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Overview

Poor governance and lack of state capa-
bilities in around 45 countries pose a
threat to global security and develop-
ment.The involvement of the inter-
national community is required to help
these states break out of their low-
development-high-conflict traps. Recent
years have seen a number of notable
initiatives, including a “New Deal on
Fragile States” announced in November
201 | by the g7+ and their international
partners.This Policy Brief casts some
light on this New Deal from the per-
spective of the UNU-WIDER research
project “Fragility and Development”.
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What is the (New) Deal with
Fragile States?

SOME STATES LACK THE CAPABILITY AND/OR THE
willingness to progressively promote the shared development of their citizens
and are particulatly vulnerable to external shocks and internal conflicts. They have
been described as “fragile states”. The poor governance and lack of state capabilities
in around 45 fragile states' pose a threat to global security and development. Effec-
tive international partnerships are necessary to pull them out of low-development—
high-conflict traps. The “New Deal on Fragile States” announced on 30 November
2011 at the Fourth High-Level Forum on Aid Effectiveness in Busan by the g7+
(see “The International Dialogue on Peace-building and State-building and the
g7+" Box) is the most recent initiative to foster such partnerships.

In this Policy Brief, the New Deal is discussed from the perspective of a
multi-year UNU-WIDER research project entitled “Fragility and Development”.?
This project resulted in an edited book Fragile States: Causes, Costs and Responses
published in August 2011 by Oxford University Press (see “Fragile States: Causes,
Costs and Responses” Box).

The Deal with Fragile States

Fragile states have over the past five years risen to the top of the international
development agenda. Between 2005 and 2010 the share of people living in extreme
poverty in fragile states doubled from 20 to over 40 per cent.’ Twenty-two fragile
states are classified as “chronically deprived countries” (CDCs), and no low-income
fragile state has yet realized any of the Millennium Development Goals (MDGs).*
Whereas fragile states did not feature in the development literature a decade ago,
they are now a priority.

Despite differences over the label “fragile state” (some prefer “fragile situa-
tions”), the concept is now firmly established. The fragile states literature is grow-
ing: a recent resource guide’ lists more than 240 documents on the topic—the
majority published in the past five years.

There are two interrelated reasons for the growing concern about fragile states:
security and development. After 9/11 it was clear that fragile states may threaten
global security. Reducing this risk required the stabilization and development of
fragile states. But how to do this was problematic: a reason for fragile states’
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Fragile States: Causes, Costs, and Responses

This Policy Brief takes the insights from this book and derives policy impli-
cations for the international community’s engagement with fragile states, in
light of the recent New Deal. It is available from Oxford University Press.
(See http://ukcatalogue.oup.com/product/9780199693153.do)

“This book makes a valuable
contribution to our under-
standing of fragile states in the
contemporary world, which
put people at risk and security
under threat ... Such a volume
of essays, on an unexplored
theme, is particularly important
as today’s fragile states could
turn into tomorrow'’s failed
states” — Deepak Nayyar,
Professor of Economics, Jawaharlal
Nehru University, New Dehli, and
Distinguished University Professor
of Economics, New School for
Social Research, New York.

The International Dialogue on Peace-building and State-building
and the g7+

The International Dialogue on Peace-Building and State-Building (IDPS) is
an outflow of the Accra High-Level Forum on Aid Effectiveness (HLF3) held
in September 2008. It aims to promote dialogue between fragile states and
their international partners (see www.oecd.org).

The first IDPS was held in Dili, Timor-Leste in April 2010. Here, a group
of 19 fragile states formed the g7+ in order to provide (i) a united global
voice for fragile states; (ii) better partnerships and ownership in develop-
ment co-operation; and (iii) policy advice.At the Fourth High-Level Forum
on Aid Effectiveness (HLF4) in Busan, the “New Deal on Fragile States”
was presented.

The g7+ members are: Afghanistan, Burundi, Central African Republic, Chad,
Céte d’Ivoire, The Democratic Republic of the Congo, Ethiopia, Guinea,
Guinea Bissua, Haiti, Liberia, Nepal, Papua New Guinea, Sierra Leone,

The Solomon Islands, Somalia, South Sudan, Timor-Leste and Togo.

