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Abstract: This paper provides robust evidence on feedback effects of violent conflicts on firm 

growth. It uses South Asian firm level data that contain rare employment information on countries 

that experience severe conflicts. We show that firm growth exists in conflict areas. Yet, there are 

fewer expanding firms. They tend to grow slower than firms in other countries in the region, and 

firms that shed staff decline faster. Particularly firms in urban conflict areas were performing less 

dynamically. The results point at severe investment climate issues in conflict countries, which 

imply a lower degree of industrial and productivity dynamics in afflicted regions. 
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1. Introduction 

The destructive and lasting effects of violent conflicts are well documented. Inter alia, these 

comprise high economic costs and a poor performance in social and poverty indicators (Collier, 

1999; Collier and Hoeffler, 2007; Imai and Weinstein, 2000). Conflicts afflict economic growth. 

Collier and Hoeffler (2006) find that one year of conflict on average reduces a country‟s growth rate 

by approximately 2.2%. This paper tests if the lower economic performance translates to poorer 

employment performance at the micro level. While this may sound intuitive, the distribution of firm 

growth rates changes surprisingly little with the overall macro-economic performance. Over the 

business cycle the functional form remains the same, even if the moments of the distribution tend to 

have cyclical patterns (e.g., Coad and Hoelzl, 2010; Hoelzl, 2009). The establishment of a systemic 

link between being located in a conflict area and firm growth shows the deep economic impact of 

conflicts. Previous evidence on employment dynamics in conflict areas, let alone firm growth, is to 

our knowledge not available. This might be due to the lack of firm level data in conflict countries. 

We first propose a negative feedback effect of conflict on firm growth. We will link the 

characteristic of being located in a conflict region to employment growth at the firm level. Firm 

growth literature attempts to establish a link between growth and internal and external aspects of the 

firm. Yet, the approaches are highly fragmented, and an encompassing theory is lacking (e.g., 

Barbero et al., 2011). It is commonly assumed that a worse investment climate hampers firm growth 

through many channels. These include regular violent incidents, capital flight and underinvestment, 

access to infrastructure, direct destruction of capital, increased opportunism as time horizons 

shorten, uncertainty over security concerns, higher levels of corruption, weak factor markets and 
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fewer entrepreneurial opportunities. Also it is likely that economic activities shift from vulnerable 

less vulnerable, perhaps less profitable ones, such as subsistence farming (e.g., Collier, 1999; 

Collier and Hoeffler, 2007). 

Evidence shows that urban economies have been growing significantly faster than their rural 

counterparts, thereby changing the composition of the economy (e.g., Henderson, 2003). This has 

also been confirmed on the firm level for developing economies (e.g., McPherson, 1996). The 

growth differential can be explained from various perspectives. Market size allows for greater 

specialization (Stigler, 1951), agglomeration effects, economies of scale and scope and proximity to 

training and research institution (Glaeser, 1999) may enhance urban growth. Migration to urban 

areas due to higher labor productivity and wages, which in turn fosters growth, as well as it 

increases labor supply (Glaeser and Mare, 2001). 

In countries that are conflict affected socio-economic issues are often concentrated alongside 

the population. While the intensity of conflict seems to be independent from population density, 

rural-urban migration aggravates the situation of urban areas by increasing economic pressures of 

migrants and importing conflict prone ideologies. There is evidence for Pakistan that within country 

migration affects inter-ethnic and sectarian violence, which may also involve state actors and 

worsen the overall investment climate (Rakisits, 2009). We assume a feedback effect of issues of 

urban areas in conflicts countries on their economic performance and firm growth. This leads us to 

our second proposition: Growth differences between conflict and non-conflict countries are largely 

explained by differences in growth rates of urban firms. 

