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Abstract 
A high level of ethnic diversity characterizes the African continent and several countries have 

struggled with tensions between ethnic groups. Research has explained Africa’s history of 

slow economic growth as a result of ethnic diversity but few have investigated the impact of 

ethnic tensions on economic development. In this thesis we analyse whether tensions between 

ethnic groups have a negative impact on economic development in African countries. By 

using panel data analysis, we examine the relationship between ethnic tension and GDP per 

capita for 35 African countries over the time period 1985 to 2014. Our results confirm that 

ethnic tension has a negative impact on economic development in Africa. Tensions are likely 

to arise as a result of discrimination and exclusion of one or a several groups in a society.  If 

individuals are denied consumption of equal shares of economic resources, there is a risk that 

they take actions that cause tensions between groups. The negative relationship between 

ethnic tension and economic development is a result of decreased capital accumulation, 

which restrains long-term economic development. In countries with low-income levels the 

impact on capital accumulation is more severe. Competition of limited resources decreases 

incentives for capital accumulation. Further, tensions between groups inhibit development of 

human capital since all individuals do not have the possibility to contribute with their 

knowledge and experience. That implies weakened economic development because possible 

innovation is lost. This thesis emphasizes the importance for African countries to implement 

policies that encourage the rights for minorities and other marginalized groups in the society. 

Ethnic representation in governmental positions is suggested in order to ensure equal 

distribution of aggregated resources.  
 
 

  



 
 
 

 

Sammanfattning  

Den afrikanska kontinenten kännetecknas av en hög grad etnisk mångfald och flera länder har 

historiskt kämpat med spänningar mellan etniska grupper. Forskare har förklarat Afrikas 

långsamma ekonomiska tillväxt som ett resultat av etnisk mångfald, men få har undersökt 

sambandet mellan etniska spänningar och ekonomisk utveckling. I denna uppsats analyseras 

huruvida spänningar mellan etniska grupper har en negativ inverkan på ekonomisk 

utveckling. Med hjälp av paneldataanalys undersöker vi förhållandet mellan etniska 

spänningar och BNP per capita för 35 afrikanska länder under perioden 1985 till 2014. Våra 

resultat bekräftar att etniska spänningar har en negativ inverkan på den ekonomiska 

utvecklingen i Afrika. Spänningar uppstår ofta som ett resultat av diskriminering och 

utanförskap för en eller flera grupper i samhället. Om individer inte får möjlighet att 

konsumera en rättvis andel av samhällets resurser, finns det en risk att dessa vidtar 

omfördelande åtgärder som skapar ytterligare spänningar. Det negativa förhållandet mellan 

etniska spänningar och ekonomisk utveckling är delvis ett resultat av minskad 

kapitalackumulering. Konkurrens om begränsade resurser leder till minskade incitament för 

ett framtida sparande, eftersom en jämlik fördelning av producerade resurser inte är 

garanterad. Vidare hämmar spänningar mellan grupper utveckling av humankapitalet 

eftersom samtliga individer inte får möjlighet att bidra med kunskap och erfarenhet. Det 

medför försvagad ekonomisk utveckling då möjlig innovation går förlorad. Uppsatsen 

framhäver vikten av en politik som främjar rättigheter för minoriteter och andra 

marginaliserade grupper i samhället. Vidare föreslås etnisk representation i statliga 

maktpositioner i syfte att säkerställa en jämn fördelning av samhällets aggregerade resurser. 
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1. Introduction  
African countries have a history of slow economic development. But during the last two 

decades economic growth has been progressive. The extent of inequality is high in many 

countries, which is reflected in large gaps between the wealthy and the poor. (OECD 2016a). 

A study conducted by Easterly and Levine (1997) found ethnic diversity as a main 

explanation for the “growth tragedy” in Sub-Saharan Africa1. They defined ethnic diversity 

as ethnolinguistic differences between social groups and assumed diversity to be constant 

over time. A number of scholars, such as Montalvo and Reynal-Querol (2005), Alesina, Baqir 

and Easterly (1999) and Easterly, Ritzen and Woolcock (2006), have since confirmed the 

negative relationship between ethnic diversity and economic development.  

 

Ethnic diversity can result in tensions between groups if inequality and discrimination due to 

ethnic origin is prevalent. Several countries in the African region have struggled with 

tensions between ethnic groups (Wimmer et al. 2009). The 1994 Rwandan genocide 

exemplifies a tragic dimension of tensions between ethnic groups. The number of deaths has 

been estimated to 800,000, most of which were Tutsis killed by Hutus2. (BBC News 2011). 

However ethnic heterogeneity does not always imply tensions. The population of Tanzania 

consists of more than 120 ethnic groups (Höglund 2016d). Despite this the country does not 

have a history of ethnic conflict and the economic development has been high in the last 

decade (World Bank 2017c).  

 

We believe that economic development is affected when parts of the population do not have 

the opportunities to fulfil their capacity. Ethnic heterogeneity can further be a resource for 

society, contributing with a wide range of perspectives. A variety of perspectives should 

imply a higher level of innovation, which contributes to economic development. (Alesina & 

                                                
1 The World Bank (2017b) estimates 48 countries to be included in Sub-Saharan Africa (SSA). According to the 

United Nations Development Programme (2017) there are 46 countries in SSA. 
2 The rise of tension between the groups was gradual. It started during the colonial era when the Belgians 

provided all citizens with identity cards classifying them according to their ethnicities. The Tutsis were 

considered superior of the Hutus and given privileges such as better jobs and educational opportunities. When 

the Rwandan president Juvenal Habyarimana, a Hutu, was killed in April 1994 tensions culminated. (BBC 

News 2011). 
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Ferrara 2005). However, tensions may arise when resource allocation is unequal between 

groups. Unbenefited groups are then likely to withdraw redistributive actions, which could 

weaken the economic development and cause instabilities in the political sphere (Benhabib & 

Rustichini 1996).  

 

Some scholars have tried to answer the question of how ethnic diversity has affected 

economic development in Africa. However, to the extent of our knowledge, few scholars 

have analyzed the impact of a time-varying index for ethnic tensions. Considering that many 

African countries have struggled with ethnic tensions, it is important to examine the impact 

of ethnic tensions on economic development.  

 

The purpose of this thesis is to examine whether ethnic tensions has an impact on economic 

development in African countries. In order to achieve this purpose we intend to execute a 

panel data analysis over 35 African countries3 from 1985 to 2014. We will analyse ethnic 

tensions impact on GDP per capita and include a set of control-variables, which will be 

variables for government stability, democratic accountability, bureaucratic quality and 

internal conflict. 

 

This thesis will start by providing background information about Africa, focusing on the 

economic development of the last 30 years as well as ethnic heterogeneity in the region. The 

following two chapters presents the theoretical foundation behind the concept of ethnic 

tension and the previous research conducted in the field of political instability, ethnic 

diversity and ethnic tension. After this our chosen variables will be presented, followed by an 

in-depth chapter about the chosen econometrics method. Lastly, the results will be presented 

and analysed, providing the reader with our conclusion on the impact of ethnic tension on 

economic development in Africa. 

 

  

                                                
3 The countries included in this study are: Algeria, Angola, Botswana, Burkina Faso, Cameroon, Congo, Congo 

DR, Cote d’Ivorie, Egypt, Ethiopia, Gabon, Gambia, Ghana, Guinea, Guinea-Bissau, Kenya, Liberia, 

Madagascar, Malawi, Mali, Morocco, Mozambique, Namibia, Niger, Nigeria, Senegal, Sierra Leone, South 

Africa, Sudan, Tanzania, Togo, Tunisia, Uganda, Zambia and Zimbabwe. 
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2. Africa - a swift overview   
This chapter will provide a swift overview of Africa with a main focus on economic 

development and ethnic and linguistic disparities. Some country-specific examples will be 

presented in order to illustrate the situation of ethnic diversity in the region. The examples in 

this chapter are however not representable for all countries in Africa. 