For more information see http://www.g7plus.org/

neglect was that foreign aid was
believed to be less effective in states
where good governance was lacking.
Hence fragile states were not seen as
having suflicient capacity to absorb
and use foreign aid, and that such aid
would be wasted. Basically the global
community faced a catch-22 situation:
without capacity, legitimacy and
authority fragile states could not
absorb and use international financial
assistance; but without this, they may
remain stuck in a development trap
making further assistance and incorpo-
ration into the global economy even
more difficult,

In recent times a number of initia-
tives have been taken by the interna-
tional community to help fragile states.
Milestones include the establishment
of the Fragile States Group (2003), the
Paris Declaration on Aid Effectiveness
(2005), the OECD’s “Principles for
Good International Engagement in
Fragile States” (2007), the Accra
Agenda for Action (2008) and the
establishment of the International
Network on Fragility and Conflict
(2009). In November 2011 the Fourth
High-Level Forum on Aid Effective-
ness (HLF4) produced the New Deal
on Fragile States. The first European
Report on Development (2009) and the
World Development Report 2011 dealt
with state fragility and conflict.

Before discussing the New Deal it
should be mentioned that as these ini-
tiatives progressed an increase in aid
flowing to fragile states was witnessed
(aid to fragile states now accounts for
around a third of all aid); the adoption
of specific aid strategies for fragile
states by some donor countries such as
the Netherlands and the UK; and a
steady improvement in the perform-
ance ratings of World Bank projects in
fragile states.® In addition, scholars
made progress in terms of identifying
fragile states and their vulnerabilities,

Policy Brief



/IL UNITED NATIONS
2\ UNIVERSITY

UNU-WIDER

World Institute for Development
Economics Research

www.wider.unu.edu

in evaluating the impact of foreign aid
on development, and in understanding
the risks faced by donors in fragile
states. When concerns with fragile
states started to surface after 2001
there was a widespread view, based
partly on cross-country regression
analyses, that foreign aid does not have
a significant positive impact on eco-
nomic growth if good governance is
lacking. In the meantime, however,
more carefully designed studies
detected a positive, albeit small, impact

Another policy implication is that
the initial focus on low-income coun-
tries as fragile states should be broad-
ened. Many fragile states are not
low-income countries anymore. Since
2000 some 27 countries graduated
from low-income to middle-income sta-
tus. Economic growth is not a panacea
for fragility. In fact, 23 per cent of the
world’s poor was estimated in 2007/08
to reside in fragile and conflict-affected
states of which already 11 per cent were

in middle-income countries, Many of

"Economic growth is not a panacea for state fragility”

of foreign aid.” In our book, Fragile
States, Mark McGillivray argues that
aid does not only affect growth but can
prevent instability and conflict,
improve human rights, and prevent or
limit negative spillovers to neighbour-
ing countries.

An important policy implication
from this new evidence is therefore that
foreign aid matters for fragile states.
Efforts at improving aid efficiency and
managing aid in high-risk environ-
ments are important. However, more is
required. Thinking about foreign aid
and development over the past 60 years
has “gone full circle” in that “aid is not a
prime mover of development but only a
catalyst”.® To be a catalyst requires that
aid focuses on more than just economic
growth; that peace-building and state-
building be pursued as interdependent
objectives; that ownership, harmoniza-
tion and pragmatism are essential; and
that the role of new actors in interna-
tional development (such as the
BRICS) and new challenges (such as
climate change) should be taken into
consideration.

these countries are extremely vulner-
able to external or internal distur-
bances. The focus on fragile states in
development co-operation and in the
New Deal should therefore not only be
on low-income countries.
Furthermore, as is argued in the
book Fragile States, we need forward-
looking measures of state fragility in
order to be better able to prevent states
from becoming fragile. Most measure-
ments of fragile states tend to be static,
ex post definitions. To develop more
predictive measures we need to better
understand the measurement and

management of vulnerability. There is
a close relationship between state fra- About the Author

gility and vulnerability: states which Wim Naudé is Professorial

Fellow at UNU-MERIT and at
the Maastricht Graduate School
of Governance, University of
Maastricht. He is also Director
of Research at the Maastricht
School of Management. Pro-
fessor Naudé co-directed the
UNU-WIDER project “Fragility
and Development”.

are vulnerable to poverty or external
shocks are more fragile, and that fra-
gility is often a factor which raises
households’ vulnerability to poverty,
natural hazards and economic shocks.
Hence a key part of the UNU-WIDER
project, “Fragility and Development”,
was concerned with vulnerability and
resilience in developing countries (see

“Vulnerability in Fragile States” Box).

