
is possible to identify a direct causal effect of income on the
propensity to civil war by using the variation in income associated
with that of precipitation, under the assumption that the variation in
precipitation cannot affect the propensity to civil war uniquely
through income. As they find, it is possible that heavy rainfall
could negatively impact state capacity by making roads less
passable. Finally, Imai and Weinstein (2000) conclude that
reductions in private investment affect economic growth much
more than slowdowns in public investment.

In this triangle, the link between the social divide, the
occurrence of conflicts and growth is essential but controversial.
The analysis of the evolution of the growth rate of the real gross
domestic product (GDP) and the variable occurrence of conflicts
over the last 40 years suggests a negative correlation between
social divide and the political turbulences that have occurred
during this period as well as economic growth, as evidenced by
statistics from the World Bank (2014). Stiglitz and Bilmes (2008),
show that the social divide and the occurrence of conflicts have a
negative and significant impact on economic growth in developing
countries. In the sense that civil conflicts undermine the
institutional quality via the absence of State control over part of the
national territory, through the establishment of exceptional regimes
and via the absence of consensus in the taking of decisions. Some
point fingers at the dependence of African countries on developed
countries. The colonial legacy argument holds that developing
countries have bad institutions because it is the legacy left by
European settlers. Others, on the other hand, blame poor
macroeconomic policy as well as inequalities in human
development and labour markets (Fosu, 2015). However,
(Verporten, 2013) suggests that it is difficult to have a clear
opinion on the impact of social divide and conflict on economic
growth. Given that Rwanda has succeeded in combining rapid
growth of around 5% per year, reduction in inequalities (Gini
coefficient of 0.52 in 2005 and 0.49 in 20010/11) and reduction in
poverty (numerical index falling from 0.58 to 0.45) after the
genocide. The specificity of this analysis is that the same factors
that seem to explain, for example, low inequality could lead to
higher growth (Psacharopoulos et al. 2018). And conversely,
growth can create and polarize new forms of social fractures and
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reinforce the misery of populations, especially in unstructured
economies such as those of developing countries (Triellet, 2018).

The debate over the long-term effects of armed
conflict on economic growth

African wars are essential factors in the decomposition of states
and economic underdevelopment, not only because of the
destruction of people or property they cause, but because of the
insecurity in which economic agents find themselves. They lead to
the generalization of migrations and refugees. They participate in
the proliferation of diseases such as AIDS; they weaken property
rights or restrict access to basic social services. Thus, the traps of
conflict and underdevelopment are self-sustaining. In a globalized
world, one cannot assume that the withdrawal of the former
colonial powers leaves the field open to an African history
disconnected from world time. Wars are equally an indication of
the business and customer systems that binds Africa to the outside
world, sometimes in mafia-type relationships.

1.2. Channels through which the social divide affects economic
growth

According to classical theory, income inequality is a prerequisite
for growth, because the rich are characterized by a marginal
propensity to save, which is greater than that of the poor. For the
same level of aggregate income, an unequal distribution of income
will therefore generate a greater total flow of savings, which will
promote investment and growth (Kaldor, 1956). According to
Kuznets' theory, in the early stages of development, growth
exacerbates inequalities in the distribution of income up to a
certain threshold of per capita income, and then attenuates them
beyond that threshold. This theory has been rejected on the
evidence base. There is no clear link between the current episode
of growth in sub-Saharan Africa and an increase in income
inequality as one would expect in low-income countries if Kuznets'
theory had held true. Traditional growth theory establishes a direct
relationship between economic growth and the social divide. The
first thesis, developed by Kuznets (1955), indicates that the
relationship between GDP / capita and inequality is in the form of
an inverted U. Hence the following questions: Does income
inequality weigh on economic growth? What is the correlation
between inequalities and growth? Kuznets (1955) assumed that
there is only one type of relationship between income inequality
and GDP growth.

