
 

 

ECONOMIC AND PRIVATE SECTOR 

PROFESSIONAL EVIDENCE AND APPLIED KNOWLEDGE SERVICES 

HELPDESK REQUEST 

 

 

 

 

 

 

Fragile statesõ economies 

What does fragility mean for economic performance? 

 

 

 

 

Joseph Holden and Margarethe Pagel 

Nathan Associates  

September 2012 



 

EPS-PEAKS is a consortium of organisations that provides Economics and Private Sector Professional Evidence 

and Applied Knowledge Services to the DfID. 

 

To find out more or access PEAKS services or feedback on this or other output, visit the EPS-PEAKS community on 

http://partnerplatform.org/eps -peaks or email the Helpdesk service at EPS-helpdesk@partnerplatform.org  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Disclaimer Statement:  

The views presented in this paper are those of the authors and do not necessarily represent the views of 

Consortium partner organisations, DFID or the UK Government. The authors take full responsibility for any errors 

or omissions contained in this report.  

    

http://partnerplatform.org/eps-peaks
mailto:EPS-helpdesk@partnerplatform.org


 

 

Contents 

Contents i  
1  Introduction 1  
1.1  The scope and structure of this paper 1 
2  The relationships between fragility and economic performance 2  
2.1  The economies of fragile states 3 
2.2  Conflict, investment and growth 5 
2.3  What determines investment flows to fragile states? 8 
2.4  What determines remittances to fragile states? 12  
2.5  A typology for research: resources as the key 14  
3  FDI in fragile states 17  
3.1  Methodology 17  
3.2  Data and results 18  
3.3  Conclusion 21  
3.4  Further research 21  
4  Literature review 22  
Annex 1: Overlaps between categories of fragility and conflict 38  
Annex 2: Migrant remittance inflows for select countries 40  
 

  



Fragile statesõ economies: What does fragility mean for economic performance? 

1 

1 Introduction 

Although fragile states share many commonalities (a majority of workforce in agriculture, for 

example), their economies do vary in composition and size. Within our definition of fragility, GDP 

per capita ranges from $200 to $5,000, and just over a third (11 of the 29) are countries with 

substantial production in either minerals or oil.  

From extreme conflict and political strife to simple under-development, there can be great risk 

from investing in these fragile states. This perceived risk to the investor may vary depending on 

the type of conflict, or become undermined by large potential gains, particularly in natural 

resources.  Unsurprisingly, the relationship between fragility and conflict is a substantial one, 

although quantifying this relationship becomes complicated. Nearly half of fragile countries suffer 

some form of conflict, however, according to our simple regression analysis, there does not 

appear to be a clear and significant negative correlation between conflict and foreign investment 

among developing countries. The FDI that we do see flowing into developing countries is largely 

for natural resource industries, specifically oil, gas and minerals. This is supported by our 

regression analysis which shows a strong and substantial correlation between oil reserves and 

FDI and mineral production and FDI. Although the relationship between resources and conflict is 

less statistically clear, the resource curse provides one theory by suggesting that an abundance 

of natural resources, and especially a dependence on them, can lead to corruption and conflict 

instead of economic growth. Natural resource investment solely for extraction purposes should 

also be closely examined as this investment may not have as positive or substantial an effect on 

economic growth as outwardly perceived.  

Aside from a countryõs natural resources, an investor may also assess market attractiveness, 

human capital, and infrastructure levels in determining investment. A recent growth in land 

deals, particularly in Africa, demonstrates an interest in the physical capital of the land itself as 

well. However, even with a four-fold increase in FDI to fragile and conflict-affected countries, the 

majority of that investment went to the oil industries of natural resource producing countries. 

1.1 The scope and structure of this paper 

This paper will look at fragile states and their characteristics in terms of FDI (and sources of), 

local investment, and sectoral composition for both where possible. It will focus on the World 

Bank CPIA<3.2 definition of fragility. Efforts will be made to differentiate between types of fragile 

states where appropriate, with a particular focus on post-conflict states, and possible booms in 

investment associated therewith. 

Having undertaken significant desk research, data collection and analysis, the structure of this 

paper attempts to best present our findings. The structure we have used is therefore as follows: 

- Relationships found between fragility and conflict-affliction and economic performance. 