2. Data 

We use rare micro data at the establishment level in conflict countries. The present data set 

draws on a shortened version of the World Bank‟s Enterprise Surveys, whose aim is to generate 

worldwide establishment-level quantitative information. The dataset mainly comprises data that 

were collected in 2010. The present sample comprises a total of 2,746 observations of 

establishments in South Asia, of which 526 were collected in Afghanistan, 482 in India, 440 in 

Pakistan and 484 in Sri Lanka; 250 records were used from Bangladesh. The data set was appended 

by 250 records in Bhutan and 368 in Nepal that were both collected in 2009. 

The survey followed a stratified random sampling strategy. The stratification considers i) firm 

size classes (micro: 1-5, small: 6-19, medium: 20-99, large: >99; large firms were oversampled), ii) 

regions at the district level, and iii) 22 industries (ISIC Rev. 3.1, 2-digit). Some concerns about the 

survey‟s representativeness remain about the Afghan sample, where a total population of firms (e.g., 

census data) is unavailable. The sample for Pakistan is regionally restricted, because enumerators 

could not access the entire country due to security concerns (for further information on the sampling 

strategy, the questionnaires and the micro-data, see www.enterprisesurveys.org). 

The data set contains further information that is relevant to firm growth, such as the location 

and the size of the locality. There is also information whether a firm invested into physical assets 

and its age. The questionnaire considers employment data of the survey year, as well as recall data 

from three years prior to the survey year. Although less information was generated than in the 

World Bank‟s regular Enterprise Surveys, the data at hand has several advantages. First, it contains 

recall data on past employment figures in conflict countries, which allows for an analysis of firm 

growth. Second, the data was collected in the same period; hence it reflects firm performance at the 

same point of international developments. Third, the geographic coverage considers both countries 
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that struggle with severe security situations, and countries in the wider region that do not suffer 

security issues, which in the following are described as countries without a conflict. Yet, the survey 

instrument that was implemented has notable drawbacks. It does not contain enough information to 

conduct a productivity analysis at the firm level. Control variables such as the quality of human or 

physical capital variables were not included in the questionnaire. The data are cross sectional, i.e. it 

is not possible to track firms over time or conduct panel econometrics. 

3. Measurement Issues: Indicators for Conflict and Firm  

To estimate the impact of conflict on the intensity firm growth we face several measurement 

issues. First, we determine what countries are facing extreme security issues. Since there are various 

dimensions to security and conflict, which may express themselves differently, this is not a 

straightforward exercise. We base our appraisal on the UN Security Levels System 

(https://dss.un.org/dssweb/), which provides an objective assessment of the general security and 

threat environment in a region. Threats are defined as armed conflicts, terrorism, crime, civil unrest 

and „hazards‟, both natural events and human caused incidents. The classification gives an overall 

impression of security concerns, and allows for comparisons of the six categories it produces: 

minimal, low, moderate, substantial, high, and extreme. 

The UN describe the whole of South Asia as conflict-ridden, since all countries in the region 

are facing security and conflict issues, however, with to a varying extent. The system identifies 

conflicts in Bangladesh, Bhutan and Nepal as minimal to low; also India is classified as minimal, 

with the exception of the Kashmir region. Sri Lanka is classified as minimal, or in some areas as 

moderate. Notably, the data for Sri Lanka the data was collected after the official end of the civil 

war, when security was less a concern. Also the geographical coverage does not include the regions 

of the island that were most conflict affected. 

Two countries with are heavily affected by security issues and were classified as countries with 

„generalized major threats‟ - Afghanistan and Pakistan. Hence, we grouped Afghanistan and 

Pakistan as conflict countries, and use India, Bangladesh, Bhutan, Nepal and Sri Lanka as the 

control group of countries without security concerns. This pattern is confirmed by data of the 

Department of Peace and Conflict Research of the University of Uppsala (http://www.pcr.uu.se/), 

which found that the fatalities as a share of the population was by far the highest in Afghanistan and 

Pakistan. In particular the Taliban movement in Afghanistan and the Tehrik-i-Taliban in Pakistan 

were identified as the groups that are responsible for most fatalities. Also qualitative reports such as 

the Conflict Barometer of the University of Heidelberg confirm the grouping. 