Based on the analysis of the historical evolution of inequalities
during the industrialization of Germany and the United Kingdom
during the first half of the 20th century, Kuznets proposes a general
law which determines the link between growth and inequalities
under the shape of an inverted U-curve where on the x-axis is the
GDP per capita and on the y-axis are the inequalities expressed by
the GINI coefficient. According to Kuznets this curve reflects the
weakness of the GDP during the first phases of development. At
the same time, inequalities further increase until the country
reaches a certain level of development. From a certain threshold of
development, inequalities stabilize, and then decrease. In contrast,
the new and more modern political economy of development
strongly asserts that widening income inequalities can slow growth
through various transmission mechanisms, for example by
spreading political and social instability and then reducing
productivity gains.

In the same vein, Dubois (2005) explains that the increase in
inequalities appears with growth because both very poor and very

rich countries have relatively egalitarian income structures. The
transition from one situation to another implies first an increase in
inequalities and later a decrease in them. We also observe that
economic growth does not act in the same way on inequalities due
to differences in income level. In poor countries, growth increases
inequalities while it reduces them in high-income countries. This
that explains why in poor countries the poor are poorer and the
richer are richer. Indeed, these theories present the impact of
inequalities on growth, showing that by hampering the
accumulation of human capital, income inequalities compromise
the possibilities for disadvantaged populations to be educated, thus
limiting social mobility, skills development and productivity (Chen
et al. 2016). Thus, high initial inequalities can erode the ability of
growth to reduce poverty and therefore fuel the occurrence of
conflict (Adams (2004). Blattman and Annan (2007), also show
that young men who have been recruited into armed groups have
received less education, and are less likely to have a skilled job,
and also earn lower wages. (Yotopoulos, 1966) argues that political
instability and underdevelopment in southern countries would be
the consequence of historical processes put in place by the
countries of the North resulting in the economic dependence of the
countries of the South. In contrast, the new and more modern
political economy of development strongly asserts that widening
income inequalities can slow growth through various transmission
mechanisms, for example by spreading political and social
instability, unproductive rent-seeking activities and the growing
precariousness of property rights. McMillan et al. (2014) observed
that, over the period 1990-2005 at least, the structural change
operated by African economies has generally weighed on growth
in the countries in their sample. On average, the labour force has
shifted from highly productive activities to low productive
activities, which seems to confirm that most of the labour force
leaving agriculture is found employed in activities whose level
productivity is even lower, mainly in the informal sector where
wages are derisory (Deverajan, 2013). Thus, a low per capita
income is strongly correlated with the outbreak of the civil war,
insofar as it is a proxy variable of the capacity of the central power
to dissuade and repress armed detractors, as well as of its capacity
to provide public services.

Section Two: Estimation Strategy and Data

We draw on Mankiw et al. (1992) from the theoretical point of
view, and ARDL models from the econometric point of view to
first study the link between conflicts and growth and then
secondly, inequalities and growth through a GMM due to the
endogeneity of certain variables. However, the theoretical
transmission channel through which the impact of conflicts passes
is done globally via parameter A. In this model, the postulate of
exogenous technical progress can be replaced by an endogenous
knowledge growth model by admitting that the accumulation of
human capital has a dynamic similar to that of physical capital. It is
a derivative of the following Cobb-Douglas type production
function:

Y(t)=KEFHEY [AOLOF |

Where, @ and f € [0,1] and t, the time.

This implies that the production function is at constant returns to
scale relative to its three factors which are physical capital (K),
human capital (H) and productivity-augmented labour (AL). When
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we consider a large enough number of individuals and a large
number of years, equation [1] takes on a more elaborate form and
its estimation is subject to dynamic panel estimation methods. The
initial specification of the model used conforms to the standard
neoclassical growth model. It mainly takes into account the
fundamental determinants of the stationary state, which are the

accumulation of physical capital, population growth and a factor of
convergence. For the purposes of our analysis of the link between
conflict and social divide, we introduce military spending, political
system, the status of the chief of executive, human capital and a set
of macroeconomic variables, so that the growth equation can be
formulated as follows:

jivit m+1,i

In'y; = 6 + 0y Ink; + 6, Inhy — Oy — 0,0, + 26’ Vil + 60t + 24
=4 [2]

i=1,2,...,Nandt=1,2,..., T.