 

The last two decades have been positive for economic development in Africa. Several 

countries are among the fastest economically growing in the world. The average growth rate 

for the continent is only surpassed by East Asia. In 2015 the real GDP growth was 3.6 

percent compared to the average global growth rate of 3.1 percent. (OECD 2016a). In figure 

1, the development of GDP per capita for the African region from 1985 to 2014, can be seen. 

The figure illustrates that the GDP per capita was 1629.4 US $ in 1985 compared to 2257.8 

US $ in 2014 (World Bank 2017d).  
 

Figure 1 - The Economic Development in Africa from 1985 to 2014 

Note: This figure shows the development of GDP per capita in Africa from 1985 to 2014. GDP per 

capita is measured in constant 2010 US $. Source: World Bank 2017d. 

The progress of economic development is a result of improvements in social and economic 

fields as well as in the stability of governance. (OECD 2016a). Political stability has 

increased in the region and the macroeconomic conditions have improved. Enhancements in 

monetary and fiscal policies has, in combination with a debt relief, contributed to a decrease 
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in inflation and improved fiscal deficits. The economic progress has also been aided by high 

commodity prices, foreign direct investment and public investment in infrastructure. (OECD 

2016a).  

 

There are still several challenges that hamper the economic development in African 

countries. In 2013 approximately 389 million people lived in extreme poverty4 in Sub-

Saharan Africa (Beegle et al. 2016). That is an increase of 113 million people compared to 

1990. This is considered as a result of a rapid increase in population. In the region the number 

of stunt5 children has increased from around 45 million in 1990 to nearly 57 million in 2015. 

Several countries have a high level of income inequality. In Rwanda, for example, the 

wealthy have access to seven times more than the poor. (World Bank 2017a).  

 

Several African countries are densely populated and composed of a variety of ethnic groups. 

Ethiopia is the second most populated country in Africa. The country had 100 million citizens 

in 2015. (Höglund 2016a). Nigeria has a population of around 182 million in 2015 

(Landguiden 2017b). The population in Ethiopia consists of more than 80 ethnic groups, 

dominated by Oromos, Amharas and Tigreans. Amharic is the official language, but English, 

Oromo, Tigrinya and Somali are also spoken. (Höglund 2016a). In Kenya, the population 

consists of more than 40 ethnic groups, of which around 40 percent belong to the groups 

Kikuyu, Luhya, Kalenjin, Luo and Kamba. There is no single ethnic group that dominates. 

Kenya has three main languages, Bantu, Nilo-Saharan and Cushitic, however most people 

speak Swahili and English. Citizens in Kenya live concentrated, either near the sea or close to 

fertile soil. Tensions have recently increased as a result of tense economic conditions, 

political instability in neighbouring countries and a populistic politic. (Karlsson 2016).  

 

The official language of Tanzania is Swahili but more than a hundred dialects and local 

languages exist. The population consists of more than 120 ethnic groups. The largest group is 

the Bantus, which can be divided into five sub-groups. The northern part of Tanzania is 

mostly inhabited by Nilotic ethnicities, such as Masais and Kushies. Arabs, Asians and 

Europeans are also common inhabitants in the country. There is no single ethnic group that 

                                                
4 Extreme poverty is defined as an income of a maximum of 1.90 US $ per day (Beegle et al. 2016). 
5 A stunt child implies that a child’s development has been hindered, for example due to famine (World Bank 

2017a). 



 
 
 

5 

dominates the regime and the level of ethnic identity is low. These characteristics are 

considered a reason for Tanzania’s few ethnic conflicts. (Höglund 2016d). The system of 

institutionalised racial segregation and discrimination used in South Africa during apartheid 

is now illegal. The division of the four major groups, Afrikaans, Europeans, Asians and 

Coloured6 is still established. The population of South Africa consists of 80 percent 

Afrikaans, which originate from Sub-Saharan Africa. Eleven languages have official status in 

the country. (Höglund 2016c).  

 

Figure 2 present the development of ethnic tensions in Africa from 1985 to 2014. It is shown 

as a risk rating composed by the PRS Group (2017b), where zero implies a high level of 

tensions and six implies a low level. The figure shows that tensions has decreased since the 

1980’s but has remained around the same level in the last decade.  

 

Figure 2 – The Development of Ethnic Tensions in Africa from 1985 to 2014 

 

 
Note: This figure shows the level of risk rating for ethnic tensions from 1985 to 2014. The risk rating 

ranges from 0, implying a high level of ethnic tension, and 6, implying a low level of ethnic tension. 

Data for ethnic tension is measured by the PRS Group (2017b). 

 

                                                
6 As authors of this thesis, we object to the word coloured but at the time of writing there is no better 

alternative.  
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Many African countries have a history of civil war originating in ethnic conflicts (Collier 

2001). The war in the Democratic Republic of the Congo endured between 1998 and 2003 

and had more than 100,000 casualties. The war was initiated by the stream of refugees 

seeking sanctuary after the genocide in Rwanda but the country was already burdened by the 

history of colonialism and the previous dictator Mobutu Sese Seko’s rigorous authority. Even 

though the war was formally ended in 2003, there are still disputes concerning the control of 

the natural resources in the country. (Landguiden 2017a). South Sudan was legitimized as an 

independent state in July of 2011. The division of Sudan, into the north and south part, was 

the result of an intense referendum. The inhabitants in the south part of Sudan desired better 

living-standards after decades of war against the northern part. Two years after the division a 

new civil war, originating in historic rivalry between Dinkas and Nuers, started in South 

Sudan. The war occurred between 2013 and 2015. Today South Sudan lack functional 

infrastructure and the population suffer from poor standards of living. (Daleke 2016). 
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3. Theoretical framework 
This chapter will introduce the reader to the theoretical concept of ethnic tension. It starts 

with a brief explanation of ethnic diversity, and continues explaining different causes for 

ethnic tension and its impact on economic growth. The social concept theory, constructed by 

Benhabib and Rustichini (1996), is used in order to explain the impact of social tensions on 

economic growth, and the relationship between tensions and the level of income in an 

economy.  

  

Ethnic diversity can be defined as the “probability that two randomly selected individuals in a 

country belong to different ethnolinguistic groups” (Easterly & Levine 1997:3). How ethnic 

diversity matters for a society depends on the quality of the institutions and the level of 

income in the economy. High degrees of ethnic diversity may fuel prejudice, racism and 

conflict. However, if tensions do not arise between groups, a great number of ethnicities 

imply a variety of knowledge and experience, which reasonably leads to innovations and 

improvement of the human capital. (Alesina & Ferrara 2005). If a society lacks the possibility 

to embrace this variety of knowledge, there is a risk that tensions arise. One factor that tends 

to increase tension between groups is unequal resource distribution (Rono 2009). The reason 

for this is that groups with political power choose policies that benefit their interest. Such 

behaviour is characterized by price manipulation, political consolidation and revenue 

extraction. (Boubacar-Sid et al. 2007). 

  

Tension between ethnic groups can be a product of dissatisfaction of a non-benefited part of 

the population. This could be a result of denied access to governmental power and 

discrimination by law. Exclusion from public goods is likely to cause political disturbances as 

a result of redistributive actions. (Benhabib & Rustichini 1996). The concept of “ethnic 

leadership” or clientelism implies that goods and social services are transferred for political 

support, often due to “give and take” between leaders. In a system of clientelism “voters trade 

political support for various outputs of the public decision making process”. (Davidson & 

Schejter 2011 p.4) Clientelism is a common characteristic in the regimes in Sub-Saharan 

Africa. The result is exclusion of ethnic groups from social services and governmental 

positions. (O’Loughlin et al. 2012). Inequalities between ethnic groups imply that the full 

potential of human capital is not achieved. If one group have limited access to social services 
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and thereby lack the possibility to reach its full potential, the entire society will suffer from 

less economic development. (Stewart 2007). 
 