What is the (New) Deal with Fragile States?
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Vulnerability in Fragile States

Around a billion people live in extreme poverty—around a third of these in
the world’s fragile states. Many face the risk of never escaping from poverty.
These risks are exacerbated by natural hazards, ill-health, and macroeco-
nomic volatility. Consequently, vulnerability has become a defining challenge
facing fragile states. Hence there is a need to better understand, measure,
and predict vulnerability in fragile states where people do not have the same
bulwarks against risks. This volume addresses this need by focusing on criti-
cal dimensions of vulnerability such as the relationship between poverty and
vulnerability, and vulnerability arising from ill-health and external shocks. It
showcases a variety of methodologies, which offer new perspectives on the
use and relevance of the notion of vulnerability in economic development.

Vulnerability in Developing Countries discusses these issues further and is avail-
able from United Nations University Press (see http://unu.edu/publications/
books/2000-2009/vulnerability-in-developing-countries)

“[UInderstanding the determinants of vulnerability is at the cutting edge of
poverty research and policy.This volume is a most timely contribution to
helping understand how households, economies and states in the developing
world are affected by risks and shocks, and what coping mechanisms might
help to mitigate this vulnerability” — Stephan Klasen, Professor of Econom-
ics and coordinator of the Courant Research Center Poverty, Equity, and Growth in
Developing and Transition Countries, University of Gottingen.

The New Deal with Fragile States
In the New Deal the g7+ and its part-

ners aim to give content to the interna-
tional dialogue on peace-building and
state-building (IDPS). In particular,
the countries agreed to (i) set goals and
indicators for peace-building and state-
building; (ii) establish country-led and
country-owned plans based on joint
fragility assessments and participatory
political dialogue; and (iii) strengthen
the partnership between fragile states
and donors, emphasizing accountabil-
ity by states and better risk manage-
ment of aid by donors.

The New Deal contains five goals
for peace-building and state-building,
namely the promotion of:

* legitimate politics;

° security;

® justice;

* economic foundations; and

® revenues and services.

Legitimate Politics

Fragile states lack legitimate political
processes and systems to “bring state
capacities and social expectations into
equilibrium”'® The emphasis on legiti-
mate politics in the New Deal is there-
fore not new. However, the g7+ does
have the opportunity to link legitimate
politics to the opposite of a “fragile”
state, namely a “developmental” state.
This is an aspect that is taken up in
Fragile States where it is argued that
there are many sources of legitimacy—
not only contestable elections. Given
the inter-relatedness of development
and security concerns in fragile states,
the pursuit of a “developmental” state
should be a guiding principle.

A developmental state “has (or
develops) the capacity to implement
economic policies that effectively
deliver development, which in turn
gives it legitimacy”." Ultimately,
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however, sustaining legitimacy will be
difficult without democracy (contest-
able elections), as this provides social
anchoring of policies and methods to
avoid violent conflict over scarce (or
abundant) resources. In Fragile States,
Ghassan Dibeh focuses in particular
on the absence of such “social anchor-
ing” in Iraq and Somalia as a cause of
widespread predation and conflict over
resources. The lessons he draws for

“Violent conflict is often due to the very existence of

state sovereignty”

legitimizing politics is particularly rel-
evant as around 60 per cent of all frag-
ile states are resource-rich economies,
and subject to the “natural resource
curse”. The g7+ would need to prepare
for the challenges posed by resource
abundance, given that growth and
trade in developing countries will, in
coming years, largely be driven by the

commodity markets.

Security and Justice

The humanitarian, developmental, and
economic costs of conflict and state fra-
gility are substantial. Hence the pri-
mary international response towards
fragile states has justifiably been secu-
rity oriented. The New Deal is thus not
so new in this respect. While the g7+ is
to work out the details, there are two
aspects where new approaches are
needed. The first is the imperative for
international intervention in fragile
and failing states, and the second is the
need for balance between development

and security (and justice).

In Chapter 5 of Fragile States Lisa
Chauvet, Paul Collier and Anke Hoef-
fler estimate the costs of a failing state
to be around US$276 billion per
annum. These costs may justify that
their national sovereignty be overrid-
den by international intervention. Sim-
ilarly Mansoob Murshed and Philip
Verwimp argue in Chapter 8 for inter-
national intervention and mediation to
achieve security. How the g7+ will deal

with the need and rationale for such
intervention is to be seen: the concept
of national sovereignty is a sensitive
one—but also one that is increasingly
outdated. As has become quite evident
in recent times, “Problems of local or
global governance, including violent
conflict within and between states, can
be ascribed not merely to the faulty
exercise of state sovereignty but to its
very existence.”?