Next, we define firm growth indicators. The indicator choice is crucial, because it may 

determine the results of the analysis. First, we choose the basis and focus on employment due to its 

great interest to policy makers. South Asia‟s impressive GDP growth of the last decade has created 

employment. Yet, the region requires more jobs to accommodate a young workforce that already 

struggles on the labor market. Current employment rates are low, and given the demographic 

pyramid, the employment situation is expected to worsen since the labor force is forecasted to 

increase significantly by 2050 (Bloom et al. 2010). The need for more jobs emerges in an 

environment which is confronted with a plethora of growth hampering factors, such as 

shortcomings in the investment climate, a lackluster growth performance of small firms that leads to 

the „missing middle‟ phenomenon, issues with the political economy and truncated competition 

(e.g., Friesenbichler, 2011). Notably, an analysis other expansion processes such as sales and net 

https://dss.un.org/dssweb/
http://www.pcr.uu.se/


ISSNs: 1923-7529; 1923-8401  © 2013 Academic Research Centre of Canada 

~ 36 ~ 

 

assets growth may produce different results, because expansion processes are distinct and follow 

different trajectories (e.g., Heshmati, 2001).  

We use data on present employment levels and recall data on past employment levels. The 

employment level E of firm i at time t was obtained from the question, „At the end of fiscal year 

2009/2010, how many permanent, full-time individuals worked in this establishment? Please 

include all employees and managers (permanent, full-time employees are defined as all paid 

employees that are contracted for a term of one or more years and/or have a guaranteed renewal of 

their employment contract and that work 8 or more hours per day)‟. The employment level of the 

base year E(i, t-3) was inquired by asking, „Three fiscal years ago, at the end of fiscal year 

2007/2008 , how many permanent, full-time individuals worked in this establishment? Please 

include all employees and managers.‟ 

This allows for the computation of indicators that are found in firm growth literature. The 

starting point is absolute growth, which serves as the basis for any other indicators and can be 

defined as  

ai,t = (E i,t – E i,t-3)                (1) 

Absolute growth ignores the size of the base year and is biased towards larger firms due to 

their size advantage in expansion processes. Considering the size in the base year, we arrive at 

relative growth rates defined as  

ri,t = (E i,t – E i,t-3) / E i,t-3     (2) 

This indicator is biased towards small firms, because smaller units are much more likely to 

exhibit high rates of proportional growth than large firms (Schreyer, 2000; Acs and Mueller, 2008). 

Hence, the subsequent econometric specification will use a synthetic indicator (Birch 1981) which 

controls for bias towards firm size (e.g., Schreyer, 2000; Hoelzl, 2009). The idea is to control for 

the bias of indictors towards larger or smaller firms by computing the product of absolute and 

relative growth rates. 

gi,t = ((E i,t – E i,t-3)*(E i,t / E i,t-3))     (3) 

The analysis focuses on the growth of existing establishments as part of the overall growth 

dynamics. Similarly, firms‟ expansion strategies may lead to different results: firms can grow from 

within, or through the acquisition of another business. This paper considers organic growth of 

formally registered firms, and excludes mergers and acquisitions. 

We define a series of control variables that are commonly used in firm growth literature (e.g., 

Coad and Hoelzl, 2010). The firm age is calculated as the difference between the survey year and 

the answer to the question „In what year did this establishment begin operations in this country‟. 

The data contains a dummy variable for investments, which is based on the question whether the 

establishment purchased any fixed assets, such as machinery, vehicles, equipment, land or 

buildings. We control for sector (SIC 2 digit) and country effects by dummy variables. 

Dummy variables were used for urban areas, defined as capital cities or localities with more 

than one million inhabitants. This generates four subsamples. In non-conflict region 872 firms were 

located in rural and in 962 urban areas. In the conflict regions 359 were in rural and 607 in urban 

areas. The total sample size is 2,800. 
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4. Distribution of Growth Rates 

The descriptive statistics reveal substantial differences across conflict and non-conflict 

countries (see Table 1). While the median relative employment growth rate is nil for conflict 

countries, establishments in comparison countries reported a median relative growth rate of 11%. 