In order to avoid ethnic tensions and maintain economic development it is important that 

societies strengthen their social capital. Social capital is normally defined as the “norms and 

networks that enable people to act collectively” (Woolcook & Narayan 2000:225). A stable 

social capital, such as goodwill and sympathy for others, as well as fellowship between and 

within groups is a resource that is progressive for development. (Woolcock & Narayan 2000; 

Hanifan 1916) Good social relations may guard a society against poverty and social gaps 

since the well being of others is important for individuals from different groups. 

  

Poor countries often face challenges of social conflicts and political instability, which lead to 

slower rate of investment in physical and human capital (Benhabib & Rustichini 1996). This 

could be explained by the social concept theory constructed by Benhabib and Rustichini 

(1996). Their concept is structured by a game-theoretic model of conflict between social 

groups and the distribution of income between them. A situation of low wealth implies low 

economic growth and unwillingness to redistribute the resources between the groups. That 

implies that when one social group consumes there is less to consume for other groups. This 

weakens the incentives to save because momentary consumption is preferred. The result is 

capital depletion. The conclusion is that social tensions have a detrimental effect on 

economic growth, and that inequalities in a society do not lead to sustainable accumulation of 

capital. The reason for the latter conclusion is that disadvantaged groups will take actions or 

practice pressure to redistribute resources, which discourage domestic investment. (Benhabib 

& Rustichini 1996). 

  

Further a high degree of ethnic tensions can imply a low degree of trust between different 

ethnolinguistic groups. If the degree of trust is low, it can further mean that it is difficult to 

reach a consensus about the distribution and type of public goods that are needed in a society 

(Easterly 2001a). The level of trust has a significant relationship on the intensity of fighting 

in a specific county (Rohner et al. 2013) 
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4. Previous literature 
The literature review will begin in the area of political instability7 since the concept of ethnic 

tension can be seen as a component in a country’s ability to obtain political stability. Political 

stability is also an important feature for a country when developing. The second section in 

this chapter regards ethnic diversity and its implications for a country. Since ethnic tensions 

are built on the notion that ethnic diversity is evident, this is an important part of the research 

to analyses. The chapter will end with the research considering especially at ethnic tensions 

impact on economic development.  

4.1 Political instability and its negative implications 
Political instability and its impact on economic growth were analysed by Alesina et al., 

(1996). The report used a panel data set over 113 countries, which expended over the years 

1950 to 1982. Their conclusion was that there is a negative relationship between political 

instability and economic growth. According to their results, the conclusion holds for both 

abrupt changes, such as military coups, and for constitutional changes, such as democratic 

elections. Gyimah-Brempong and Traynor (1999) confirm that political instability has a 

negative impact on economic growth in Sub-Saharan Africa, particularly because it reduces 

the long-run capital accumulation. The study uses panel data for 39 Sub-Saharan African 

countries from 1975 to 1988. Their measure of political instability is particularly interesting. 

It is comprehensive and includes factors such as coups d'états8, guerrilla warfare, secession 

movements, political assassinations, revolutions and riots. A study performed by Okafor 

(2017) identifies the same relationship between political instability and economic growth in 

the Economic Community of West African States (ECOWAS). Okafor executed a panel data 

analysis using fixed effect on a sample of 15 ECOWAS countries for the period 2005 to 

2012. Political instability was proxied with terrorism and the model included variables such 

as poor governance, social unrest, youth unemployment, death rate and natural resource rents. 

 

Busse and Hefeker (2007) analysed the relations between political instability, institutions and 

foreign direct investment (FDI) for a sample of 83 developing countries covering a period of 

time between 1984 and 2003. The conclusion confirms that political instability and quality of 
                                                
7 Political instability is defined as situations, activities or patterns of political behavior, which threaten to change 

or actually change the political system in a non-constitutional way (Gyimah-Brempong, and Traynor, 1999). 
8 Coups d'états implies a sudden overthrow of a government by illegal force (Encyclopaedia Britannica 2017).   
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institutions matter for multinational corporations when these consider investment in a foreign 

country. The analysis detects a significant relationship between government stability, 

religious tensions and democratic accountability. Furthermore, the results demonstrate that 

government stability, internal and external conflicts, law and order, ethnic tensions, 

bureaucratic quality, corruption and democratic accountability have a considerable impact on 

FDI in developing countries. Asiedu (2002) analysed whether these factors affect countries in 

Sub-Saharan Africa differently. The conclusion is that countries in Sub-Saharan Africa attract 

less FDI compared to non-Sub-Saharan countries. The results indicate that higher return on 

capital and investment in infrastructure have a positive impact for countries whom are not 

placed in Sub-Saharan Africa, but no effect for countries in Sub-Saharan Africa. 

4.2 Ethnic diversity and its implications 

Easterly and Levine (1997) established a negative relationship between ethnic diversity and 

economic growth. Their study established Sub-Saharan Africa’s slow economic growth, 

between 1960 and 1990, as being associated with low schooling, political instability, 

underdeveloped financial systems, distorted foreign exchange markets, high government 

deficits, and insufficient infrastructure. They further specified ethnic diversity as a significant 

part of the explanation for these characteristics. Based on the results, Easterly and Levine 

argue that Africa's slow growth and low-income levels are consequences of its high level of 

ethnic diversity. The argument is that ethnic diversity fuel rent seeking behaviour, which 

decreases the consensus for distributions of public goods. This creates long-run growth 

tragedies. Several scholars have demonstrated the negative relationship between ethnic 

diversity and economic growth. Montalvo and Reynal-Querol (2005) confirmed the 

connection in a study including 138 countries. Variables such as revolutions or coups per 

year, proportions of assassinations, degree of school enrolment, civil war, ethnic religious 

polarization9 and ethnic religious fractionalization10 were included. Their study demonstrated 

that an increase in social polarization has a detrimental impact on investment and increases 

the incidence of war, which affects economic growth negatively.  

 

                                                
9 Ethnic religious polarization is defined as a context in which the government tend to focus on redistribution on 

their own group, leaving others with less (Montalvo & Reynal-Querol 2005). 
10 Ethnic religious fractionalization is defined as the probability that two randomly selected individuals belongs 

to different ethnolinguistic groups (Montalvo & Reynal-Querol 2005). 
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Alesina et al. (1999) analysed the relationship between ethnic fractionalization and spending 

on productive public goods in the United States. The conclusion is that ethnic fragmentation 

causes lower tax revenues and less spending on public goods. The relationship holds after 

being controlled for other socioeconomic and demographic determinants, such as income per 

capita, city size, educational accomplishment, income equality and age structure. Their 

argument is that different preferences lead to less capital being spent on public goods. Other 

scholars have examined the impact of consensus on economic growth. Easterly (2001b) links 

the impact of a middle class consensus as a critical determinant for development. The 

conclusion is that economic development depends positively on a middle class consensus and 

negatively on ethnic fractionalization. Easterly et al. (2006) showed that the degree of social 

cohesion within a country partly determines the strength of institutions, which affect 

economic development. Social cohesion is defined as the “nature and extent of social and 

economic divisions within a society” (Easterly et al. 2006:105). The conclusion is that social 

cohesion is particularly affected by initial inequality and ethnolinguistic fractionalization. 

 

Bluedorn (2001) extended the study conducted by Easterly and Levine and analysed what 

impact ethnic diversity11, democracy and the interaction between these two, have on 

economic growth. The study declares that democracy has a positive role in softening the 

negative growth effects of ethnic diversity. This equates to what Collier (2001) concludes. 