Where the g7+ is perhaps more
likely to facilitate a new approach is
towards balance between security and
development. There is a security bias in
the international community’s engage-
ment in fragile states.”” Legitimacy and
security cannot be sustainably pro-
moted unless more is done to raise
human welfare, through for instance
job creation and service delivery. And
unless this is done in a manner that
promotes a shared society, it is unlikely
to provide justice in countries where
incomes and wealth are often very

unequally distributed. This provides

What is the (New) Deal with Fragile States?
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the context for the third New Deal
goal, namely the establishment of
adequate economic foundations.

Economic Foundations

The World Bank stresses in its 2011
World Development Report that unem-
ployment is by far the single most
important motivation for youths to join
rebel groups or gangs, and that poverty
and injustice are amongst the most sig-

"Getting firms in fragile states to partake

nificant causes of conflict, The New
Deal document does not contain much
detail on how the g7+ and its partners
will or should approach the goal of low-
ering unemployment, except for men-
tioning the need for job creation and
sustainable livelihoods. Given concerns
on the imbalance between security and
development, it is in the area of job cre-
ation and sustainable livelihoods that a
new deal is urgently needed. The fact is
that most new jobs in fragile states will
have to be created by the private sector.
Governments lack the capacity to
absorb the large numbers of young job-
seekers that enter their labour markets
every year.

Private sector development (PSD)
should therefore become a priority in
fragile states. PSD instruments include
measures aimed at business environ-
ment reform, provision of business
development services, support to value
chain development (VCD), training
and capacity building of entrepreneurs
and managers, provision of credit, and
improvements in economic infrastruc-
ture. The problem is that there is no
fragile state specificity in typical PSD

programmes that donor countries rou-
tinely support. Can the New Deal rec-
tify this? The task of g7+ here is
complicated because it is not clear
which aspects of PSD work and which
do not work—rigorous impact evalua-
tions of such programmes, particularly
in fragile states are lacking. More
research is needed on the relationship
between entrepreneurship, security and

governance in fragile states.

in global value chains
should be a priority”

One further aspect that is often
neglected is the integration or reinte-
gration of fragile state small businesses
and small farmers into global value
chains—Tless than 4 per cent of total
foreign aid is aimed at improving devel-
oping countries’ positions in global
value chains."* The latter has been frag-
mented over the past three decades as
part of multinational enterprises’
global outsourcing activities. As a
result, economic foundations in fragile
states cannot be based on possible
labour cost advantages but will have to
be based on upgrading the capabilities
of its producers to link into global value
chains. The partnership approach
inherent in the New Deal may facili-
tate this.

Revenues and Services

Finally, the New Deal recognizes the
need for more resources. The need is
two-fold: (i) to raise more domestic rev-
enue, and (ii) to improve the efficiency
of foreign aid. In this regard Sanjeev
Gupta, in Chapter 10 of Fragile States,
discusses the macroeconomic implica-
tions of aid flows for fragile states,

Policy Brief
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including accountability—an aspect
also noted in the New Deal. Account-
ability, as well as raising more domestic
revenue, will benefit from the imple-
mentation of medium-term expendi-
ture frameworks. Currently, increasing
domestic revenue and constructing
expenditure frameworks are beyond
the capabilities of many fragile states,
and remain areas wherein in the inter-
national community can, especially in
the context of the New Deal, provide
invaluable assistance.

Concluding Remarks

Fragile states deserve to be at the top of
the international development agenda.
The last couple of years have seen a
number of important initiatives taken
in this regard. Recently, the g7+ and
their international partners announced
a “New Deal on Fragile States”, In this
Policy Brief this New Deal has been
discussed from the perspective of the
UNU-WIDER project “Fragility and
Development”. The New Deal, as an
instrument to strengthen partnerships
and ownership in peace-building and
state-building, is to be welcomed.
Although there is much in the new deal
that is not new and some areas of
potential neglect (particulatly regard-
ing the private sector), the emphasis on
partnership and ownership offers an
opportunity to rebalance the interna-
tional community’s co-operation with
fragile states in a manner that is more
oriented towards development, job cre-
ation, and engagement with state
actors.,
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University (UNU) as its first research and training centre and The New Deal for Fragile

started work in Helsinki, Finland in 1985.The Institute undertakes . .
applied research and policy analysis on structural changes affecting States is an opportunity to
the developing and transitional economies, provides a forum for the rebalance the international
advocacy of policies leading to robust, equitable and environmentally Community,s co—operation

sustainable growth, and promotes capacity strengthening and training in with fragﬂe states to be

the field of economic and social policy-making. Work is carried out by

- s = more oriented towards
staff researchers and visiting scholars in Helsinki and through networks

of collaborating scholars and institutions around the world. development’JOb creation

and engagement with
state actors.
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