Similarly different was the mean employment growth rate (48% versus 21%). The distribution of 

firms shows great employment dynamics. In countries with no conflicts, 56% of all firms grew, 

26% were stagnant in size and 18% shed employment. Even in the regions with severe conflicts, 

38% of the interviewed companies reported increases in employment; 36% remained at the same 

size and 26% decreased their employment base. Hence, firm growth exists in conflict environments.  

Table 1. Descriptive statistics 

 
Absolute 

employment 

Absolute 

employment 

t-3 

Relative 

Employment 

growth in % 

Absolute 

employment 

growth 

Firm 

age in 

years 

Share of 

urban 

firms 

Share of 

investing 

firms 

N
o
 c

o
n

fl
ic

t Observations 

(N) 
1,786 1,609 1,600 1,606 1,795 1,795 1,778 

Mean 175 153 0.48 26 18.33 0.53 0.40 

Standard Dev. 591 513 2.02 133 17.63 0.50 0.49 

Median 25 20 0.11 2 14 1.00 0.00 

C
o
n

fl
ic

t 

Observations 

(N) 
934 857 843 856 951 951 944 

Mean 116 104 0.21 10 14.79 0.62 0.46 

Standard Dev. 490 413 0.19 132 14.01 0.49 0.50 

Median 12 12 0 0 8 1.00 0.00 

Source: Enterprise Survey data, The World Bank, www.enterprisesurveys.org, by own calculation. 

Another observation is that growth is not normally distributed. A d‟Agostino skewness and 

kurtosis test of normality rejected the null hypothesis of a normal distribution (see figure 1). This 

supports the observation that statistical outliers make for the bulk of gross job creation, and that the 

distribution of growth rates exhibits „thick tails‟ (e.g., Bottazzi and Secchi, 2006; Coad and Hoelzl, 

2009).  

The 90% (95%) percentile of the distribution of absolute growth rates in countries with 

conflicts made for 92% (82%) of the overall job creation. In countries without conflicts, the top 5 

percentile contributed 66% to gross job formation, and the top 10 percentile for 82%. On the other 

side of the distribution we observe similarly „thick tails‟. The threshold for the 10% percentile in 

conflict countries was a reported by an establishment that shed 10 employees, and the firm at the 

5% percentile shed 30 people. In countries without conflicts these thresholds were at 6 and 19, 

respectively. Hence, decline in absolute numbers occurred at a faster pace in conflict areas, albeit 

firms are on average smaller. Outliers seem to play a greater role in job creation in countries with 

conflicts and a lesser role in job destruction. Yet, these outliers should be interpreted with caution, 

since both extreme firm growth and decreases are a temporary phenomenon. If a firm continues to 

decline or grow for a longer period, it would either exit the market, or theoretically grow to infinity. 

Hence, there are natural limits to growth (e.g., Coad and Hoelzl 2009, Dobbs and Hamilton 2007). 
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Figure 1. Kernel density estimates of logarithmic firm growth rates 

Table 2.  Skewness and kurtosis of firm growth rates 

 
Relative growth rate Absolute growth Birch indicator 

No conflict 
Skewness 19.5 8.7 17.1 

Kurtosis 507.4 149.6 332.2 

Conflict 
Skewness 12.6 6.1 23.3 

Kurtosis 232.1 101.5 611.9 

Rural 
Skewness 12.8 -0.5 24.1 

Kurtosis 211.0 183.9 655.2 

Urban 
Skewness 22.3 7.6 16.4 

Kurtosis 623.9 99.4 303.3 

Source:  Enterprise Survey data, The World Bank, www.enterprisesurveys.org, by own calculation. 