where Y, corresponds to economic growth measured by the overall productivity of production factors including the ratio of GDP to the stock

of capital, kit to the stock of physical capital, hit to human capital®, N;; the instrumented conflict variable of the model takes three
modalities: the first zero ( 0) refers to the absence of the conflict, the second (1) when the conflict is minor, and the third (2) when it is major,
J;; the instrumented inequality variable of the model takes three modalities: the first zero (0) returns to the absence of inequality, the second (1)

when the inequality is less pronounced, and the third (2) when it is very pronounced, Vit' to the vector of variables that influence the overall

productivity of production factors. The variable t represents a time trend. Equation [2] will be estimated with and without the time trend. We
assume that all the variables in equation [2] are | (1) and co-integrated. Moreover, the error term is a process | (0) for all i and is independently
distributed through t. These characteristics imply an error correction model in which the short-term dynamics of variables in the system are
influenced by the derivation from equilibrium as suggested by Bassanini and Scarpetta (2001), the diagnostic tests of Country-specific
regressions behave better when only one lag per variable is kept. Therefore, we assume that the maximum fixed offset of each variable is one,
resulting in an autoregressive process. Thus, the autoregressive distributed lag model, ARDL (p, g, ..., q) which makes it possible to reduce to a
stable growth in the medium term with adjustments is:

Iny, =4, In Vit + O Ink;, + 6,5 In ki,t—l + 8y INhy + 3,5 In hi,t—l - (530init + 53ﬁni,t—1)

m _ ) [3]
+ Z[amoivitj + 6mlivi,jt—1]+ O(menil + My + &
j=4

Therefore, equations [2] and [3] can be set in the error correction equation as follows:
m .
Aln Yie = ¢i In Yita — ‘90i - ‘91i In kit - ‘92i In hit + 03init - Zejivitj - 0m+1,it
j=4
N [4]
= Sy AInk, =S, AInhy +8,,An, =D 5, AV + ¢,
j=4

]

Where the convergence parameter ¢i =1- /?,i and the parameters which influence the path of production per capita at a stationary state are:

00i =&; 01i — 510i +611i — 520i +621i : 03i — 630i + 531i : 04i — §40i +541i ; asi — 650i +551i .
¢ ¢ ¢ ¢ ¢ ¢

However, the so-called “Pooled Mean Group” (PMG) estimator is usually preferred because it constitutes an intermediate solution between the
condition of homogeneity of all the slope coefficients imposed by the DFE estimator and the absence of restrictions that postulates the so-called
“Mean Group” (MG) estimator. Indeed, the PMG estimator allows variations from one country to another from the coordinates to the intercept,
of the convergence parameter, of the short-term coefficients and of the error variances, although it imposes the homogeneity of long-term
parameters (OECD, 2001).

0y

2.1. Power and exogeneity test of instruments

Before estimating the model, methodological precautions guaranteeing the validity of the results from the estimations of the diagnostic tests of
the residues, endogeneity as well as exogeneity of the instruments were carried out since just a partial violation would weaken the validity of the
numerical values obtained. To analyse the reverse causality, we predict the growth of per capita GDP and the occurrence of conflicts which we
include in equation [10]. The reason is that the same factors that seem to explain low inequality could lead to higher growth (Barro and Lee,
2011) and vice versa. Our specification follows that of Goderis and Malone (2009) and is completed by macroeconomic level inequality
equations (Deininger and Squire, 1997) including a system of simultaneous equations:
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Yaije = Zlijt51 + Eije [5]
Ooit = O2it 1001 + Xy Yaip + ZoipOop + 44 + Exyy (6]
Naip = Nay 1031 + A Yoy + 25103, + Vi + &5 (71

where [5] represents GDP per capita growth. It is in reduced form. [6] and [7] represent the social divide and conflict equations. They are in