Ethnic fractionalization is not a problem in democracies but can be damaging for economic 

development in a dictatorship. Collier further distinguishes between ethnic fractionalization, 

which implies several small ethnic groups, and dominance, which indicates one ethnic group 

in majority. The conclusion is that countries with one dominant ethnic group are likely to 

have worse economic performance than fractionalized societies. In addition, fractionalized 

societies are safer compared to dominant, which has an increased risk of conflict. Collier 

agrees with research showing that ethnic fractionalization implies poor public sector 

performance but argues that this is offset by better performance in the private sector. 

 

Easterly (2001a) analysed whether institutions can resolve ethnic conflicts. He used data for 

the United States and concluded that institutional factors’ interaction with ethnic diversity 

affect whether ethnic tensions result in destructive conflicts. Furthermore the results showed 

that when institutions are weak, ethnic diversity has a more negative effect on economic 

                                                
11 Ethnic diversity was defined as ethnolinguistic fractionalization. 
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policy. High degrees of ethnic diversity in combination with poor institutions affect economic 

growth more negatively. Qualitative institutions eliminate the negative impact of ethnic 

diversity and lower the risk of war. Rohner et al. (2013) further examined the effects of civil 

conflict on social capital. The study focuses on Uganda during the period July to October 

2008. The key finding is that more intense fighting decreases generalized trust and increases 

ethnic identity.  Rohner et al. argue that the process of economic recovery after a conflict is 

slower in ethnic diversified countries. 

 

Guariso and Rogall (2016) stress the significance of economic inequality as a major reason 

for ethnic tensions. The paper investigates whether ethnic representation matters for the 

prevalence of conflicts, meaning that inclusion in constitutive governments reduces the risk 

of tensions. A measure of inequality in rainfall, as an indicator for differences in income, is 

used in order to capture differences between ethnic groups. The study used rainfall data for 

42 African countries from 1982 to 2001. A data set that provides ethnic power relations is 

used as a measure for the relationship between ethnic representation and the risk for ethnic 

conflict. The key message of the report states that there is a strong link between ethnic 

conflict and economic inequality. The result confirms a significant relationship for between- 

group inequalities in rainfall and the prevalence of ethnic conflict. It further states that 

political exclusion from constitutive governments increases the likelihood of tensions. The 

reason for that is that the excluded group experience an economically greater loss due to the 

rainfall compared to the group that have access to the political sphere.  

 

Arin et al. (2017) performed a study analysing how ethnic tensions affect economic growth in 

the short run in the United States. They used monthly data for the period January 1990 to 

May 2001. The results show that ethnic tensions have a negative impact on growth, and that 

these effects are more distinct during recessions. To construct an index for ethnic tension, 

Arin et al. identified the percentage of race-related articles, published in the major 

newspapers in the United States. The percentage was calculated by taking the ratio of articles 

that included the words ”African-American”, ”Hispanic” and ”Race” in combination with 

negative words such as ”Crime”, “Discrimination”, “Illegal Immigration”, “Hate”, “Race”, 

“Tension” and “Violence” to the total amount of articles including the words ”African-

American”, ”Hispanic” and ”Race”. By doing so a time-varying index for ethnic tension was 

constructed. Previous studies have proxied ethnic tension with ethnic polarization and/or 
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fractionalization, which ignore the possibility that ethnic tensions vary over time. Arin et al. 

argue that their study is the first to construct a time-varying index for ethnic tension. 
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5. Data 

This chapter is initiated with a section about the PRS Group (2017b), whom has constructed 

the data for ethnic tension, government stability, democratic accountability, bureaucratic 

quality and internal conflict used in this study. The chapter then continues with a section 

explaining the variables in greater detail and finishes with descriptive statistics over the data. 

 

The PRS Group (2017a) constructs a political risk rating that evaluates the political stability 

of a country. Their political risk rating is based on twelve weighted risk variables that cover 

both political and social aspects. These are Government Stability, Socioeconomic Conditions, 

Investment Profile, Internal Conflict, External Conflict, Corruption, Military in Politics, 

Religious Tensions, Law and Order, Ethnic Tensions, Bureaucratic Quality and Democratic 

Accountability. These variables are given different weight based on their influence on 

political risk. These weights can be seen in Appendix A. The data for the different 

components are gathered through a collection of political information, which are then 

converted into risk points based on a consistent pattern of evaluation. This pattern is based on 

a series of predetermined questions.  

5.1 Variables 
In order to analyse whether ethnic tension has an impact on economic development a number 

of control-variables have been chosen on the basis of previous research and our theoretical 

framework. These are government stability, democratic accountability, bureaucratic quality 

and internal conflict.  

 

The dependent variable in our study is economic development. The data for this variable is 

downloaded from the World Development Indicators, which are obtained from the World 

Bank (2017d). The measure used is GDP per capita, in constant 2010 U.S. dollars. The World 

Bank is an established provider of economic data but the disadvantage of using GDP as a 

measure for economic development is discussed in section 6.2.  

  

The variable ethnic tension measures the degree of tension within a country that stems from 

racial, nationality and/or language disparities. The data for ethnic tension ranges from high 

risk (0), which indicates that ethnic tensions are high, and low risk (6), which implies that 

tensions, even though differences may exist, are minimal. (PRS Group (2017a). This data is 



 
 
 

15 

chosen because it provides a time-varying index for ethnic tension. This is not as time-

consuming as constructing an index in the way Arin et al. (2017) did. Other scholars have 

used ethnic fractionalization or ethnic polarization as a proxy for ethnic diversity and/or 

ethnic tension; these are for example Easterly and Levine (1997), Montalvo and Reynal-

Querol (2005) and Easterly et al. (2006). The implication of these definitions is that ethnic 

tension is assumed to be constant over time (Arin et al. 2017) and therefore it is not used in 

this study.  

  

As mentioned in the literature review section, Alesina et al. (1996), Gyimah-Brempong and 

Traynor (1999) and Okafor (2017) has shown that political instability has a negative impact 

on economic growth. Further, ethnic tensions may result in governmental changes, affecting 

political stability negatively (Alesina et al. 1996). Government stability is therefore an 

important variable in analysing whether ethnic tensions affect economic development. The 

risk rating for government stability ranges from very high risk (0), to very low risk (12), and 

measures the capacity of a government to stay in office and carry out declared programmes. 

Governmental stability consists of three subcomponents; the level of consensus within the 

government and their legislative strength, as well as the level of support from the population. 

(PRS Group 2017a). 

  

A variable for democratic accountability is included in the study because previous research 

has concluded that democracy has a positive role in mitigating the negative effects of ethnic 

diversity on economic growth (Bluedorn 2001), (Collier 2001). The risk rating for democratic 

accountability generates more information in contrast to the use of a dummy-variable for 

democracy. The variable for democratic accountability measures a government’s 

responsiveness to its population and is based on the assumption that the likelihood for a 

government to be overthrown increases the less responsive it is. In order to construct this risk 

rating the PRS Group has defined five types of governance. These are Alternating 

Democracy, Dominated Democracy, De Facto One-Party State, De Jure One-Party State and 

Autarchy, where the lowest risk (6) is appointed Alternating Democracies and the highest 

risk (0) indicates an Autarchy. An Alternating Democracy is defined as a state where an 

administration has not served for more than two consecutive terms, where free and fair 

elections for legislature and executive positions are specified by constitution or statute, where 

there is a feasible opposition and active presence of more than one party. In this type of 

governance there is also evidence of transparency of executive, legislative and judicial 
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committees, an independent legal system and protection of personal liberties through law. In 

an Autarchy the leadership consists of one group or a single person, there are no elections and 

the power has been given either through military force or inherited right. (PRS Group 2017a). 