The descriptive statistics show higher growth rates for non-conflict countries. A two sample t-

test with unequal variances showed differences of the Birch indicator that significantly differ from 

nil (p-value: 0.0185); comparable results were obtained for the logarithmic growth rate (p-value: 

0.0000), the absolute growth indicator (p-value: 0.0018) and for the relative growth indicator (p-

value: 0.0009). The latter is particularly intriguing, since firms in conflict countries are smaller, and 

particularly relative growth should be biased towards smaller firms. Non-parametric Fligner and 

Policello (1981) tests confirm these results for all tested indicators (the p-value for each tested 

variable is 0.0000). 

Also other characteristics of interviewed companies differed significantly between regions. 

Establishments in areas with severe security issues were smaller by a median of thirteen employees. 

This is unexpected, because the same sampling strategy was followed for all countries. Put 
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differently, firms in severe conflict regions were only half as big as their counterparts elsewhere. 

Similarly, firms in countries with no conflicts were older by approximately 3.5 years on average, 

with a difference in the median ages of 6 years. T-tests with unequal variances confirm that firms in 

non-conflict countries tend to be larger (p-value: 0.0015) and older (p-value: 0.0764). The data does 

not suggest a substantial difference in investment rates: 40% of the establishments in non-conflict 

regions versus 42% in conflict regions reported investment. 62% of interviewed companies in 

regions with severe conflicts were located in urban areas, as opposed to 53% in countries without 

conflicts. 

The industry composition of fast growing firms does not indicate that firms‟ activities are 

necessarily conflict related. Moreover, manufacturing and construction are prominently represented, 

which belong to activities that Collier (1999) classifies as war-vulnerable. This may be explained by 

a regional peculiarity: these industries grow fast after the end of long wars, and the overthrow of the 

Taliban in Afghanistan might have enabled - despite persistent conflicts - an economic catching-up 

process (e.g., Ulloa, 2008). Also, the data does not contain information about the agricultural sector, 

and hence cannot depict a shift of labor into farming. 

The distribution of growth rates shows that five sectors make for 65% of the firms in the 95%-

percentile. Construction accounts for 17%, other manufacturing for 14%, textiles for 13%, food for 

12% and garments for 9%. Similarly, the 5%-percentile consists of the largely the same sectors: 

textiles (26%), construction (20%), other manufacturing (18%), garments (7%) and machinery and 

equipment (6%). These sectors make for 77% of the firms; thus, the sector composition of the worst 

performing firms is slightly more concentrated than for growing firms. This pattern remains the 

same in the respective 10%-percentiles and is robust across growth indicators. 

5. Methodology and Results 

We run a series of regressions to estimate the impact of being located in a conflict country on 

firm growth. For the basic specification, let gdenote the employment growth rate of firm i,  is the 

intercept of the estimation of each quantile, the regression coefficients, X is a set of control 

vectors, comprising firm size in the base year, firm age, investment into physical assets as well as 

time and industry dummies. CONF denotes establishments in a location with a severe ongoing 

conflict;  is the residual. The basic regression equation (5) that we estimate takes the form: 

gi =  + 1 X i + 2 CONFi + i       (4) 

This specification was extended by the urban-rural dimension (5). URBAN is a dummy 

variable for establishments which are located in a capital city or in a city with more than one million 

inhabitants. 

gi =  + 1 X i + 2 CONFi + URBANi + 4 URBANi * CONFi + i      (5) 

As a starting point, we disregard the outlier driven distribution and estimate both regressions 

using ordinary least square regressions with Huber-White standard errors for the entire sample and 

for conflict and non-conflict countries. In addition, we run robust regressions that use the Cook‟s 

distance, a measure of the leverage and residual of a given observation in the sample, to weigh the 

observations differently based on how much bias these observations create. 
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Table 3. Huber-White and robust regressions 

  

Birch indicator 
Huber-White regressions Robust regressions 

Entire Sample No conflict Conflict Entire Sample No conflict Conflict 

EMP t-3 
0.18*** 

(0.030) 

0.18*** 

(0.030) 

0.18*** 

(0.031) 

0.20* 

(0.105) 

0.06*** 

(0.000) 

0.06*** 

(0.000) 

