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This paper is dedicated to the memory of Alberto Alesina (1957-2020)

1. Introduction

Economists’ interest in political borders is both very old and relatively new. The study of the
economic effects of national borders is about as old as economics itself. The whole discipline of
international economics is about trade and other economic exchanges across political boundaries.
However, for a long time standard economic analyses took borders themselves as given - or, in
economics jargon, as exogenous. Only in more recent decades economists have joined historians,
political scientists and other scholars in the explicit study of political borders as human-made
(endogenous) institutions, shaped by decisions and interactions among diverse individuals and
groups over time and space. Nowadays, economists are asking much broader questions about
borders, involving their determination and dynamics.

Earlier contributions on the formation and breakup of sovereign states include Friedman
(1977), Buchanan and Faith (1987), Findlay (1996), Alesina and Spolaore (1997, 2003), Bolton
and Roland (1997), Ellingsen (1998), Wittman (2000), Alesina, Spolaore and Wacziarg (2000,
2005), Milanovi¢ (2001), Goyal and Staal (2003), Le Breton and Weber (2003), Spolaore (2004,
2008), Haimanko, Le Breton and Weber (2005), and Spolaore and Wacziarg (2005). Examples of
more recent research in this area are Michalopoulos and Papaioannou (2016), Fernandez-
Villaverde, Koyama, Lin and Sng (2020), Cervellati, Lazzaroni, Prarolo and Vanin (2019), Gancia,
Ponzetto and Ventura (2022), Esteban, Flamand, Morelli and Rohner (2022), and Castafieda
Dower, Markevich and Zhuravskaya (2022). Several of the above contributions will be covered in
the rest of this paper, as part of a broader discussion of concepts and themes that characterize the
economic approach to political borders (for previous discussions of this literature see, for instance,
Alesina and Spolaore, 2015, and Spolaore, 2016). The paper will also discuss related work on civil
and international conflict.

Questions addressed in the economic literature on borders are: Why do sovereign states and
political unions form and break up? What are the costs and benefits of secessions? Do these costs
and benefits depend on openness to international trade and other aspects of globalization? How is
political disintegration related to voting and democratization? How do federalism and
decentralization affect the incentives to secede or integrate? What determines conflict within and
across borders, and how are borders in turn shaped by wars and military alliances?

These are difficult and multi-faceted questions, and an economic approach to them is not a
substitute for historical, anthropological, political, and sociological investigations, often focused
on specific case studies and events. Rather, an economic study of borders should be viewed as
complementary to other methods. Political economists, by using theoretical concepts and empirical
tools that are relatively general, can provide insights which enrich the debate on the complex issues
related to the formation and breakup of states and other political units. At the same time, as



economists have been looking more closely at phenomena such as the spread of separatist
movements and the causes of civil and international conflicts, they have become more attentive to
factors traditionally considered outside the scope of economics and have begun to integrate
variables and concepts from other disciplines (anthropology, linguistics, sociology, and so on) in
their own work.

A major force behind this new interest in borders by economists has been the emergence
of modern political economy as a dynamic, flexible, and remarkably successful field, at the center
of mainstream economics, embracing its more rigorous and advanced mathematical and
econometric methods, and yet open to multidisciplinary approaches, including an increasing
attention to factors and mechanisms related to culture, history, and social interactions. A key role
in this transformation was played by Alberto Alesina, one of the creators of contemporary political
economy and a pioneer in the study of endogenous borders from a politico-economic perspective,
as well as a seminal contributor to numerous other related areas, such as the political economy of
ethnic diversity and the interactions between culture and institutions. Thanks to Alberto’s curiosity
and creativity, the study of political institutions — including countries and unions — and their
interplay with culture and history have become part of a broader research agenda by a large number
of scholars, as reflected in the activities of the Political Economy Group that he founded at the
National Bureau of Economic Research, whose periodical meetings have regularly included a
workshop on Culture and Institutions, co-organized by Alberto Bisin and Paolo Giuliano. This
chapter is dedicated to Alberto Alesina’s memory and benefited from inputs and conversations
with participants at a conference in his honor held at Bocconi University on May 24-25, 2022.

The rest of this paper is organized in three sections. Section 2 overviews analytical
contributions on borders. This section covers theories focusing on the trade-off between benefits
and costs of political size, stemming from economies of scale in public good provision versus
heterogeneity of preferences over public policies. The trade-off is affected by political and
economic factors, such as democratization, international openness, cultural diversity, and conflict.
The section also includes a brief discussion of other theories of political integration and
disintegration where a central role is played by economic inequality, redistribution policies, and
the geographical distribution of productive land and resources.