 

The variable bureaucratic quality measures the strength and quality of institutions, which tend 

to minimize changes of policies when a government shift occurs. The highest risk (0) is given 

to countries where the bureaucracy lacks the strength and expertise to cushion the effect of a 

change in government. In these countries the bureaucracy is not autonomous from political 

pressure or have any established structure for recruitment and training. Instead a change in 

government tends to cause drastic changes in policies or interruptions in governmental 

services. The lowest risk (4) implies that the bureaucracy instead has the strength and 

expertise to govern in these situations and that the bureaucracy is autonomous from the 

government. (PRS Group 2017a). Several studies, such as Easterly et al. (2006), Alesina and 

Ferrara (2005) and Easterly (2001a) have concluded that ethnic diversity affect the quality of 

institutions and therefore it is chosen as a component in this study. 

  

Montalvo and Reynal-Querol (2005) argue that increasing social tensions increase the 

frequency of war, which affect economic growth negatively. A variable for internal conflict is 

therefore chosen for this study. The rating for internal conflict is an evaluation of political 

violence and its actual and potential impact on a country’s government. The rating is based 

on three subcomponents, the level of civil war/coup threats, terrorism/political violence and 

civil disorder. Countries with no armed or civil opposition and where the government does 

not use any arbitrary violence, direct or indirect, against its population are given the lowest 

risk (12). The highest risk (0) is given to a country involved in an on-going civil war. (PRS 

Group 2017a). The rating for internal conflict was partly chosen because of its simplicity. 

Other data sets that report about conflict, such as Uppsala Conflict Data program, are more 

complex and required a lot of time to acquire. By using the PRS Group’s risk rating for 

internal conflict the possibility to only obtain internal conflicts increased. This is an 

advantage since it is these conflicts, such as civil war, that previous research indicates to be 

more correlated with ethnic tension. 
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5.2 Descriptive statistics 
In table 1 the abbreviations for the variables that are used throughout the last chapters are 

presented. 

 

Table 1 – Model Abbreviations 

Variable Abbreviation Description of Variable 

LGDP Logarithmic GDP per capita, in constant 2010 US $ 

LGDP(-1) Logarithmic and lagged GDP per capita, in constant 2010 US $ 

ETHNIC Ethnic tension, where 0 = high risk; 6 = low risk 

GOVER Government stability, where 0 = high risk; 12 = low risk 

DEM Democratic accountability, where 0 = high risk; 6 = low risk 

BURE Bureaucratic quality, where 0 = high risk; 6 = low risk 

INTER Internal conflict, where 0 = high risk; 12 = low risk 

Note: This table shows the abbreviations for the variables that are used throughout the regression 

models, where ETHNIC, GOVER, DEMO, BURE and INTER are measured according to a risk 

rating. 
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Table 2 presents the descriptive statistics of the dependent and the explanatory variables. 

GDP is expressed in natural logarithm in order to minimize problems with heteroscedasticity. 

Since the explanatory variables, ETHNIC, GOVER, DEM, BURE and INTER are an index 

ranging from 0, these are not expressed in natural logarithms. Table 2 shows that our data 

contain countries with low as well as high risk ratings for ethnic tension, government 

stability, democratic accountability, bureaucratic quality and internal conflict. 

 

Table 2 – Descriptive Statistics 

 Mean Median Standard 

Dev. 

Maximum Minimum 

LGDP 6.8978 6.7578 0.9999 9.3848 4.7487 

ETHNIC 3.2559 3.0000 1.2272 6.0000 0.0000 

GOVER 7.5663 7.6667 2.2905 11.5833 1.0000 

DEM 2.9664 3.0000 1.1882 5.5000 0.0000 

BURE 1.4270 1.2926 0.8897 4.0000 0.0000 

INTER 7.8240 8.0625 2.2648 12.0000 0.1667 

Note: This table shows descriptive statistic of the data. LGDP are expressed in natural logarithm and 

the number of observations for all variables is 1004. 
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Table 3 shows a correlation matrix. High pair-wise correlations among the variables are a 

sign of multicollinearity. When estimating with high multicollinearity, the OLS estimators 

have large variances and covariances, which complicates the possibility to obtain precise 

estimations. Gujarati and Porter (2009) suggest a rule of thumb for detecting 

multicollinearity, which states that correlations above 0.8 can be considered a serious 

problem. 

Table 3 – Correlation Matrix 

 LGDP ETHNIC GOVER DEM BURE INTER 

LGDP 1.0000      

ETHNIC 0.2696 1.0000     

GOVER 0.2139 0.3011 1.0000    

DEM 0.1801 0.2742 0.2345 1.0000   

BURE 0.4737 0.2545 -0.0041 0.2472 1.0000  

INTER 0.2521 0.6112 0.4546 0.4198 0.2032 1.0000 

Note: This table shows a correlation matrix, which describes the pair-wise correlation between the 

variables. 

  

The correlation between ETHNIC and INTER is measured to 0.6112 and is the strongest 

correlation. This matches previous research that claims that a high level of ethnic tension 

increases the probability of civil war.  The correlations of the other variables are all under 

0.5, which do not indicate multicollinearity.  
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6. Methodology 
This chapter will present the econometric method that has been used for this study, followed 

by a short section that discusses the disadvantages of the used methods and the chapter 

finishes with the hypotheses for our regression. 

  

The data set that has been used in this study is constructed over 35 African countries and 

extends over thirty years, 1985 to 2014. The advantage of using panel data is that it provides 

more information and variability, and less collinearity among variables. Further it is an 

advantage that the techniques of panel data can take heterogeneity, which is bound to be in 

data that relates to countries over time, into account by allowing for subject-specific 

variables. Using panel data is better suited for this study since it allows for detection and 

measurement of effects that cannot be observed in pure cross-section or time-series data. 

(Baltagi 2001). An alternative to panel data could have been to use an aggregated version but 

this would not have minimized the bias in the same way as panel data does. (Gujarati & 

Porter 2009). Our data set is defined as an unbalanced panel because all countries do not have 

the same number of observations. Since the number of time periods is greater than the 

number of cross-sectional subjects it is considered a long panel. This can affect the estimating 

techniques, which has been taken into account. (Gujarati & Porter 2009). 
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6.1 Regression methods 
Baltagi (2001) states that the assumption that the regression disturbances are homoscedastic 

may be restrictive for panels. Assuming homoscedasticity when heteroscedasticity is present 

will result in estimates that, although they are still consistent, are inefficient and the standard 

errors will be biased. Therefore, heteroscedasticity-corrected standard errors are used in all 

regression models. The model estimated intend to explain how economic growth is affected 

by ethnic tension. The control-variables are then introduced to test the robustness of the beta-

coefficient for ethnic tension. The complete model is as follows: 

 

𝐿𝐺𝐷𝑃!" = 𝛼! +  𝛽!𝐿𝐺𝐷𝑃 −1 !" +  𝛽!𝐸𝑇𝐻𝑁𝐼𝐶!" +  𝛽!𝐺𝑂𝑉𝐸𝑅!" +  𝛽!𝐷𝐸𝑀!" +  𝛽!𝐵𝑈𝑅𝐸!"
+  𝛽!𝐼𝑁𝑇𝐸𝑅!" +  𝜀!" 

 

Where i and t are indexes for country and time and LGDP and LGDP(-1) are expressed in 

natural logarithms. We assume that LGDP is dependent on the previous year's GDP per 

capita, therefore a lagged version of this variable is included, LDPG(-1). In the estimation 

process the variables was included according to the models below: 

 

Model 1: 𝐿𝐺𝐷𝑃!" = 𝛼! +  𝛽!𝐿𝐺𝐷𝑃 −1 !" +  𝛽!𝐸𝑇𝐻𝑁𝐼𝐶!" +  𝜀!" 