0.12*** 

(0.000) 

0.00 

(0.000) 

INV 64.05* 

(33.334) 

63.20* 

(35.746) 

71.70 

(50.655) 

41.07 

(39.768) 

1.52*** 

(0.294) 

1.15*** 

(3.930) 

1.49*** 

(0.442) 

1.05*** 

(0.315) 

AGE 0.01 

(0.014) 

0.01 

(0.013) 

0.02 

(0.017) 

-0.03 

(0.049) 

0.00 

(0.294) 

0.00 

(0.294) 

0.00 

(0.001) 

0.00 

(0.001) 

CONF -32.32 

(25.614) 

-27.88 

(34.189) 

  

-1.52*** 

(0.353) 

0.59 

(0.524) 

  
URBAN 

 

18.39 

(45.420) 

16.32 

(47.841) 

26.99 

(30.254) 

 

2.88*** 

(0.294) 

2.89*** 

(0.001) 

-0.38 

(0.001) 

URBAN*CONF 

 

-9.84 

(58.151) 

   

-4.02*** 

(0.644) 

  

 

Time and industry dummies included Time and industry dummies included 

Observations 2,417 2,417 1,613 804 2,417 2,417 1,613 804 

R
2
 0.0398 0.0399 0.0420 0.0572 n.a. n.a. n.a. n.a. 

Note: Standard errors in parentheses; Sig.: *** p<0.01, ** p<0.05, * p<0.1 

The Huber-White regressions find an insignificant effect of being located in a conflict or urban 

region. Investment is positively related to higher firm growth rates for the entire sample. 

Interestingly, it seems that larger firms in the present sample on average grow faster. In the robust 

regression we find the expected negative effect of being in a conflict area. Adding the size of the 

locality shows that urban firms have a disadvantage, which is outweighed by being in an urban-

conflict area. A Wald test shows joint significance of the variables CONF, URBAN and their 

interaction (p-value: 0.00000; F(3,2387) = 30.4). Similarly, the advantage of being an urban firm in 

non-conflict countries turns insignificant in conflict countries. The size effect becomes weaker in 

the robust regressions, and investment becomes a determinant of firm growth. The coefficients for 

firm age are insignificant in all specifications. 

The distribution of firm growth is lumpy on both ends, which is why the regressions to the 

mean that are reported above are distorted. An ordinary least square regression is not robust against 

outliers, and does not to portray the entire picture of the distribution. Hence, we implement quantile 

regressions which are increasingly used in firm growth literature (e.g.; Hoelzl, 2009), because it has 

the advantage to control for the observed heterogeneity. The method enables us to consider the 

entire distribution of firm growth conditional on the chosen set of regressors. The method splits the 

data into quantiles of the dependent variable, the growth rate. Then, the effect on growth intensities 

is estimated for each of the quantiles for a set of explanatory variables. Put differently, we identify 

both the overall influence of an explanatory variable and the difference in the influence across 

growth intensities. The coefficients can be interpreted in a similar fashion as in an ordinary least 

squares regression, i.e. as the marginal change in the dependent variable due to a marginal change in 

the exogenous variable. The coefficients are conditional on the location on the p-th quantile of the 

distribution. Changing estimated coefficients with varying quantiles is indicative of 

heteroskedasticity issues (e.g., Koenker 2005). The quantiles were set at 20%, 40%, 60% and 80% 

of the distribution. The variance-covariance matrix was bootstrapped 500 times. 
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The basic specification finds a negative effect of being located in a region with a severe 

conflict on employment growth. This effect increases with the intensity of employment growth. 

Interestingly, the coefficients of conflict on growth are insignificant and small for both the .2 and .4 

quantile, which contain declining and stagnant establishments, respectively. 

