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PREFACE
A decade-long conflict in Nepal has affected the social, economic, and political
landscape of the country since it started in 1996. Thousands of people have been killed,
physical infrastructure has been destroyed, hundreds of thousands of people have been
displaced and development activities have slowed down. This study is an empirical
investigation of the factors that explain the conflict in Nepal. It uses the logit model to
determine the factors that determine the probability of conflict in Nepal. It also derives
policy implications which, when taken into consideration, will help mitigate the conflict,
support the peace process and plan post-conflict rehabilitation and reconstruction. We are
very pleased that this paper is being placed in the public domain at this time.
The paper - An Empirical Analysis of Conflict in Nepal - was prepared by Md. Shahid
Parwez, Programs/Project Implementation Officer, NRM under my guidance. Supervision
provided by Sungsup Ra, Senior Country Programs Specialist, NRM is appreciated. Thanks
are due to Neelina Nakarmi, Administrative Assistant and Pawitra Gurung, Senior External
and Civil Society Relations Assistant for their support.

Sultan Hafeez Rahman
Country Director
Nepal Resident Mission
Asian Development Bank
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ABSTRACT
This paper is an attempt to analyse the factors that explain the conflict in Nepal. It uses
the logit model to understand the determinants of conflict that describes the probability of occurrence
of conflict in Nepal, given the set of explanatory variables. The findings suggest that the higher
the level of life expectancy, income and road density, the lower is the probability of conflict. A
higher level of human poverty is also associated with a higher probability of conflict in the country.
Contrarily, the higher level of educational attainment shows a higher probability of occurrence of
conflict in Nepal. The human empowerment index did not show any significant association with
the probability of conflict in Nepal.