Section 3 illustrates through examples how researchers have brought economic theories of
borders and conflict to the data, studying a range of diverse but related topics: from the long-term
effects of the determination of borders by colonial powers during the 19" and early 20" century to
the consequences of federalism and decentralization on border stability; from the relation between
cultural heterogeneity and conflict within and across borders to the role and dynamics of cultural
variables. Section 4 provides a few concluding remarks.



2. Economic Theories of Political Borders

What are the determinants of political borders? What are the causes and consequences
of having fewer, larger states versus more numerous, smaller states? Earlier contributions by
economists interested in these traditionally “non-economic” questions included David Friedman
(1977), who provided an informal discussion of the shape and size of nations from the perspective
of rent-maximizing governments (“Leviathans”), and Buchanan and Faith (1987), who presented
a model where a legal right to secession constrains the potentially exploitative behavior of the
ruling political coalition. However, it was only in the 1990s and 2000s that economists began to
provide more systematic analyses of the dynamics of national borders from a contemporary
politico-economic perspective.

This research was partly motivated by the breakups of the Soviet Union, Czechoslovakia,
and Yugoslavia as well as by the creation of new independent states in Africa and Asia in the post-
colonial period (most recently, Eritrea, Timor-Leste, and South Sudan). The economic literature
on borders and conflict has continued to grow in recent decades, along with the spread of separatist
movements and civil conflicts all over the world. An additional spur to this research has been the
ongoing debate about institutional integration in Europe, and the controversial exit of Britain from
the European Union in 2020, following a UK-wide referendum in June 2016. The more recent
challenges to international cooperation during the Covid-19 pandemic and the geopolitical crisis
following Russia’s invasion of Ukraine have provided further motivation for research on the
determinants and consequences of conflict over political borders.

The trade-off between benefits from a larger size and political costs associated with
heterogeneous preferences over public goods and policies is at the center of the contribution by
Alesina and Spolaore (1997), who provided a model of the determination of the number and size
of nations under different political and economic regimes. Benefits from a larger size include
economies of scale in the provision of public goods, such as a common legal and judicial system,
foreign policy and defense, public health, infrastructure for transportation and communications, a
monetary system, and so on. Providing public goods comes with economies of scale because they
are “nonrival” in consumption: each citizen can benefit from them without reducing the benefits
for other citizens. Even when the total costs of publicly provided services increase with the size of
the population, their average cost is decreasing in size because of fixed costs that can be spread
over a larger population. Thus, public goods are generally cheaper per person when more taxpayers
pay for them (Alesina and Wacziarg, 1998). Larger political unions can also internalize cross-
regional externalities, as emphasized in numerous studies on political integration, federalism, and
international unions (e.g., Ellingsen, 1998; Oates, 1999; Alesina, Angeloni and Etro, 2005).

If economies of scale were the only factor in the formation of countries, larger national
jurisdictions would always be more efficient than smaller ones. However, economic theories of
borders have stressed that a larger size can also entail substantial costs. These costs are not merely



“economic” - say, related to income or productivity -, but can also stem from preferences and
values associated with dimensions such as language, culture, religion, and ethnicity. As already
mentioned, a distinctive feature of modern political economy, pioneered by scholars like Alberto
Alesina, has been the realization that economic outcomes and political institutions cannot be fully
understood without an explicit inclusion of social preferences and attitudes that are often rooted in
culture and history. Those factors must be explicitly included in the analysis, as they affect
people’s views and choices about national identity and political borders. On the other hand, an
approach focused on the interplay between economic and non-economic factors has the benefit of
avoiding the opposite error of placing the entire emphasis on cultural and ethnic forces, while
discarding more material and economic interests, which can also be significant and consequential.

When considering the relation between economic and non-economic aspects of people’s
choices and preferences about borders, two points should be kept in mind. First, it seems safe to
assume that most people do not have “lexicographic preferences” — that is, they do not prefer any
amount of one good (say, autonomy or independence) to any amount of another good (say, higher
consumption), or vice versa. Rather, individuals are often willing to trade off different objectives
at the margin, as they consider the costs and benefits of different political arrangements. Second,
people’s views and attitudes about issues such as cultural and ethnic identity or nationalism are
not set in stone but are often the endogenous outcome of the historical interplay of political and
economic factors. While deeper cultural considerations tend to affect choices and political
outcomes, current social and economic forces can in turn change people’s cultural values and
beliefs.