structural form. Indeed, growth is potentially endogenous in equations [6] and [7]. y1ijt » Uyt and Q.4 represent respectively the GDP and
the Gini inequality and the lagged variable of the Gini inequality. Whereas N, and Ny, , represent the conflict and the lagged variable of the
conflict. Zlijt, Z,;; and Zg;, represent the respective vectors of the explanatory variables of ylijt, J,i; andNg;, 51;521;522 and a,
represent the unknown parameters associated with the vectors of the respective explanatory variables of ylijt and §,;, . Likewise, Eijt and
&,y represent the respective error terms of Y, and ;. £ is the country fixed effect. Estimation of the specified model requires
determining the reduced form of equations [6] and [7] of the model. Thus, we substitute Yy;; in {;; and Ng;; and obtain firstly, the reduced
formof Q,;, and secondly, the reduced form of N, . The procedure for estimating the specified model consists of two steps. The first step is to

determine 51 who represents the estimated value of the parameter 51 . The second stage of the estimation aims to determine the estimated values

of the structural parameters;é'21 ; 522, o, , 531, o, ,532 of equations [6] and [7] of the previous original model. Thus, given the estimated

A

A

values 51 determined in the previous step, the variables Zlijté'lare constituted. We then obtain 521, 522, 0?2’531 532 et 0?3 and from the

n

regression by the method of generalized moments (GMM) of §,;, 775;, respectively on Q1 Ny g+ Zy;  Zg;; and Z1ijt51 (and not on

Yiiji )

2.2. Nonlinear Equation and Generalized Moments Method
(GMM) of Arellano and Bond (1991)

The dependent variable of the model equation is social divide.
Growth and the occurrence of conflicts have both non-linear and
endogenous effects. This comforts our position by using a GMM
which allows the purging of those elements of bias and
endogeneity of the model which are likely to undermine the
recommendations of economic policies. Hence this choice and this
following specification:

In gy =1In gy, + X5 +YAit + Nit + 4+ &
[8]

Ing,;,, In g, ,represent respectively the logarithm of Gini

and its lagged variable. X it i the matrix of control variables. Yit

is the predicted variable of growth. It is determined after estimating
equation [1] of our system of simultaneous equations with

economic growth as its dependent variable. Nit is the predicted

variable of conflict. The two predictors namely, YAit N, are
instrumented in the specified model equation [8], £; the country

fixed effect and &;; the error term. When specifying this type of

equation, a specification problem is usually observed. We use an
estimator derived from the generalized method of moments
(GMM) which is more efficient than the traditional double least
squares (DMC) method.

2.3. Data
The study is carried out on a sample of panel data from six
countries relative to the period 1980-2008. These countries have

the particularity of having experienced internal conflicts and even
major social fractures over relatively long periods. The dependent
variable is economic growth measured by GDP. The data used
come from the Milanovic database (2005). It merges three different
databases: that of Deininger and Squire (1997), that of the United
Nations (WIDER) and the World Income Distribution (WID)
database. Social divide is reduced to the Gini coefficient and
comes from data from the World Bank (2016) and databases. In
order to examine the differences between the calculation methods
from one database to another or from one year to another, we
introduce into all our estimates three dummy variables capturing
whether the Gini coefficient has been calculated at from
consumption of income in real or nominal terms. Variables of
interest: occurrence of conflicts (the occurrence of conflicts which
describes the years during which the country experiences a
situation of internal conflicts and the intensity of conflicts which
describes in the event of conflicts during a given year). Also, we
distinguish: a minor intensity in case of minor internal conflicts
and a major intensity in the presence of a real war. The conflict
variable is determined by the military status of the chief executive
(this variable is dichotomous and takes the value 1 if the chief
executive is a military person when he takes power and governs; it
takes the value O if the chief executive is chief executive is a
civilian or was in treaty or formally withdrawn from his military
attributes before assuming power); the political system is
polytomous and takes the values 1 if the system is presidential, 2 if
the system is Assembly-elected President and 3 if the system is
parliamentary. The number of years in power of the chief executive
and the plurality of the system which takes the values 1 if the
system is pluralistic and O otherwise. Military spending, conflicts
and their determinants come from the Database of Political
Institutions (2012) and the UCDP / PRIO Armed Conflict Dataset
(2009). Control variables: social infrastructure which is based on
the political system (dictatorial, military or democratic) and trade
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openness (I and inflation come from the databases of the NYU
Global Development Network Growth. The human development
indicator taken from WDI and UNDP databases Physical and
human capital and Physical capital stock are taken from NYU
Global Development Network Growth database- based on WDI,
human capital index is taken from Penn World Trade, version 8.1
(Feenstra et al. 2015).