This summarises our definitions, findings from literature review, and some presentation 

of data on key relationships. 

- Data analysis on FDI in fragile states. This section presents the analysis we have 

undertaken including some regressions undertaken on fragility and FDI. 

- The literature review presents in tabular form a summary of interesting papers on the 

core questions of interest. The table presents the most relevant findings from these 

papers. 
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2 The relationships between fragility and economic 

performance 

The concept of what constitutes a ôfragile stateõ is not firmly defined academically or across 

development agencies. However, it is principally seen as a ôfundamental failure of the state to 

perform functions necessary to meet citizensõ basic needs and expectationsõ1. Fragile states are 

described as ôincapable of assuring basic security, maintaining rule of law and justice, or 

providing basic services and economic opportunities for their citizensõ. A number of other 

definitions have been provided by different agencies: 

- The OECD DAC recently characterised fragile states as: 'unable to meet [their] 

populationõs expectations or manage changes in expectations and capacity through 

the political process'2. While, òStates are fragile when state structures lack political 

will and/or capacity to provide the basic functions needed for poverty reduction, 

development and to safeguard the security and human rights of their populationsó3.  

- DFID's working definition of 'fragile states' covers òstates where the government 

cannot or will not deliver core functions to its peopleó4. 

- The World Bank defines a country as a Fragile State if it is òa low income country or 

territory, IDA eligible, with a CPIA score of 3.2 (rounded) or below. Countries are 

considered core fragile states if their CPIA is below 3.0. Countries are considered 

marginal fragile states if their CPIA score is between 3.0 and 3.2ó 5. The World Bank 

presents this more objective indicator as òguidanceó and notes that òthe CPIA scores 

provide guidance on the òspectrumó of fragility and should not be interpreted as hard 

and fast rules. Countries with CPIA below 3.2 may not exhibit fragility and there may 

be some aspects of fragility in countries with CPIA scores above 3.2ó6. 

Fragile states are a separate set from conflict-affected states, however there is often much 

overlap between the two groups. It can be expected that countries where a State is failing may be 

much more likely to experience conflict, while the causality is also likely to run in reverse with 

conflict leading to fragility. Even the concept of conflict-affliction is difficult to objectively 

measure: 

- The World Bank does ònot presently define conflict-affected states as such definitions 

could reflect a political bias (Governments of client countries may define conflict 

differently than international institutions such as the World Bank)ó.  

- A common academic definition of conflict is based on battle-deaths per year, as used 

in the Armed Conflict Database maintained by the International Peace Research 

Institute of Oslo (PRIO) and Uppsala University. Under this methodology, events 

 
 

1 http://www.gsdrc.org/go/fragile-states/chapter-1--understanding-fragile-states/definitions-and-typologies-of-

fragile-states 
2 Ibid. 
3 http://www.oecd.org/development/conflictandfragility/38368714.pdf  
4 http://www.dfid.gov.uk/mdg/aid -effectiveness/fragile-states.asp 

5 The CPIA stands for the Country Policy and Institutional Assessment (CPIA), a series of 16 measures on countriesõ 

performance in implementing policies that promote economic growth and poverty reduction. The CPIA is also referred to 

by the World Bank as the IDA Resource Allocation Index (IRAI), and is used to determine ALLOCATION of World Bank 

International Development Association (IDA) resources. 
6 

http://web.worldbank.org/WBSITE/EXTERNAL/PROJECTS/STRATEGIES/EXTLICUS/0,,contentMDK:22310165~menuPK

:6432437~pagePK:64171531~piPK:64171507~theSitePK:511778,00.html 

http://www.oecd.org/development/conflictandfragility/38368714.pdf
http://web.worldbank.org/WBSITE/EXTERNAL/PROJECTS/STRATEGIES/EXTLICUS/0,,contentMDK:22310165~menuPK:6432437~pagePK:64171531~piPK:64171507~theSitePK:511778,00.html
http://web.worldbank.org/WBSITE/EXTERNAL/PROJECTS/STRATEGIES/EXTLICUS/0,,contentMDK:22310165~menuPK:6432437~pagePK:64171531~piPK:64171507~theSitePK:511778,00.html
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resulting in more than 25 battle-deaths per year are defined as minor conflicts. 