A central question in the economic analysis of borders is: What are the sources of the trade-
off between benefits of size and costs from larger, more heterogeneous polities? In general, cultural
heterogeneity is associated with both costs and benefits from an economic and political
perspective. In fact, higher heterogeneity of traits and preferences can bring about substantial
benefits through innovation, specialization, and learning (Alesina and La Ferrara, 2005). These
benefits are especially large in the production and exchange of private (i.e., rival) goods. For
example, a society with people who have diverse tastes in private consumption and/or different
preferences for when to work (say, earlier in the morning or later at night) is likely to function
more efficiently and harmoniously than a society where everyone wants to consume the same
identical goods and work at the same identical times. However, more diverse preferences over
public goods are harder to reconcile because, as already mentioned, public goods are nonrival: all
citizens of a political jurisdiction must share the same government, laws, and public policies,
whether they like them or not. While this is a reason for economies of scale, it is also a source of
potential political conflict. When borders include more heterogeneous populations with different
norms, values, habits, and so on, one is more likely to observe the emergence of disagreements
over public goods and policies, such as the characteristics of the legal system, the choice of official
language(s), foreign and defense policy, and other major public decisions.



An important insight from the political economy of national size is that the trade-off is
not constant over time and space, but it may vary depending on the internal situation of each society
as well as on the international regime. Political costs from heterogeneity are lower in societies with
institutions that can achieve a democratic consensus more effectively and can credibly guarantee
compensations to minorities that are farther from the policies of the central government. In
contrast, consensus is harder to achieve in societies with a history of internal conflicts and civil
wars. In other words, societies can reduce the political costs of heterogeneity, while maximizing
the benefits from diversity, by developing inclusive institutions that ensure political and economic
rights and compensations to minorities who are “farther” from median preferences and policies.
However, there are limits to the political feasibility and credibility of these mechanisms and
transfers, as it will be briefly discussed below.

Changes in the trade-off between economies of scale and heterogeneity of preferences
over public policies have played a key role in the politico-economic analysis of the determination
and dynamics of borders (Alesina and Spolaore 1997, 2003). For instance, a decrease in the
economic benefits from a larger domestic size - say, because of lower policy barriers to
international trade (Alesina, Spolaore and Wacziarg, 2000, 2005; Hiscox, 2003; Spolaore and
Wacziarg, 2005) and the creation of commercially-integrated unions (Gancia, Ponzetto, Ventura,
2020) - can bring about political disintegration (secessions), while the opposite can occur when
economies of scale become more prominent — for instance, because of a higher probability of
having to use defense against external threats (Riker, 1964; Alesina and Spolaore, 2005, 2006;
Spolaore, 2004, 2012).

But how do changes in the factors affecting the trade-off translate into actual changes in
political borders? Economic theories of borders have considered different concepts of solutions or
equilibria. These concepts can be viewed along a continuum. At one extreme, we can find
“optimal” or “efficient” solutions, whereby borders are derived from the maximization of some
explicit social goal or welfare function - for example, the maximization of the sum of everyone’s
utilities, in the spirit of Bentham (1789) and Harsanyi (1955), or the maximization of the welfare
of the worst-off individual or group, in the spirit of Rawls (1971). Even though these normative
solutions are abstract and counterfactual (in the real world, “social planners do not exist,” Alesina,
1988), they can provide useful benchmarks against which to compare more realistic outcomes. At
the other extreme, there are definitions of equilibria resulting from the decisions and strategic
interactions of actual political agents - governments and citizens. Within them, again, one can
distinguish between more “ideal” solutions, where borders emerge, for instance, from peaceful and
democratic voting, and historically more realistic mechanisms whereby borders are determined by
rent-maximizing rulers (Leviathans), often recurring to the threat (or actual use) of force (for a
discussion, see for instance Spolaore, 2012). This research is part of a broader literature on the



economics of conflict and wars (e.g., Garfinkel and Skaperdas, 2007, 2012 and Blattman and
Miguel, 2010).

Among studies of border formation in terms of the economics of conflict, a recent
contribution is Fernandez-Villaverde et al. (2020), who model the evolution of sovereign states as
the outcomes of localized conflicts over land. In their framework, the probability of a border
conflict depends on the productivity of the “cell” involved, capturing the idea that more productive
regions are more tempting for neighbors to conquer. Over time, some polities (states) expand and
come to rule a larger block of cells, while other polities lose control of cells or disappear.
Simulations of their model shed light on why Europe ended up with multiple independent states
while China has remained politically centralized. In their framework, two geographical features,
topography and agricultural productivity, are independently sufficient to explain the differing
dynamics of Europe and China in terms of political fragmentation and centralization.