Section three: estimation results

Two main results emerge from the estimate. The first result
suggests that conflicts have a negative impact on growth because
they depress activity (Venugopal, 2018). Economic growth creates
new social divides that increase the opportunity for conflict and
inhibit any growth process in the short and long term. The second
result is that the elasticity of short-term conflicts in these countries
seems to be able to project fragile economies more quickly onto
trajectories that lead them less towards their level of long-term
equilibrium growth (tables one and two on pages 11 and twelve).

3.1. Conflicts have negative impacts on economic growth:
channels for financing war and increasing the cost of capital

Model one. “Social divide and conflicts” are globally significant
and contribute negatively to long-term economic growth. This
negative impact is attributable both to the increase in military
expenditure and to the fall in budgetary revenues following an
increase in real interest rates which depress activity (Barro, 1987)
and also in view of the increase in costs of conflict-related business
practices (Knight et al. 1996). The long-run elasticity of conflicts
with respect to growth is 0.03 points for the entire panel. Thus, any
one point increase in an occurrence of conflict induces a 3% drop
in growth in per capita GDP for the entire panel. Likewise, the
effect of minor conflicts with instrumentation of conflict appears to
be more pronounced in the long run than without it on growth. In
the literature two theses clash. Civil war is the daily life of these
countries and macroeconomic stability the exception. These results
are mainly observed when the endogeneity due to reverse causality
is taken into account. This phenomenon of endogeneity is taken
into account through the instrumentation of the “conflict” in the
estimation of the model one and two specified. We observe that the
long-term elasticity coefficients of conflicts with respect to

economic growth are negative. Thus, any increase of one point in
the intensity of conflicts as a percentage of GDP per capita induces
losses of -0.49 and -0.14 point in activity for the entire panel.

Conversely, an accumulation of human capital by one point over a
long period improves GDP growth by 5%, which puts the debate
on endogenous growth on the agenda (Wang and Liu, 2016) while
the elasticity of physical capital is less important on economic
growth compared to the index of human capital. This updates the
old debate about a delay due to the more or less lack of physical
and human capital orchestrated by developmental inequalities and
dysfunctional labour market (Psacharopoulos et al. 2018). Then, an
adjustment of military spending on the part of the States seems to
have a significant and negative contribution to growth with a long-
term elasticity coefficient of -0.91 point taking into account the
fact that during this period, the interest rate higher and imports
depress activity and growth (Barro, 1987).

The elasticity of the non-significant convergence coefficient of
around 0.03 point shows that the estimated speed of adjustment to
permanent shocks is very important and considerable for incentives
to activity. Thus, the sensitivity of the conflicts in these countries
seems to be able to project more quickly the fragile economies of
Sub-Saharan Africa on trajectories which lead them less towards
their level of long-term equilibrium growth. This seems to explain
the feedback effect of economic growth with respect to its
equilibrium value. This negative impact may be attributable to the
huge expenditure due to the financing of the war which increases
the budget deficit and increases the debt of the country which
depresses the activity. The one point increase in inequality as a
percentage of GDP leads to a decrease of 0.32 percentage point of
growth in the whole sample (Fosu, 2015). This maintains a high
level of initial inequality and leads to conflicts and then to country
instability as to why Africa is the second most unequal continent in
the world, after Latin America (Devarajan, 2013). Conversely, an
additional opening unit leads to an appreciation of GDP of an order
greater than 1.09% for the countries concerned. Thus, countries
with greater trade openness have relatively greater economic
growth compared to less open countries (Asiedu, 2003). The World
Bank (1993) shows that more openness attracts foreign direct
investment flows, strengthens innovation and high productivity
growth activities.