Events resulting in more than 1,000 battle-deaths are defined as major conflicts. 

Research like the Armed Conflict Database also differentiates between international 

conflicts, intrastate conflicts (civil wars) and one-sided violence by state and non-

state actors7. 

In addition to fragile states and conflict-affected states, is the idea of a failed state. A failed state 

is somewhat of an amalgam of the two concepts in that it includes the idea of not being able to 

provide public services, as well as a loss of control of a state over its own territory or a loss of the 

monopoly over the legitimate use of physical force therein. The main measure of a failed state 

comes from the Fund for Peace: 

- The Failed States Index (FSI) rates countries across a range of indicators including 

demographic pressures, refugees, poverty and economic decline, factionalised elites 

and a number of other measures. Countries are then categorised in categories 

determining their level of failure, these range from Very High Alert, to Alert, to 

Warning, to Stable to Sustainable.8 

Annex 1 shows the degree to which different categories of fragility and conflict overlap. This looks 

at countries with a World Bank CPIA index a score of less than 3.2 (in 2011), whether the country 

has a category of conflict or post-conflict under the Uppsala University database, and thirdly 

countries in the top four categories of the FSI (in 2012) - Very high alert, High alert, Alert and Very 

High Warning. 

There are 13 countries that cross all three of these categories, these are: Afghanistan, Burundi, 

Central African Republic, Chad, the DRC, Cote dõIvoire, Guinea, Haiti, Liberia, Mauritania, 

Pakistan, Sudan and Yemen9. There are 24 countries that tick two of the boxes, and 18 countries 

that tick just one. 

2.1 The economies of fragile states 

Using the World Bank definition, there were 29 countries that would be considered fragile in 

terms of having a CPIA score less than 3.2 and being IDA eligible in 2011. However, of these 

countries, just 14 had an income below $1025 GDP per capita in 2011 and therefore met the 

World Bankõs ôLow Incomeõ criteria10, while 13 countries had an income between $1026 and 

$4035 and ôLower Middle Incomeõ status, and Angola had an income above this and formed part 

of the ôUpper Middle Income groupõ. As a result, under the strict World Bank definition of a fragile 

state, there are just 14 of them. However, in order to look at fragile states in more depth, we 

remove the income criteria from our working definition, since this will lead to tautological 

outcomes in terms of the economic characteristics of fragile states. We therefore stick to the 

simple definition of having a rounded CPIA of less than or equivalent to 3.2. 

Under this definition, there are 29 fragile countries. For these countries, mean GDP per capita is 

$1256 and median GDP per capita is $984. In addition, 13 out of the 29 countries (46 per cent) 

have some level of conflict as defined by Uppsala University. In contrast, the 29 countries with 

the next level of CPIA scores (between 3.2 and 3.65) have a mean GDP per capita of $1790 and 

 
 

7 http://www.pcr.uu.se/research/UCDP/  
8 http://www.fundforpeace.org/global/?q=fsi-about 

9 It should be noted that the World Bank CPIA does not have scores for Somalia, South Sudan or the West Bank and 

Gaza. 
10 http://data.worldbank.org/about/country -classifications - We use GDP per capita rather than GNI per capita to 

calculate the countries in each group. 

http://www.pcr.uu.se/research/UCDP/
http://www.fundforpeace.org/global/?q=fsi-about
http://data.worldbank.org/about/country-classifications
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a median GDP per capita of $1300, while just 6 out of the 31 have a conflict indicator (19 per 

cent). 

 

Figure 1: Fragile states (countries with less than 3.2 CPIA average) and GDP per capita 

 

As shown in Figure 1 there is significant variation between the sizes of the economies of the 

fragile states, at least in terms of GDP per capita. Figure 2 shows the share of the labour force 

working in agriculture in each of the fragile states, as well as countries with higher CPIA scores as 

a comparator group. The mean is 62 per cent of the labour force in agriculture for fragile states, 

and 56 per cent for those that are less fragile. The median figure shows greater variation, with 70 

per cent of the labour force in agriculture in fragile states, and just 54 per cent in those that are 

less fragile. 