I. INTRODUCTION

T

he present conflict in Nepal began in 1996, only 6 years after multi-party democracy was
ushered into the country. It started in the hill districts of Rolpa and Rukum in the Western
region, led by relatively small groups of young people from middle and lower middle class
families. Since then, it spread to almost 75 districts in less than a decade and resulted in more
than 12,000 deaths, before the present peace process—the most promising ever—with the Seven
Party Alliance began in 2005. The Communist Party of Nepal, Maoist (CPN/M) was waging the
insurgency—a people’s war—against the state and became one of the most powerful and sustained
guerilla movements since the Viet Nam era (INSEC 2005; Simkhada et.al. 2004; Martinez 2002).
In the past decade, there has been much concern that Nepal was on the brink of a precipice,
pushed beyond which it would become a failed state (Bray et. al. 2003; Ballantine and Sherman
2003).
The conflict seriously affected the economic performance of the country and resulted in
development expenditure falling by a third since the conflict escalated in 2001, and further when
the King assumed direct control of the Government on 1 February 2005. In the past year alone,
more than 1,500 people lost their lives. The cycle of conflict and political instability has taken a
heavy toll on the economy. Apart from loss in gross domestic product growth, the potential future
economic prospects have also been weakened. The conflict has deep roots and is driven by social,
economic, and political factors. An understanding of these factors and their contribution to the
conflict is imperative to enable public policy responses that could mitigate it. Such policies would
also support post-conflict management strategies, once such a stage is reached. The endeavour
in this paper, however, is to investigate the determinants of the conflict in Nepal.
Section II of the paper presents a brief overview of major relevant research undertaken
by others in analysing conflicts. Section III explains the methodology, data, and the variables used
in the analysis. Section IV discusses the main findings and Section V presents the conclusions
and policy implications.
II. ANALYSIS OF CONFLICT
Until recently, the economic dimensions of civil conflict have received little policy attention
notwithstanding systematic scholarly assessment. This has changed since the 1990s with the
realization of the significance of economic factors in the dynamics of conflict in and around the
world (Ballentine and Nitzschke 2004). Economists have attempted to explain conflict and have
derived meaningful implications for policy making and development interventions. In most cases,
the analyses explain rebellion as a function of the balance between economic opportunities and
rewards versus politically motivated grievances. The findings indicate that grievances (justiceseeking behaviour) act as a catalyst for conflict whereas greed for personal economic benefits
(loot-seeking behaviour) is a factor associated with the perpetuation and escalation of conflict
(Ballantine and Sherman 2003).
The recent analyses have also tended to downplay the traditional explanations of civil
conflict revolving around the politics of grievance, and have instead highlighted economic factors
(Staines 2004). Collier and Heoffler (1998) empirically analysed the economic causes of civil wars
and found that initial income, ethnolinguistic fractionalization, natural resource endowments, and
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initial population size are significant probable causes of civil wars in developing countries. They
found that the higher the per capita income, the lower is the incidence of civil war. One of the most
important findings of their study is that highly fractionalized societies are not at greater risk of
experiencing a civil war relative to homogenous ones. The effects of natural resource endowments
was non-monotonic; initially, lower natural resource endowments increase the risk of civil war but
at higher levels, such endowments start to reduce the risk of war. As far as
population is concerned, the larger the population is, the greater the risk of civil war.
In a study on the economic causes of civil conflict, Collier (2000) reported that when the
main grievances—inequality, political repression, and ethnic and religious fragmentations—are
measured quantitatively in an empirical model, they provide no explanatory power in predicting
rebellion. He does not find empirical evidence to support the hypothesis that grievances and
resentments cause violent conflict. They may well generate political conflict but such conflict does
not usually escalate to violent conflict. Other factors therefore explain the escalation.
Using cross-sectional data to explore the links between horizontal inequality and the
insurgency in Nepal, Murshed and Gates (2003), however, found that grievance is the motivating
factor for the conflict. They stressed that Nepal’s conflict has ethnic and caste dimensions. A
Poisson regression analysis indicated that the degree of inequality most significantly explains the
intensity of conflict across districts of Nepal. However, Gurung (2004), in an exploratory and
descriptive study on social exclusion and the insurgency in Nepal, concluded that no correlation
exists between the density of socially excluded population and intensity of the insurgency, but that
there is correspondence between the area of insurgency and the level of poverty.
The conflict in Nepal is often linked to the historically persistent poverty and social exclusion.
However, it is argued that it has roots in the widening gap in development across different
geographical regions since 1990. Such regional disparity provided a fertile breeding ground for
the Maoist movement. The ushering of democracy in Nepal came with high expectations about
greater social and economic opportunity for all Nepalis irrespective of caste, creed, ethnicity, and
gender. Kathmandu-centric governments, pursuit of narrow political interests, and rampant corruption
kept democratic institutions weak, governments unstable, and socioeconomic aspirations of the
common citizenry unfulfilled relative to the level of expectations that the democratic movement
of 1990 generated. Although there has been overall progress in reducing poverty in Nepal, large
inequalities remain and, in some respects, have worsened. More often, increased expectations
of people and minimum access to economic activities, poor infrastructure leading to isolation, and
deprivation from social services can lead to revolt and rise in violence (Pahari 2004; Asian
Development Bank [ADB] 2004; Department for International Development [DFID] 2002).
ADB’s conflict assessment (2004), undertaken in preparing its 2005–2009 country strategy
and program, argued that underdevelopment and inequality, social exclusion, unemployment, poor
governance, and inability of successive post-1990 governments to address rising expectations
of the middle class fuelled by the advent of democracy were the prime causes of conflict in Nepal.
The existing research on civil conflict thus presents interesting but mixed findings on their
underlying causes. Notably, the determinants identified in other country contexts may not be
appropriate to the Nepali situation; for instance, the natural resource endowments that Collier and
Heoffler (1998) considered included oil, gas, and diamond which are more relevant to Africa.
2
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Similarly, the population hypothesis is also inappropriate in investigating the conflict in Nepal which
started and remains severe in less densely populated areas of the country. Further, Nepali society
is highly diverse in terms of ethnicity within a small territory. Given the unique characteristics of
the country, a mix of determinants representing social and economic dimensions may better explain
the conflict in Nepal.
This paper attempts an alternative approach and contributes to the existing research on
the political economy of conflict in Nepal. It fills the gap in existing conflict-related research in at
least two ways. First, most of the conflict analyses on Nepal are descriptive and not based on
formal methodologies and therefore provide views rather than rigorous testing of hypothesis that
yield probable causes. This paper uses the logit model in identifying determinants and, in doing
so, suggests probable causes of the conflict. Secondly, the paper takes into account a new set
of parameters such as income, social service delivery, physical isolation, deprivation, and
empowerment to explain the conflict.
III. EMPIRICAL ANALYSIS
The logit regression model is one of the most widely used models in conflict analyses. It
is easy to understand and to apply given its simple demands on data. The functional form of the
logistic distribution yields a linear log-odds ratio which is agreeable to simple interpretation.
Logit modeling permits investigation of the relationship between a dichotomous dependent
variable and several explanatory variables. The conflict is represented as a dichotomous variable
to assess the probability of conflict given the set of explanatory variables. It is estimated using
the maximum likelihood method and predicts probabilities with magnitudes between 0 and 1. The
dependent variable, conflict (Y1), is qualitative. It is either 1 when conflict is present in observation
i (i =1,...........n), or 0 when it is not. The intent is to predict the conditional probability, Pj, that Li
equals 1 for given values of the explanatory variables. The logit Li model is a linear function:

The unknown coefficients flβ (i = 1..........m) of the probability model 1 are estimated. Once
the estimates of the projected logits are obtained, equation 2 provides the predicted probabilities
that conflict occurs for given Xi values.
The dependent dichotomous variable represents the presence (1) or absence (0) of conflict
in each district of Nepal. The United Nation’s security alert system (phases 1–5) classifies all 75
districts of Nepal by increasing the severity of the conflict (Annex I). Thus, a district under security
alert phase I (little conflict) is specified as a “no-conflict” district (Y=0) while districts under phases
II1 and III are specified as “conflict” districts (Y=1). The security phases used in the analysis are
for the year 2004 but the independent variables are based on or taken from the 2001 national
1

There was only one district Kavrepalanchowk under phase II.
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census data, which is the most recent year for which such data are available. There are implicit
assumptions, therefore, that the magnitude of the independent variables has not changed significantly
between 2001 and 2004.
The set of independent variables2 comprises: (i) life expectancy index (LEI)—the reported
number of children born and surviving; (ii) educational attainment index (EAI)—estimated adult
literacy rates and average years of schooling; (iii) income index (GDPI)—indicates the gross
domestic product at the district level and is derived by taking into account all the sectors at a time;
(iv) human poverty index (HPI)—a multidimensional measure of poverty reflecting four basic
dimensions of human deprivation which are a long and healthy life, knowledge, economic
provisioning, and social inclusion; (v) road density (RD)—kilometer of road per 100 square kilometer
of area measuring the geographical isolation of the people; and (vi) human empowerment index
(HEI)—a composite measure of social, economic, and political indicators relevant to empowerment.
IV. FINDINGS
The empirical results of the logit model indicate that five out of six variables are statistically
significant with p values below 0.05 (Table 1). Life expectancy index, income index, and road
density are negatively associated, and human poverty index is positively associated with the
conflict in Nepal in line with a priori expectations; whereas, the educational attainment index shows
a positive relationship with the conflict. These variables are significant even when the model is
run only with them.
The results (Table 1) show that life expectancy—a measure of the health status of the
people—is inversely related to the conflict. Thus, poor health service delivery fuels the conflict.
The results indicate that income has a strong negative impact on the conflict, indicating that the
probability of occurrence of the conflict is high when the income levels of the people are low. This
shows that the role of income that Collier and Heoffler (1998) captured also holds in case of Nepal.
Table 1: Logit Model Analysis of Conflict in Nepal
Variable
Life expectancy index (LEI)
Educational attainment index (EAI)
Income index (II)
Human empowerment index (HEI)
Road density (RD)
Human poverty index (HPI)