Table 1 Impacts of the social divide and conflicts on the economic growth of a few fragile countries in Sub-Saharan Africa: a ""Pooled

Mean Group' regression

Fragile Countries of Saharan Africa
Dependent variable: economic growth Model 1. Intensities of conflicts
Long term Coefficients With conflicts instrumentation Without conflicts instrumentation
Minor Conflicts -0,49*** -1,20**
(0,13) (0,49)
Major Conflicts -0,14%*** -1,08***
(0,04) (0,29)
Stock of physical capital 0,007ns -0,24ns
(0,01) (0,15)
Stock of human capital 5,00%** 3,14***
(1,05) 0,77)
Military expenditure -0,94*** 0,64ns
(0,24) (0,40)
Trade openness -0,96*** 0,13ns
(0,11) 0,17)
Social divide 0,39** 0,27ns
0,14) (0,26)
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Convergence Coefficients -0,33*** -0,03ns
(0,08) (0,04)
Short term Coefficients
Minor Conflicts -0,32ns 0,02ns
(0,01) (0.04)
Major Conflicts -0,007ns 0,03ns
(0,007) (0,03)
Stock of physical capital -0,10ns -0,11ns
(0,13) (0,14)
Stock of human capital 7,93ns -5,57ns
(8,93) (6,36)
Military expenditure -0,03ns -0,04ns
(0,02) (0,03)
Trade openness -0,08** -0,06ns
(0,39) (0,04)
Social divide 0,02ns -0,01ns
(0,03) (0,02)
Number of countries 6 6
Number of observations 168 168
Standard Deviations are in brackets.
ns, (*), (**) and (***) translate respectively the non-significance, the significance at 5%, 10% et 1%.

Source: author

3.2. Are past inequalities the melting pot of present inequalities
or do they reduce growth?

Model two. The effect of past inequalities on present inequalities in
economic growth remains contentious and controversial in the
economic literature to the extent that opinions differ as to the
nature of this link (Fosu, 2015). Some advocate an inverse
relationship, and others, on the other hand, see it more as a self-
sustaining link that consolidates inequalities and fuel new social
tensions that are a source of instability and growth (Dubois, 2005).
The estimates obtained after instrumentation of the conflict and
growth variables raise a general outcry even with our main results
concerning the political system control variable. Indeed, good
policies and strong institutions improve openness and strengthen
the growth and competitiveness of economies (Adam Smith and
David Ricardo). With an increase in growth by one more point,
there is an increase and multiplication of inequalities of the order
of 0.09 points. On the other hand, any increase of one point in a
minor conflict reduces inequalities by an order of -0.1 point while
an additional unit of a major conflict reinforces inequalities of the
same order. This erodes the growth and annihilates the
development of these countries and reinforces the extreme poverty
and the vulnerability to poverty over a longer period of time
through the prism of an increase in poverty rates and strong
inequalities in the distribution of wealth (Stiglitz, 2008). On the
other hand, increasing growth by one point has positive and
significant effects on reducing inequalities of the order of -0.09
points. This result is counterintuitive because minor conflicts act
more negatively on growth than major conflicts. However, the
relationship between the occurrence of conflicts and economic
growth is ambiguous in most developing countries which form the
hard core of Sub-Saharan African (SSA) countries due to structural
constraints and budget deficits.

Table 2. Effect of economic growth and conflict on the social
divide in fragile countries, 1980-2008, Two-step generalized
method of moments

| With instrumentation of conflicts and growth

Dependent Variable : Social | Two-step GMM estimators

divide

Social divide, t-1 0.4582***
(0.0912)

Minor conflicts -0,1041*
(0.0769)

Major conflicts 0.0054*
(0.00008)

Political system -0.0419**
(0.2908)

Economic growth -0.0904***
(0.02395)

Trade openness -0.0966***
(0.0209)

Number of countries 6

Number of observations 162

Standard deviations are in parentheses
***p<0.01, ** p<0.05, * p<0,1.
Source: Author

In contrast, in the absence of conflicts instrumentation and growth,
conflict, be it minor or major contributes in the reduction of social
inequalities. This seems paradoxical because conflict situations
undermine social cohesion and undermine social balance. This
cause investors to be reluctant, depresses the activity leading to
growth. The convergence hypothesis is also supported by the
negative and significant coefficient at 1% level of GDP per capita
growth. However, this means that the growth lagged by one period
contributes positively and significantly to the reduction of
inequalities over the period of the study Gupta et al. (2004).