Figure 2: Share of labour force in agriculture 

 

 

From this data there is already an indication that when we talk about fragile states we are talking 

about a diverse group of economies. There are countries such as Burundi, which are both 

Source: CIA (2012) World Factbook 

 

Source: IMF (2012) World Economic Outlook 
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extremely poor (GDP per capita of $197) and have over 90 per cent of the labour force working in 

agriculture. There are countries such as Angola, which while having a large share working in 

agriculture, has a much larger GDP per capita ($5061) due to the presence of oil. There are also 

countries such as Pakistan, with a higher GDP per capita than the average failed state ($1164) 

and a much lower share of the population working in agriculture (45 per cent). Clearly the 

reasons and implications for fragility will vary across such different types of states. Furthermore, 

within the group of less fragile states, with low CPIA scores but not low enough to meet the World 

Bank fragility definition, there are a number of countries that are very poor and agriculturally 

dependent ð for example Ethiopia. These countries are also of interest in that due to institutional 

measures they have not fallen in to the fragile states group. 

2.2 Conflict, investment and growth 

The link between fragility and conflict is strong as shown by the 46 per cent of fragile countries 

experiencing some form of conflict under the Uppsala definitions compared to just 19 per cent of 

comparator countries. The link between conflict and economic structure has been widely 

discussed in the academic literature. Kosuke and Weinstein (2000) for example find that a unit 

increase in the geographical spread of civil war reduces private domestic investment by about 

0.4 per cent of GDP annually while wide-spread civil wars reduce GDP growth rates by 1.25 per 

cent a year.  

However, the literature also extols causality in the other direction, i.e. from a countryõs economic 

structure to the prevalence of civil wars. Bannon and Collier (2003) report that each additional 

percentage point of growth reduces the risk of conflict by about 1 percentage point. However, 

there is a strong link between commodity dependence and conflict - a country that is otherwise 

typical but has primary commodity exports around 25 per cent of GDP has a 33 per cent risk of 

conÿict, but when such exports are only 10 per cent of GDP, the risk drops to 11 per cent. 

Much further evidence on particular 

case studies outlines this link 

between commodity dependence or 

resource wealth with conflict, and 

in particular internal conflict. The 

table below from Ross (2003) 

shows 15 civil wars from 1990-

2002 reputedly linked to resource 

wealth ð and it should be noted 

that while this often includes oil it 

does not always do so. 
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There is also an extensive literature in to the 

economies of post-war economies, and the risk of 

falling back into conflict. Collier (1999) 

demonstrates that peace does not recreate either 

the fiscal or the risk characteristics of the pre-war 

economy: there is a greater risk of renewed war. 

This shows that it is difficult to escape conflict and 

the risk profile of an economy for foreign investors 

is unlikely to change for some time.  

Collier (ibid.) further shows that if a civil war lasts 

only a year, it is found to cause a loss of growth 

during the first five years of peace of 2.1 per cent 

per annum, a loss not significantly different from 

had the war continued. But if war has been sufficiently long the capital stock will have adjusted 

to a level below that desired in post-war conditions. 

In this case capital repatriation enables the economy 

to grow more rapidly than during the pre-war period - 

thus Collier finds the peace dividend for the ending 

of prolonged civil wars to be large. In addition, peace 

also reverses the compositional changes caused by 

prolonged civil war. An implication is that after the 

end of long wars the war-vulnerable activities 

experience very rapid growth: the peace dividend is 

augmented by compositional change. 

Schwartz et al (2004) look at 

some specific investments post 

war and the sectoral 

composition thereof. The figures 

to the right show some of this 

data (using the World Bank 

Private Participation in 

Infrastructure - PPI dataset). This 

shows that post-conflict 

investment has been centred in 

the telecoms sector initially, 

followed by transportation, and 

energy investments at about 

year 6 after conflicts end. This is 

likely to be a function of the time 

horizons for these investments,  

  

Source: Department of Peace and Conflict Research, UCDP Battle-Related Deaths Dataset 

v. 5-2012; UNCTADstat; UNCTAD World Investment Report Annex 1 
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whereby the markets for 

telecoms are likely to exist and 

provide returns to investors at 

a relatively early stage. The 

large outlays for energy 

investments may require a 

longer time horizon to reap 

sufficient rewards to make 

investment viable, and 

therefore a longer period of 

peace may be required to bring 

the confidence required for the 

investments to take place. 