Coefficient
-15.1326
26.0549
-21.5347
1.7010
-0.0664
0.2066

Std. Error
5.2168
7.9362
8.4788
4.1479
0.0326
0.0618

z-Statistic
-2.9007
3.2830
-2.5398
0.4101
-2.0364
3.3413

Prob.
0.0037**
0.0010**
0.0111**
0.6817
0.0417*
0.0008**

S.E. of regression
0.3986
Sum squared residual
10.9671
Log of the likelihood function
-33.8446
Avg. log likelihood
-0.4512
* and ** statistically significant at the 5% and 1% error probability levels respectively.
2
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Please see Nepal Human Development Report, 2004 for the methodological details on the computation of
the indices used for the analysis. The definition of these variables are provided in Annex II.
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The results also show that the lower the road density, the higher is the probability of
occurrence of conflict. We interpret that the lower level of physical infrastructure such as roads
accentuates physical isolation and remoteness and, hence, results in greater economic deprivation
of the people by hindering the development activities and service delivery to the people at the
local levels.
The positive association between education and conflict indicates that the two are directly
proportionate—the higher the level of education, the higher is the probability of conflict. This
seemingly paradoxical finding needs explanation. In Nepal’s context, higher literacy may have
increased awareness of rights and expectations on the part of the common people. And yet, such
expectations when remain ignored (e.g., high unemployment among educated youth and lack of
other opportunities) could foment resentment and conflict. However, it may be temporary phenomena
and non-monotonic which after a certain level may become negatively associated with the conflict
as growth and employment increase. A DFID (2003) study indicated that a higher level of education
with high unemployment and increased political awareness with the introduction of democracy
contributed to the conflict in Nepal. These findings are also consistent with ADB’s (2004) assessment,
and the present analysis provides more convincing corroboration of this phenomenon.
The human poverty index represents an important social indicator in terms of human
deprivation as one composite index—the deprivation of four basic dimensions of human life which
are a long and healthy life, knowledge, economic provisioning, and social inclusion. We find that
the greater the human poverty in a district, the greater is the conflict. In other words, social and
economic deprivation of the masses has a strong role in increasing the propensity of civil conflict
in Nepal.
The nonsignificance of the human empowerment index indicates that though it is an
important social factor, its measurement in quantitative terms do not directly explain any association
with the probability of occurrence of conflict, thus corroborating the findings of Collier (2000).
Empowerment as a representative of awareness on the part of the general public is expected to
contribute to mitigating the probability of conflict. However, nonsignificance of this variable in the
model suggests that it does not have influence on the conflict in Nepal. It may also be noted that
the higher level of education and empowerment demands an increased level of economic
opportunities to yield desirable results to the society at large.
V. CONCLUSIONS AND POLICY IMPLICATIONS
The conflict in Nepal has deep economic and social roots. The study suggests that income,
health, education, access to physical infrastructure, and deprivation from the social services are
dominant factors in explaining the conflict. Low income with low levels of economic activities have
been demotivating factors, have added to public resentment and helped aggravate the conflict.
The results also suggest that higher levels of education raised public expectations. The lack of
employment opportunities, however, increased frustration and fueled violence. This finding suggests
a significant policy implication that mere educational attainment is not sufficient to mitigate conflict.
Poor access to economic and social services in the areas of health and infrastructure such
as roads contributes significantly to the conflict. Regional exclusion coupled with inaccessibility
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to the public resources helped to escalate the conflict, since many regions did not have any input
in the government's fiscal policies. In areas with low income, more interventions are needed to
provide livelihoods and create safety nets. People's accessibility to basic health services should
be improved. Provisions of improved health services by reinforcing the upgrade of its scope and
quality must be made throughout the country, as this is a crucial factor in mitigating conflict.
The policy makers must seize the opportunity created by the recent political developments
in the country. Broad-based economic growth has to include all regions and social groups,
irrespective of caste, ethnicity, and religious affiliations, in order to reduce and eventually eliminate,
conflict and unrest. It should be deepened and sustained over a long period to reduce poverty
induced fomentation and conflict. The access to and the quality of education have been poor in
Nepal; thus, even the educated could not be employed. Market-oriented and skills-based education
must be given more emphasis, so that people can be engaged in income generating activities and
can contribute to the growth of the economy.
Given the geographical and topographical constraints, appropriate technology such as the
use of information and communication technology-based education need to be adopted by the
public education systems to cater to the majority of people. The Government’s infrastructure policy
should be reoriented to provide accessibility to remote areas and create jobs by adopting laborintensive approaches on a wider scale. As Infrastructure development requires an enormous
amount of resources and capacity to sustain high growth, public institutions need to be improved
to absorb external assistance. In addition, policies conducive to foreign and private investments
need to be adopted to stimulate and contribute to economic growth. Efforts to improve the economic
situation will help to achieve peace. As the political parties work towards an agreement to end the
conflict and establish democracy, policy makers must seize the opportunities to provide improved
health services, reduce discrimination among the different social groups and provide education
and employment opportunities for the people of Nepal.

6
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Annex II
Definition of Terms
Life Expectancy Index (LEI) – Life expectancy at birth is calculated based on the reported number
of children ever born and surviving using data of Nepal Demographic and Health Survey, 2001.
The Coale and Demeny (1996) West Mortality Model life table is used to derive life expectancy
at birth.
Educational Attainment Index (EAI) – Educational attainment index was derived by using
estimates of adult literacy rates and mean years of schooling from the National Census 2001 data.
Income Index (II) – It indicates the gross domestic product at the district level and derived by
taking into account all the sectors at a time.
Human Empowerment Index (HEI) – The HEI has been constructed by bringing together the
available objective of social, economic, and political indicators into a composite index of empowerment.
Each variable selected for measuring different dimensions of empowerment is normalized through
a process of scaling.
Road Density – Kilometer of road per 100 square kilometers of geographical area.
Human Poverty Index (HPI) – It is a multidimensional measure of poverty and is a reverse image
of Human Development Index that focusses on human deprivation instead of human achievement.
It brings together in one composite index the deprivation in four basic dimensions of human life—
a long and healthy life, knowledge, economic provisioning, and social inclusion.
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