The extended regression considers the size of the locality and its interaction with conflict. The 

inclusion of urban effects rendered the conflict coefficients insignificant. Yet, the positive urban 

effect is more than offset by the effect of being in an urban conflict area, implying that urban areas 

in conflict regions were performing worse than in non-conflict areas. A Wald test of joint 

significance of being located in an urban area, in a conflict area and the interaction of the two 

coefficients indicated highly significant results (p-value: 0.0000; F(3, 2387) = 10.55). Also the 

coefficients, as well as the difference between the advantage of an urban location and the 

disadvantage of being an urban conflict area, increase across quantiles. 

Table 4. Quantile regressions 

Birch 
.2 

quant. 

.4 

quant. 

.6 

quant. 

.8 

quant. 

.2 

quant. 

.4 

quant. 

.6 

quant. 

.8 

quant. 

EMP t-3 
0.00 

(0.009) 

0.12*** 

(0.022) 

0.24*** 

(0.020) 

0.31*** 

(0.029) 

0.00 

(0.011) 

0.12*** 

(0.021) 

0.24*** 

(0.022) 

0.31*** 

(0.029) 

INV 
0.48 

(0.313) 

0.44 

(0.304) 

1.49*** 

(0.547) 

7.15*** 

(1.567) 

0.06 

(0.368) 

0.37 

(0.309) 

1.15** 

(0.557) 

5.55*** 

(1.566) 

AGE 
0.00 

(0.001) 

-0.00 

(0.000) 

-0.00 

(0.001) 

0.00 

(0.003) 

0.00 

(0.001) 

0.00 

(0.000) 

0.00 

(0.001) 

-0.00 

(0.003) 

CONF 
-0.98** 

(0.421) 

-0.93*** 

(0.328) 

-1.20*** 

(0.351) 

-1.42** 

(0.692) 

0.57 

(0.630) 

0.62 

(0.450) 

0.68 

(0.613) 

2.79* 

(1.661) 

URBAN 
  

  

  

  

  

1.94*** 

(0.507) 

2.29*** 

(0.482) 

3.15*** 

(0.686) 

5.93*** 

(2.263) 

URBAN*CONF 
  

  

  

  

  

-2.74*** 

(0.756) 

-3.51*** 

(0.589) 

-4.27*** 

(0.916) 

-9.03*** 

(3.059) 

R² Industry and time dummies included Industry and time dummies included 

0.00 0.04 0.11 0.18 0.01 0.04 0.11 0.18 

Relative 

Growth 

.2 

quant. 

.4 

quant. 

.6 

quant. 

.8 

quant. 

.2 

quant. 

.4 

quant. 

.6 

quant. 

.8 

quant. 

EMP t-3 
0.00** 

(0.000) 

0.00*** 

(0.000) 

0.00 

(0.000) 

-0.00* 

(0.000) 

0.00 

(0.000) 

0.00 

(0.000) 

-0.00 

(0.000) 

-0.00* 

(0.000) 

INV 0.07** 

(0.029) 

0.00 

(0.017) 

0.13*** 

(0.022) 

0.22*** 

(0.042) 

0.05** 

(0.024) 

0.00 

(0.014) 

0.11*** 

(0.025) 

0.12*** 

(0.045) 

AGE 0.00 

(0.000) 

-0.00 

(0.000) 

-0.00 

(0.000) 

0.00 

(0.000) 

0.00 

(0.000) 

-0.00 

(0.000) 

-0.00 

(0.000) 

0.00 

(0.000) 

CONF -0.12*** 

(0.041) 

-0.00 

(0.016) 

-0.11*** 

(0.025) 

-0.05 

(0.052) 

0.05 

(0.066) 

0.00 

(0.007) 

0.09* 

(0.055) 

0.33*** 

(0.079) 

URBAN 

    

0.20*** 

(0.028) 

0.12*** 

(0.014) 

0.20*** 

(0.018) 

0.22*** 

(0.048) 

URBAN*CONF 

    

-0.28*** 

(0.074) 

-0.12*** 

(0.015) 

-0.29*** 

(0.060) 

-0.55*** 

(0.096) 

R² Industry and time dummies included Industry and time dummies included 

0.03 0.00 0.03 0.03 0.05 0.01 0.04 0.04 

Note: Standard errors in parentheses, Sig.: *** p<0.01, ** p<0.05, * p<0.1 
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The investment variable reacted positively with firm growth; the coefficient increased with 

growth faster employment growth in both specifications. The size in the base year is positively and 

significantly associated with employment expansion. However, the coefficient is small. Similarly, 

the coefficients for firm age were insignificant. This pattern contradicts the common finding that 

younger and smaller firms grow faster.  