Our research looked into the 

link between investment and 

recent incidents of conflict. We 

did not find a strong link 

between the end of conflict 

and changes in investment. 

Partly this may be a result of 

the small sample, and partly 

due to the timing in terms of 

global events. Angola has 

seen a big drop off since 

2009 for example, while 

Nigeria has remained 

relatively steady. Both 

countries are oil dependent 

however. 

Looking at a range of smaller 

countries there is mixed 

evidence. Chad has seen a 

recent boom in investment flows, 

although these are also oil inflows. 

Djibouti saw its FDI decrease in the 

three years after conflict ended. 

Niger and Uganda both saw 

increases in FDI following conflict, 

again both may be linked to resource 

wealth. Georgia following conflict in 

2008 saw a significant fall in FDI, 

although this may be due to the 

specificities of its situation. 

In fact, we find little evidence 

between sustained incidence of 

conflict and FDI flows. India in 

Source: Department of Peace and Conflict Research, UCDP Battle-Related Deaths Dataset 

v. 5-2012; UNCTADstat; UNCTAD World Investment Report Annex 1 

Source: Department of Peace and Conflict Research, UCDP Battle-Related Deaths Dataset 

v. 5-2012; UNCTADstat; UNCTAD World Investment Report Annex 1 

Source: Department of Peace and Conflict Research, UCDP Battle-Related Deaths Dataset 

v. 5-2012; UNCTADstat; UNCTAD World Investment Report Annex 1 
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particular which has seen open and sustained conflict as defined by the Uppsala University  

methodology (>1,000 battle deaths) has 

not felt the impact in terms of FDI. FDI 

flows have seen volatility over the period 

from 2006 to 2011, but have overall 

been on an upward trend. 

Indiaõs experinence may be down to its 

size. Looking at smaller countries there 

is a mixed pattern in terms of open and 

sustained conflict and FDI flows. The 

table below shows countries that have 

experienced this category of major 

conflict in recent years and the years in 

which they have experienced them. For 

a number of these countries FDI has 

remained extremely low over the period 

from 2006 to 2011 ð for example 

Afghanistan and Somalia. While 

Pakistan and Yemen have seen 

significantly deteriorating FDI 

performance. Two countries notably 

buck the trend, these are Chad and the 

DRC ð both of these countries have experienced significant bounces post-conflict in FDI flows. 

This leads us to a question about what is determining such large variation in performance. 

 

2.3 What determines investment flows to fragile states? 

Jere Behrman (1972) identified four motives of companies undertaking FDI. This provides a 

rationale for understanding the way investors are likely to be looking at a state prior to 

investment. We believe this methodology is useful for understanding how fragile states are likely 

to be viewed by investors for different types of investment11.   

¶ Resource seeking FDI: The resource seeking investors are motivated by their need for 

cheap resources including human, physical, technological or organisational 

resources. 

¶ Market seeking FDI: The market seeking investment is motivated solely by entering 

new markets and increasing companyõs profits. This type of investment is justified by 

large market size and purchasing power of the consumers.  

¶ Efficiency seeking (global sourcing FDI): The efficiency seeking investment, as the 

name suggests is motivated by production process efficiencies improvement. What 

can characterize this investment is that the investors are interested in forming 

partnerships with suppliers or even competitors, i.e. using same distribution network, 

 
 

11 Quoted in Sung-Hoon Lim, (2005) òForeign investment impact and incentive: a strategic approach to the relationship 

between the objectives of foreign investment policy and their promotionó,  International Business Review, Volume 14, 

issue , pp.61- 76 

Years of Open and Sustained Conflict by country  

2006 - 2011 

  Country Years 

Afghanistan 

2006, 2007, 2008, 2009, 2010, 

2011 

Chad 2006 

Congo, Dem. Rep. 2009 

Ethiopia 2011 

India 2006, 2007, 2008, 2009  

Kenya 2011 

Pakistan 2008, 2009, 2010, 2011  

Somalia 2007, 2008, 2009, 2010, 2011  

Sri Lanka 2006, 2007, 2008, 2009  

Sudan 2006, 2010, 2011  

Yemen, Rep. 2011 

Note: Countries with at least 1,000 battle deaths in a year 

are considered to be in open and sustained conflict. 