Table 2.1 Effect of economic growth and conflict on the social
divide in fragile countries, 1980-2008, Two-step generalized
method of moments

Without instrumentation of conflicts and growth

Dependent Variable : Social | Two-step GMM estimators
divide

Social divide, t-1 0. 4594***
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(0.0886)
Minor conflicts -0.0579*
(0.0935)
Major conflicts -0.1409*
(0.1346)
Political system -0.1011*
(0.0878)
Economic growth -0.0907***
(0.0225)
Trade openness -0.0947***
(0.0199)
Number of countries 6
Number of observations 162
Standard deviations are in parentheses
***p<0.01, ** p<0.05, p<0,1.

Source: Author

Conclusion

Do the social divide and the occurrence of conflicts affect the
economic growth of fragile Sub-Saharan Africa countries? This
question takes on particular intensity at a time when economic
growth constitutes a major objective for economic development.
While the social divide and conflicts result from the entanglement
of several factors (cultural, social, political, military, geopolitical)
each having their own temporality, the effects of which are
detrimental not only to the stability of countries but also to the
attractiveness of FDI source of growth and productivity. The article
is an empirical analysis of the relationship between social divide,
the occurrence of conflict and economic growth. The overall
negative effect of inequality and conflict on economic performance
is confirmed by a growing body of literature. Compared to the
existing literature and especially according to Collier (2009),
countries whose growth depends on human and physical capital
and high transaction costs are the most vulnerable to conflicts and
are prone to impoverishing growth. By therefore using ARDL
models from the econometric point of view to study the link
between conflicts and growth and the Generalized Moments
Method (GMM) to solve endogeneity problems including that of
the social divide on growth, the results indicate that any one point
increase in a conflict occurrence induces a 3% drop in growth in
GDP per capita across the entire panel. Then, the social divide and
the conflicts annihilate the economic growth and vice versa. The
logical postulates advanced in this article were based on verifiable
and justifiable stylized facts (Psacharopoulos et al. 2018). We have
also similarly demonstrated that, consistent with the underlying
literature, high inequalities reinforce social polarization and
depress activity. Verporten (2013) suggests that it is difficult to
have a clear opinion on the impact of social divide and conflict on
economic growth. In our opinion, the opacity of African regimes
and open corrupt practices generate new social fractures and the
opportunity for conflict. The additional observation is that the
decline in growth resulting from the increase in the social divide
and conflicts is totally absorbed by the increase in military
spending and by poor macroeconomic policy (Venugopal, 2018).
This result is intuitive in that the high level of resources devoted to
military spending and the embezzlement of public funds
orchestrated by dictatorial political systems are often proposed to
systematically explain the constraints on supply. Three
recommendations emerge from this article: first, strengthen
institutions by cleaning up the institutional framework; secondly,
to modify the patterns of economic policy by admitting the positive

adjustments and by putting in place the corrective elements which
modify the instrumental variables according to whether the cause is
cyclical or structural; and thirdly, the poor performance in terms of
growth cannot be blamed on conflicts whose exacerbation would
be the “cause” but must lead decision-makers to reflect on the
structural causes.

Data Availability

The data are taken from the sources: the real exchange rate (WDI)
of the World Bank; physical capital stock, trade openness (the total
share of exports and imports in GDP) and inflation are taken from
the NYU Global Development Network Growth database - based
on WDI; the human capital index is taken from Penn World Trade,
version 8.1 (Feenstra et al. 2015), and 2 military spending, conflicts
(occurrence and intensity) and their determinants come from the
Database of Political Institutions (2012) and UCDP / PRIO Armed
Conflict Dataset (2009)
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