 

Model 2: 𝐿𝐺𝐷𝑃!" = 𝛼! +  𝛽!𝐿𝐺𝐷𝑃 −1 !" +  𝛽!𝐸𝑇𝐻𝑁𝐼𝐶!" +  𝛽!𝐺𝑂𝑉𝐸𝑅!" +  𝜀!" 

 

Model 3: 𝐿𝐺𝐷𝑃!" = 𝛼! +  𝛽!𝐿𝐺𝐷𝑃 −1 !" +  𝛽!𝐸𝑇𝐻𝑁𝐼𝐶!" +  𝛽!𝐺𝑂𝑉𝐸𝑅!" +  𝛽!𝐷𝐸𝑀!" +  𝜀!" 

 

Model 4: 𝐿𝐺𝐷𝑃!" = 𝛼! +  𝛽!𝐿𝐺𝐷𝑃 −1 !" +  𝛽!𝐸𝑇𝐻𝑁𝐼𝐶!" +  𝛽!𝐺𝑂𝑉𝐸𝑅!" +  𝛽!𝐷𝐸𝑀!" +

 𝛽!𝐵𝑈𝑅𝐸!" +  𝜀!" 

 

Model 5: 𝐿𝐺𝐷𝑃!" = 𝛼! +  𝛽!𝐿𝐺𝐷𝑃 −1 !" +  𝛽!𝐸𝑇𝐻𝑁𝐼𝐶!" +  𝛽!𝐺𝑂𝑉𝐸𝑅!" +  𝛽!𝐷𝐸𝑀!" +

 𝛽!𝐵𝑈𝑅𝐸!" +  𝛽!𝐼𝑁𝑇𝐸𝑅!" +  𝜀!" 

 

The first regression method used was pooled OLS. This procedure pools all observations and 

processes it as a cross-section. When using this method we assume that there are no distinct 

differences between the countries. If there are country-specific aspects that influence 

economic growth these will be included in the error term. (Gujarati & Porter 2009). Our 
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results indicated positive autocorrelation and therefore we adjusted the pooled OLS 

estimations of first-order autoregressive scheme, AR(1). The presence of autocorrelation, 

when estimating through OLS, results in coefficients that, although they are unbiased and 

consistent, are inefficient (Gujarati & Porter 2009). In order to test the results from the pooled 

OLS we allowed for heterogeneity among countries by using the fixed effect model. To 

decide whether a fixed or random effect model was appropriate we performed a Hausman 

test. The null hypothesis in this test is that the heterogeneity between the countries is 

uncorrelated with the regressors. This hypothesis was rejected and therefore the random 

effect model was not appropriate. The fixed effect model allows for heterogeneity by giving 

each country its own intercept. (Gujarati & Porter 2009).  

 

During the execution of this thesis we have followed the ethical guidelines established by the 

Swedish Research Council. According to the Swedish Research Council it is important to 

critically analyse gathered data and present methods and results. (Gustafsson et al. 2011). The 

specific data set used in this study is available upon request.  

6.2 Criticism of method 
One common critique of the usage of GDP as a measure of economic development is that 

economic data on an aggregated level does not explain how economic development affect 

individuals in the countries studied (Gujarati & Porter 2009). It is further difficult to 

accurately sum up all goods and services. However it is a good indicator for whether an 

economy is expanding or contracting. (OECD Observer. December 2004-January 2005). We 

have noticed in our work with this thesis that it is hard to find other measures for ethnic 

tension. This may be a consequence of the complexity in the measurement of emotions. 

Ethnic tension is a measure of civilians’ feelings towards each other. It is therefore important 

to distinguish that the data for ethnic tension might not provide completely accurate 

information about the extent of ethnic tensions in the area studied.  

 

The data set used in this study does not include those African countries where data is not 

available to the extent needed. It is important to remark that the loss of these countries might 

not be random. For example, countries in an on-going conflict might not have the opportunity 

or the preference to provide data (Gujarati & Porter 2009). If the missing data is not random 

it affects how the results can be applied to Africa as a whole. 
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6.3 Hypotheses 
Based on previous research and theory we formulate hypotheses regarding the estimates. In 

table 4 the expectations for each explanatory variable on GDP per capita are presented.  

 
Table 4 – Hypotheses 

Explanatory Variable Effect on GDP per capita 

ETHNIC + 

GOVER + 

DEM + 

BURE + 

INTER + 

Note: This table shows the hypotheses for this study. The expectation for all estimates is that a 

decrease in risk increases GDP per capita.  

 

In accordance to previous research the hypothesis is that an increase in ETHNIC, implying a 

decrease in ethnic tensions, will have a positive effect on LGDP. Furthermore the expectation 

for GOVER, DEM, BURE and INTER is that an increase in risk rating, implying an increase 

in government stability, democratic accountability, bureaucratic quality and a decrease in 

internal conflict, increases LGDP. 
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7. Results 
In this chapter the result of the econometric model will be displayed. The first section 

presents the econometric results and the second section analyses these results. 

7.1 Econometric results 
Table 5 show the result from the pooled OLS estimations adjusted of first-order 

autoregressive scheme. The beta-coefficient for ETHNIC is significant on a five percent level 

in model 1 and 2. In model 3 and 4, the coefficient for ETHNIC is significant on a ten percent 

level. The beta-coefficients for GOVER and DEM are significant on a one percent level in all 

models in table 5. BURE is consistently insignificant when pooled OLS is used. It is 

nevertheless included in the model because of its economic significance. To examine the 

reasoning behind this, see section 5.1.  

 

Economic development is affected positively by an increase in risk rating for all variables. 

An increase in ETHNIC, implying a decrease in ethnic tension, affects LGDP positively. An 

increase in the risk rating for ETHNIC by one unit indicates an average increase in LGDP by 

1.1 percent in model 1. The beta-coefficient for ETHNIC decreases as each control-variable 

is included. Model 4 suggest that an increase in ETHNIC imply an average increase in LGDP 

by 0.59 percent. Model 5 has been excluded because ETHNIC is insignificant in this model, 

however it can be seen in Appendix B.  

 

The multiple coefficient of determination, adjusted R2, is high for all models. In model 1 the 

coefficient of determination is 0.9966, indicating that LGDP(-1) and ETHNIC explains 

LGDP to a high degree. We executed a regression with only ETHNIC as an explanatory 

variable and the coefficient of determination for this regression was 0.067. This indicates that 

LGDP(-1) explains LGDP to a high degree in Africa. 
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Table 5 - Results from Pooled OLS Estimations, Adjusted for AR(1) 
 

(1) (2) (3) (4) 

LGDP(-1) 0.9943*** 0.9927*** 0.9922*** 0.9913*** 
 

(0.0039) (0.0036) (0.0036) (0.0036) 

ETHNIC 0.0109** 0.0078** 0.0061* 0.0059* 

 (0.0043) (0.0034) (0.0034) (0.0033) 

GOVER 
 

0.0068*** 0.0063*** 0.0064*** 
  

(0.0020) (0.0018) (0.0018) 

DEM 
  

0.0078*** 0.0075*** 
   

(0.0028) (0.0028) 

BURE 
   

0.0023 
    

(0.0031) 

INTER 
    

     

Adj. R2 0.9966 0.9967 0.9968 0.9968 

Obs. 969 969 969 969 

Note: This table shows the result from the pooled OLS estimation, adjusted of first-order 

autoregressive scheme. ***, ** and * represent the different levels of significance 1, 5 and 

10 percent. The standard deviation for each coefficient is presented in the parentheses. 