  

Source: Department of Peace and Conflict Research, UCDP 

Battle-Related Deaths Dataset v. 5-2012. 
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in in order to benefit from economies of scale, economies of scope and shared 

ownership, i.e. investment risk diversification.  

¶ Strategic asset/capabilities seeking FDI: The last motive for foreign direct investment 

called strategic asset or capability seeking is quite similar to resource seeking 

investments, the main difference is, however, that the company wants to obtain 

certain foreign resource not only to improve its efficiency but also to improve the 

quality of its offering, provide new features to its product and significantly increase its 

market share.  

This taxonomy is one that applies to all countries. When applying this to fragile economies, one 

must ask the question what aspects of fragility mean for the operating environment for investors. 

An investor looking at a particular country will have in mind a risk profile for the location, in which 

they will invest if it is clear they can gain a stable future stream of revenue and profit from their 

investment. The degree to which this is possible will depend on the type of investment they are 

looking at. For example, efficiency-seeking investments in the manufacturing sector are likely to 

require a large amount of infrastructure and logistical conditions to be in place, as well as local 

skills, in order for the investment to be viable. Resource-seeking investments in the minerals 

sector are unlikely to face so many requirements.  

UNCTADõs Potential and Attraction Index 

UNCTAD use their own Inward FDI Attraction and Potential indices to measure how countries 

should do in terms of FDI and how they do in practice. The Attraction Index ranks countries by the 

FDI they receive in absolute terms and relative to their economic size. It is the average of a 

countryõs rankings in FDI inflows and in FDI inflows as a share of GDP. The 2012 WIR looks at FDI 

flows over the 2009ð2011 period for this indicator. 

The Inward FDI Potential Index 

captures four key economic 

determinants of the 

attractiveness of an economy 

for investors. They are the 

attractiveness of the market 

(for market-seeking FDI), the 

availability of low-cost labour 

and skills (to capture 

efficiency-seeking FDI), the 

presence of natural resources 

(resource-seeking FDI), and 

the presence of FDI-enabling 

infrastructure. Countries are 

ranked according to their attractiveness for FDI on each of these broad determinants using a 

range of proxy indicators, as summarized in box table I.3.1. The index purposely includes only 

economic determinants and indicators in order to facilitate its use as a tool for measuring policy 

effectiveness. 
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Source: UNCTAD (2012) 

The UNCTAD (2012) shows a distinct pattern in which a number of fragile states perform better 

than would be expected. OECD (2008) reported that ôforeign direct investment (FDI) to 42 fragile 

and conflict-affected states more than quadrupled from USD 5 billion in 2000 to USD 21 billion 

in 2006. However, over 70 per cent of all FDI in fragile and conflict-affected states (USD 11.1 

billion per annum on average 2000-2007) went to Angola, Chad, Equatorial Guinea, Nigeria, 

Pakistan and Sudanñall of which but Pakistan are natural resource producers, and where FDI 

mostly reflects expansions in projects within the oil industry (see Figure 0.7).õ 12 This pattern has 

continued in more recent years. In 2011, Mozambique, Zambia, Sudan, Chad, the DRC, Guinea, 

Bangladesh, Tanzania and Niger all experienced FDI inflows above $1 billion ð all but Tanzania 

were viewed by UNCTAD as above expectations. 

As the table below shows, these countries were responsible for most of the top 10 largest 

greenfield projects in LDCs in 2011 as reported by UNCTAD (2012) ð notably two gas 

investments and one power investment in Mozambique, oil investments in Uganda and 

Equatorial Guinea, two mining investments in the DRC, biomass in Lao and a power investment 

in Tanzania. The clear picture is again on the importance of resource-seeking investments in 

these markets, many of which are fragile states. 

 
 

12 OECD 2008 Annual Report on Resource Flows to Fragile and Conflict-Affected States 
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Land grabs 

Although of a smaller magnitude than large resource-based investments, there has been a 

growing trend towards land investments in Africa. As the table and map below show, these 

investments have been centred in a number of fragile states13. Sparks (2012) reports that the 

DRC had large land deals for nearly half of domestic agricultural land; while Mozambique had 

deals for a fifth of its land. The clear trend is for these investments to be centred in fragile states. 