The regression results of the birch indicator correspond with those of the relative growth 

indicator. Relative grants an advantage to smaller firms, which are more common in conflict areas. 

In the basic specification the size indicator in only significant for the lower end of the distribution, 

and the coefficient turns to zero. The effect for being located in a conflict country is significant and 

negative at the 20% and 60% percentile. The extend specification finds a jointly significant effect of 

being located in an urban conflict area, which outweighs the advantages of being in an urban 

location. Figure 2 graphically illustrates the changes of the coefficients over the distribution. The 

shaded areas are the respective confidence intervals. 

 

Figure 2. Quantile regression graphs 

A series of unreported robustness checks are conducted. The use of a logarithmic growth 

indicator, as well as the inclusion of sector instead of industry dummies did not substantially change 

the results. The pattern also remained robust when the growth indicator considered industry cycles 

by the deviation from the industry mean or median growth rate. The findings remained unchanged 

when the quantiles were set differently (at 0.25, 0.5 and 0.75), or when we outlier-trimmed the 
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dataset so that the top and bottom 1% percentile were excluded. To test the effects of conflict on 

firm growth with another control group, the same specifications were run with Enterprise Survey 

data from Eastern Europe and Central Asia that were collected 2009 in thirty countries. The 

regressions kept data 10,961 observations, and the results confirmed the present findings. The effect 

of conflict on firm growth was significantly negative for the lower percentiles, and not insignificant 

as in the South Asian specifications. The R² was lower for the top percentiles, and higher for the 

first percentile. 

6. Conclusions 

The main contribution of this paper to existing literature is a rare analysis of firm growth in 

developing countries, and it is the first to examine growth patterns and aspects of firm demography 

in conflict countries. The analysis of firm growth in conflict settings is restricted by the availability 

of adequate data. Especially in conflict countries reliable data are rare. It used South Asian data that 

contains rare establishment-level information on employment growth to study the effect of severe 

and ongoing conflicts on growth. We first established that firm growth does exist in conflict areas, 

even though there are fewer growing firms, and growth intensities are lower than in other countries 

in the sample. The activities of fast growing firms resemble those of fast shedding firms. It seems 

that firm growth is not necessarily driven by conflict related industries. The average firm is smaller 

and younger. 

We linked employment growth to being located in urban areas, proposing that conflict regions 

miss out on urban development. While urban areas have been shown to be the growth centers in 

developing countries, they also concentrate socio-economic pressures in conflict countries. The 

findings reveal that establishments in urban areas in conflict countries performed worse than their 

counterparts in areas without conflicts. The advantage of being located in an urban area is more than 

offset by the disadvantage of being located in an urban region in a conflict region. The gap widens 

with increasing growth intensities, implying that in particular urban growth rates were lower in 

conflict ridden regions.  

The relative underperformance of fast growing firms in conflict regions corroborate the 

perception of lower employment dynamics, because high growth firms are typically found to be the 

bearer of country‟s net job creation (e.g., Acs and Mueller, 2008, Birch, 1981; Schreyer, 2000). The 

findings suggest weaker industrial dynamics. In particular productivity upgrades may suffer, 

because they are typically driven by high growth firms (e.g., Haltiwanger, 2011; Fritsch and 

Mueller, 2004). Furthermore, the results provide some evidence that younger and smaller firms may 

not grow faster, which may point at truncated competition that needs further analysis.  

Future research may expand this work by linking growth to internal processes and structures or 

the investment climate. The use of panel data that tracks firms over time would control enable 

researchers to control for endogeneity issues. 
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