 

The result from the fixed effect estimations is presented in table 6. The estimates are adjusted 

of first-order autoregressive scheme. The significance levels for the beta-coefficient for 

ETHNIC has not changed compared to the estimations contained through pooled OLS. In 

model 1 and 2 the coefficient is significant on a five percent level and in model 3 and 4 the 

significance level is ten percent. The beta-coefficient for GOVER and DEM are still 

significant on a one percent level in all models. BURE continues to be insignificant in model 

4.  
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The estimations obtained through fixed effect indicate the same relationship between 

economic development and ethnic tension, as the pooled OLS estimations. An increase in 

ETHNIC, implying decreases in ethnic tensions, increases LGDP. However, the coefficient 

for ETHNIC has increased compared to the pooled OLS. Model 1 suggests that an increase in 

the risk rating for ETHNIC indicate an average increase in LGDP by 1.6 percent. The 

coefficient decreases as each control-variable are included. Model 4 indicates that an increase 

in ETHNIC increases LGDP by an average of 0.94 percent. Model 5 has been excluded 

because ETHNIC is insignificant in this model, however it can be seen in Appendix C. The 

multiple coefficient of determination is approximately as high as for the results obtained 

through pooled OLS. 

  

Table 6 – Results from Fixed Effect Estimations, Adjusted for AR(1) 
 

(1) (2) (3) (4) 

LGDP(-1) 0.9067*** 0.9140*** 0.9140*** 0.9134*** 
 

(0.0400) (0.0351) (0.0331) (0.0335) 

ETHNIC 0.0162** 0.0125** 0.0095* 0.0094* 

 (0.0074) (0.0059) (0.0053) (0.0054) 

GOVER 
 

0.0064*** 0.0054*** 0.0055*** 
  

(0.0021) (0.0018) (0.0018) 

DEM 
  

0.0131*** 0.0130*** 
   

(0.0042) (0.0042) 

BURE 
   

0.0015 
    

(0.0040) 

INTER 
    

     

Adj. R2 0.9968 0.9969 0.9970 0.9970 

Obs. 969 969 969 969 

Note: This table shows the fixed effect estimations, adjusted of first-order autoregressive 

scheme. ***, ** and * represent the different levels of significance 1, 5 and 10 percent. The 

standard deviation for each coefficient is presented in the parentheses.  
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Overall our results correspond to the hypotheses declared in section 6.3. The fixed effect 

estimations are higher compared to the estimations obtained through pooled OLS, which 

indicates that ETHNIC has a higher impact on LGDP when allowing for country-specific 

characteristics. BURE is consistently insignificant, possible as a result of shortcomings in the 

material. ETHNIC is insignificant when INTER is included in model 5, which may be a 

result of multicollinearity. In section 5.2 we discussed that the correlation between ETHNIC 

and INTER is 0.6112, which do not indicate problems with multicollinearity. However, 

although high correlations may suggest multicollinearity, they are not necessary high when 

multicollinearity is present (Gujarati & Porter 2009). Further, our estimations have fairly 

large variances, which could be a consequence of multicollinearity. In the next section we 

analyze our result, which indicate that ethnic tension has a negative impact on economic 

development.  

7.2 Analysis of the results  
Easterly and Levine (1997) argued that ethnic diversity was a contributor to Africa’s historic 

slow economic growth. We suggest that it is not ethnic heterogeneity but tensions between 

groups that inhibit economic development. The results of our estimations confirm that a 

decrease in ETHNIC, implying an increase in ethnic tensions, decreases LGDP.  

 

The negative impact of ethnic tension on economic development may be a result of a low 

degree of social cohesion within societies. Easterly et al. (2006) argue that the degree of 

social cohesion affects the quality of institutions, which has a negative impact on economic 

development. Ethnic tensions weaken the degree of social cohesion within a population and 

decrease the willingness to share public goods. Further, Alesina et al. (1999) argue that ethnic 

diversity causes lower tax revenues and less spending on public goods. The conclusion of 

Alesina et al. implies that tensions between groups should affect spending on public goods. 

When groups have different preferences, the spending on public goods is likely to be lower 

than when groups have similar preferences.  

 

When tensions between groups exist the preferences are likely to be in contrast to what the 

opposite group prefer. For example, assume that an upgrade in infrastructure is planned. If 

two different ethnic groups, A and B, live in different neighbourhoods they are likely to 

desire the upgrade in their own neighbourhood. If there are tensions between the groups, the 
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likelihood for differences in preferences is higher. Further, it might be in group A’s 

preference that group B does not acquire access to the upgrade. If group B in this situation is 

benefited, tensions between the groups are likely to increase. The government’s best-case 

scenario is therefore to do nothing. The result is lower spending on public goods and 

weakened economic development.  

 

The situation in Sudan can exemplify the importance of social cohesion for an economy’s 

ability to develop. One of the main contributors to the conflict was competition over the 

extraction of oil. The oil reserves are in South Sudan but the pipelines that enter the Red Sea 

are situated in Sudan. (Landguiden 2017c). If South Sudan and Sudan were willing to share 

the benefits of the oil the conflict might not have occurred and economic development would 

not have been disrupted. Further, in South Sudan, tensions between the groups, Dinkas and 

Nuers, has resulted in conflict (Daleke 2016). If these groups would reach a consensus about 

political policies that encourage improved standards of living and more qualitative 

infrastructure, economic development would boost. 

 

The social concept theory constructed by Benhabib and Rustichini (1996) implies that 

individuals in societies with low-income levels compete for limited resources. When tensions 

are present, the competition for resources will be higher since there is less solidarity in the 

society. Groups will compete for resources and as a result momentary consumption will be 

preferred. The consequence is weakened rate of savings, resulting in depreciated capital 

accumulation. This has detrimental effects on long-run economic development. Since several 

countries in Africa are challenged by inequality between the wealthiest and the poorest part 

of the population (World Bank 2017a), one can assume that the sensitivity for tensions and its 

negative impact on economic development is high.  
  

O’Loughlin et al. (2012) argue that ethnic leadership is a common aspect in regimes in Sub-

Saharan Africa. In this type of leadership, the group that is represented in the government 

receives a higher share of resources compared to the unrepresented group. When tensions are 

prevalent in a country there is a risk that groups will attempt to gain access to governmental 

positions to exclude opposite groups. This implies that ethnic leadership may be a result of 

tensions. Ethnic leadership is negative for growth, since leaders create policies that increase 

their support without considering implications on economic development. Ethnic leadership 

further implies that competition between ethnic groups increases. This results in the situation 
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illustrated by the social concept theory described above. Tensions between groups are likely 

to increase as a result of unequal resource allocation. Easterly (2001b) argues that societies 

with ethnic leadership are ineffective because governments are unlikely to invest in programs 

that benefit the human capital of the entire population. Advancements in human capital 

would increase the power of the majority and thereby decrease the power of the elite group 

represented in the government. 
  

Another aspect of ethnic leadership is that marginalized groups will be more vulnerable in 

times of recessions, since they are excluded from social services and have fewer 

opportunities to alternate between jobs. That might result in increased unemployment, and 

cause negative effects on long-term economic development. In South Africa the 

unemployment rate is highest in the world, and research states that this could be a result of 

segregation between different ethnic groups (Kingdon & Knight 2001). 

 

An additional dimension of the negative relationship between ethnic tensions and economic 

development is tensions impact on foreign direct investment. Tension between ethnic groups 

is likely to cause political instability. Political instability inhibits the willingness for foreign 

corporations to invest. Busse and Hefeker (2007) argue that foreign direct investment is a 

necessary source of income, especially for developing countries, and the importance to 

prevent tensions in order to attract FDI is therefore high. According to the OECD the 

progressive growth in West Africa was mainly benefited by foreign direct investment. 