The principle origins of demand for such investments are from the Gulf States of Saudi Arabia, 

UAE, Qatar, Kuwait and Bahrain, China, South Africa, Japan, Russia, South Korea, the US, and UK 

and other EU members (Sparks, 2012). There are various types of buyers, including state-owned 

enterprises, sovereign wealth funds, foreign and domestic private sector investors, and central 

government agencies. 

 
 

13 Sparks (2012) ð see Literature Review for full reference 
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2.4 What determines remittances to fragile states? 

Gathering data on remittances only adds to the data collection difficulty for developing countries. 

Remittances are comprised of millions of discrete, private income transfers that are difficult (if 

not impossible) to accurately track and measure. 

Ralph Chami contrasts remittances with other forms of capital flows, and argues that remittances 

have a negative correlation with GDP growth, as opposed to other types of capital flows (such as 

FDI) that have positive relationships. Remittances are compensatory, cyclical transfers that are 

altruistically motivated, which differentiates them from other capital flows that are profit driven. 

Chami and his colleagues find that remittances have a statistically significant, negative 

relationship with GDP thus proving their hypothesis that remittances are intended to serve as 

compensation for poor economic performance as opposed to capital for economic 

development.14 

Recent findings have highlighted that conflict and post-conflict countries (for instance, 

Afghanistan, C¹te d'Ivoire, Liberia and Somalia) are often highly dependent on remittances. òThe 

slow recovery of livelihoods and persistent violence or repression ensure high levels of migration 

 
 

14 Chami, Ralph (2005) òAre Immigrant Remittance Flows a Source of Capital for Development?ó IMF Staff Papers, Vol. 

52, No. 1, pp. 55-81. 

Source: Sparks (2012) 
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and the need for remittances in such countries for several years after conflict and crisis have 

endedó 15 More than 90% of remittances in 2007 were concentrated on a few countries, notably 

Haiti, Kenya, Liberia, Nepal, Nigeria, Pakistan, Sudan, Tajikistan, Uganda, the Palestinian 

Administrated Areas and Yemen. 16 

It is clear that remittance inflows have been massively increasing in recent years. As the figure 

below from OECD (2010) shows, remittance inflows have largely matched FDI inflows into fragile 

states until very recently. This means remittance inflows to fragile states exceeded $30 billion in 

2008, forming a massive proportion of capital flows to these states. See Annex 2 for a list of 

countries with remittance inflows of at least 10% of GDP.  

 
Source: OECD (2010) 

 

  

 
 

15 International Peace Academy, 2006 
16 OECD 2008 Annual Report on Resource Flows to Fragile and Conflict-Affected States 
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2.5 A typology for research: resources as the key 

From the relationships we see between fragility, conflict and investment flows, we believe that 

the only sensible typology for 

understanding the relative 

performance of these states is 

through an understanding their 

differences from the perspective 

of investors. Given that the 

majority of FDI flows to LDCs are 

likely to be driven by the 

resource-seeking motives of 

foreign multinationals, 

differences in FDI experience is 

likely to be explained by this 

behaviour. 

This is also reinforced by Chinaõs 

recent flurry of investments in 

LDCs, particularly in Africa. While 

data is poor in general, the map 

here indicates where Chinese 

investments have been centred 

and this indicates a resource 

focus, with significant 

investment in Nigeria, Chad 

and the DRC among fragile 

states. However, according to 

Chinaõs statistical bulletin, 

flows have moved from mining 

and infrastructure to services 

in recent years (wholesale, 

retailing, leasing, real estate, 

and hospitality business). 

Mlachila and Takebe (2011) of 

the IMF still maintain that the 

majority of Chinese investment 

in Africa is in resources. 

Our research shows that FDI to 

countries with resources is significantly higher than for other countries. India is the general 

exception among the group together with Vietnam, since FDI is not centred on the petroleum 

industry. For other countries, including Nigeria, Angola and Chad, FDI does tend to focus on the 

oil industry. 

Note: A country with at least 1 billion USD from the mining of a specific mineral is considered to 

have significant mineral production. 

Source: Ore data from British Geological Survey (2012) World Mineral Production: 2006-2010; 

Price data from World Bank (2012) Pink Sheets. 

Source: http://www.businessinsider.com/map-chinese-investments-in-africa-2012-8 






















