(OECD 2016). Further, Gyimah-Brempong and Traynor (1999) argue that political instability 

has a negative impact on economic development in Sub-Saharan Africa by reducing the long-

run capital accumulation.  

 

Both Bluedorn (2001) and Collier (2001) argue that democracy has a softening effect on the 

negative impact of ethnic diversity on economic development. We suggest that this softening 

effect rather decrease the likelihood of ethnic tensions to arise. The foundation of democracy 

is built on social equality, which implies that many democracies work towards treating all of 

their citizens equally. The implication of this is that the impact of ethnic tension on economic 

development should be mitigated. When tensions arise in a neighbourhood, a government 

that considers its citizens equal will try to resolve the issues leading to tensions. This 

decreases the likelihood for a high level of ethnic tension and reduces its negative impact on 

economic development. A system of democratic accountability is important in order to ensure 
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equal allocation of resources, guarantee a representative division of ethnic leaders in 

governmental positions and human rights. All these factors are necessary to prevent tensions 

and promote economic development.  

 

Communities characterized by tensions have less generalised trust and an increased ethnic 

identity (Easterly 2001a). Trust within and between ethnic groups is necessary for the social 

capital. In Tanzania, the level of trust is high and further, the degree of ethnic identity is low 

(Höglund 2016d). This facilitates cooperation and results in few conflicts due to ethnic 

divides. That enables the possibility to reach consensus for political policies necessary for 

progressive long-term growth. The level of trust is related to the intensity of fighting (Rohner 

et al. 2013). Therefore, one can assume that a country with a history of civil war, also 

struggles with a weakened level of trust between ethnic groups. This obstructs the 

possibilities for successful cooperation and increases the risk for continuous tensions, which 

affect the ability to develop economically.  
 

The African continent has a history of civil wars (Collier 2001) stemming from ethnic 

tensions. A history of war may injure the social cohesion within a population resulting in 

polarization and inequality. Polarization can further increase the likelihood for continuous 

war due to mistrust between groups and poor standards of living. Consequently, there is a risk 

that a circular pattern of polarization, ethnic tensions and civil war arises. Such a pattern is 

necessary to prevent since it has detrimental effects on economic development. 
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8. Conclusion 

Our estimations confirm that ethnic tension has a negative impact on economic development. 

The negative relationship is partly a result of decreased capital accumulation, hindering the 

long-term economic development. When groups compete for limited resources, momentary 

consumption is preferred leading to a weakened rate of savings. This is particularly damaging 

in countries with low-income levels. Corporations are less likely to invest in countries where 

ethnic tensions and political instability is prevalent. This decreases foreign direct investment, 

which is an important source of income for developing countries. Further, tensions between 

groups inhibit human capital due to a loss of potential innovation and knowledge. Ethnic 

tensions decrease the level of trust and impair the social cohesion within a society. This 

decreases the possibility to reach consensus regarding political policies, which leads to less 

spending on public goods. The result is weakened economic development. 

8.1 Policy implications 
In order to prevent tensions to arise and encourage progressive economic development, it is 

important that African countries implement policies that encourage rights for minorities and 

other marginalized groups in the society. Further, ethnic representation in governmental 

positions is important in order to ensure equal distribution of aggregated resources. Economic 

development will not be sustainable if one group is excluded from consumption of social 

services and protection from legal rights.  

8.2 Further Research 
Our study implies that ethnic tension should have a larger impact on economic development 

in countries with low-income levels. Therefore, it can be considered interesting to compare 

the impact of ethnic tensions in low-, middle- and high-income countries. This study did not 

include all African countries, which may have caused inconsistency of the results. Therefore, 

it would be interesting to execute a study involving all African countries analysing the 

relationship between ethnic tension and economic development. Further, this thesis only 

includes one measure for ethnic tension because of the limited availability. It would therefore 

be interesting to perform a study with several measures for ethnic tension and examine 

whether the results change depending on the method of measurement. 
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Appendix A 
The Components of Political Risk and their Individual Weight 

Component Points (max.) 

Government Stability 12 

Socioeconomic Conditions 12 

Investment Profile 12 

Internal Conflict 12 

External Conflict 12 

Corruption 6 

Military in Politics 6 

Religious Tension 6 

Law and Order 6 

Ethnic Tension 6 

Democratic Accountability 6 

Bureaucracy Quality 4 

Total: 100 

Note: This figure shows the components of political risk and their individual weight. Source: The PRS 

Group, 2017. 

 

Government stability, socioeconomic conditions, investment profile, internal conflict and 

external conflict are given a higher weight than corruption, military in politics, religious 

tensions, law and order, ethnic tensions, bureaucratic quality and democratic accountability 

because these are expected to have a greater impact on political risk. As can be seen in the 

table above the total score for political risk is 100 points. The scores range from 0 to 100 

points for each country individually. Scores between 80 to 100 points indicate very low risk 

and 0 to 49.9 very high risk. The components that aggregated comprise into political risk are 

appointed risk points between zero, which implies the highest potential risk, and the highest 

number of points, which is their individual weight within political risk. For example, zero 

implies high potential risk for ethnic tensions and six implies the lowest potential risk for 

tensions between ethnicities. (The PRS Group. 2017) 
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Appendix B 
Results from Pooled OLS Estimations, Adjusted for AR(1) 

 

(1) (2) (3) (4) (5)  

LGDP(-1) 0.9943*** 0.9927*** 0.9922*** 0.9913*** 0.9912***   

 (0.0039) (0.0036) (0.0036) (0.0036) (0.0036)   

ETHNIC 0.0109** 0.0078** 0.0061* 0.0059* 0.0031   
 

(0.0043) (0.0034) (0.0034) (0.0033) (0.0031)   

GOVER 
 

0.0068*** 0.0063*** 0.0064*** 0.0056***  
 

  

(0.0020) (0.0018) (0.0018) (0.0016)  
 

DEM 
  

0.0078*** 0.0075*** 0.0061** 
  

   

(0.0028) (0.0028) (0.0029) 
  

BURE 
   

0.0023 0.0019   
    

(0.0031) (0.0030)   

INTER 
    

0.0034* 
  

     

(0.0020) 
  

Adj. R2 0.9966 0.9967 0.9968 0.9968 0.9968   

Obs. 969 969 969 969 969   

Note: This table shows the result from the pooled OLS estimation, adjusted of first-order 

autoregressive scheme. ***, ** and * represent the different levels of significance 1, 5 and 

10 percent. The standard deviation for each coefficient is presented in the parentheses. 
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Appendix C 
Results from Fixed Effect Estimations, Adjusted for AR(1) 

 

(1) (2) (3) (4) (5) 

LGDP(-1) 0.9943*** 0.9927*** 0.9922*** 0.9913*** 0.9912*** 

 (0.0039) (0.0036) (0.0036) (0.0036) (0036) 

ETHNIC 0.0109** 0.0078** 0.0061* 0.0059* 0.0031 
 

(0.0043) (0.0034) (0.0034) (0.0033) (0.0031) 

GOVER 
 

0.0064*** 0.0054*** 0.0055*** 0.0040** 
  

(0.0021) (0.0018) (0.0018) (0.0017) 

DEM 
  

0.0131*** 0.0130*** 0.0110** 
   

(0.0042) (0.0042) (0.0043) 

BURE 
   

0.0015 0.0005 
    

(0.0040) (0.0041) 

INTER 
    

0.0057*** 
     

(0.0021) 

Adj. R2 0.9968 0.9969 0.9970 0.9970 0.9970 

Obs. 969 969 969 969 969 

Note: This table shows the fixed effect estimations, adjusted of first-order autoregressive 

scheme. ***, ** and * represent the different levels of significance 1, 5 and 10 percent. The 

standard deviation for each coefficient is presented in the parentheses.  

 