This research is part of an expanding literature on the relations among geography, warfare,
state formation, and borders. An earlier contribution on this topic is Turchin et al. (2013), arguing
that the conflict between nomads from the Eurasian steppe and settled agriculturalists favored the
emergence of large states by fostering investments in state capacity and defensive technologies.
The growing economic literature on state capacity and military technologies includes several
contributions that are relevant for understanding border formation - for instance, Gennaioli and
Voth (2013) and Voigtlander and Voth (2013). Recently, Cervellati et al. (2020) explicitly model
changing state capacity and the rule of law over space as the outcomes of strategic interactions
between elites and develop a dynamic theory where polities of different types (medieval “domain”
reigns, city states, modern territorial states) evolve over time and space. They then bring the
predictions of their theory to the data, relating them to patterns in the political geography of Europe
between 1000 and 1850.

A separate line of inquiry has focused on direct democratic decisions over borders. While
explicit votes about borders and secessions are historically exceptional, their study has become
increasingly relevant as more regions have voted over independence (for example, Scotland in
2014). Even when the determination of borders by democratic voting is not a realistic description
of actual border formation, it can provide a useful benchmark to compare actual outcomes. In this
respect, the study of voting equilibria is analogous to (but distinct from) the derivation of optimal
solutions based on utilitarian or Rawlsian criteria.

As shown in Alesina and Spolaore (1997, 2003), when voters with political preferences that
are “distant” from the central government pay taxes based on their income and not on their
preferences (i.e., there are no “preference-based” compensations), voting over borders can lead to
equilibria with excessive political fragmentation (“too many” countries). Therefore, an important
question is whether appropriate compensations and side-payments may change voters' calculation
and affect the stability of national borders. In principle, preference-based transfers could



compensate regions that would otherwise secede. Then, everyone (or, at least, a large enough
majority) could be better off in the unified country. Transfers as means to prevent inefficient
secessions have been studied by Alesina and Spolaore (1997, 2003), Le Breton and Weber (2003),
Haimanko, Le Breton and Weber (2005), and others. Historically, however, pure preference-based
transfers seem to be relatively rare. Most likely, this is because these transfers can be unfeasible,
excessively costly to implement, politically non credible, or incompatible with other social goals.
Preference-based transfers, by definition, abstract from income differences. Thus, in some
circumstances, they might require large transfers from poorer to richer regions and individuals.
This could clash with goals of interpersonal equity. For example, Weese (2015), by analyzing the
redrawing of Japanese municipalities, finds that, in principle, the central government could
increase welfare through a counterintuitive (and possibly politically infeasible) policy implying
transfers to richer municipalities, conditional on their participation in a merger.

Income-based transfers, unlike preference-based transfers, are widespread and much easier
to implement, both politically and economically. However, in general, such transfers do not ensure
efficient or stable borders. On the contrary, they are at least as likely to create incentives for
secessions. One of the earliest studies of the relationship between redistribution and country
breakup was by Bolton and Roland (1997), who provided a model where differences in income
distributions across regions cause differences in preferences over public policies, and hence
incentives to secede, even in the absence of other forms of heterogeneity. General discussions of
the relation between transfers and border stability can be found in Alesina and Spolaore (2003,
chapter 4) and Spolaore (2010).

3. Heterogeneity, Borders, and Conflict

Economic theories of borders have placed heterogeneity of preferences over public policies and
types of government at the center of the trade-off determining the number and size of political
jurisdictions, not only from an “optimal” or “efficient” perspective, but also in models of voting
or in historically more realistic settings where borders are determined by the interactions of non-
benevolent rulers, often under the shadow or explicit use of military power.

But how can such heterogeneity and its effects be measured? Bringing the economic analysis
of political borders to the data entails several conceptual and practical challenges. An obvious
issue is that borders, while changing over time and space, do not vary with the frequency and
regularity of other more widely studied variables. Thus, they are not as amenable to the kind of
empirical analysis that is common in other areas of economics or political science. Even more
importantly, sovereign states and their borders are complex political institutions, and their
determinants are generally the outcome of long chains of multiple causes and effects interacting
with each other over long historical periods. Hence, their determinants are not easily tractable with
the standard tools of econometrics (instrumental variables, etc.). Consequently, it has been



relatively harder to assess to what extent alternative theories and approaches to political borders
can apply to historical experiences.

Nevertheless, in recent years researchers have been making significant progress by
employing new, creative empirical strategies and by relying on novel data from a variety of sources
(historical, linguistic, anthropological, etc.). The rest of this Section will not attempt a systematic
overview of the growing empirical literature on the political economy of ethnicity and culture and
how it relates to the economics of borders. Instead, it will focus on a few examples of research that
have shed insights on the relation between heterogeneity and borders from different angles, such
as the study of “artificial” vs. “natural”” borders and their connections with the study of federalism
and decentralization, and the empirical analysis of the relations among ethnic identity, cultural
heterogeneity, and conflict.

Alesina, Easterly and Matuszeski (2011) defined artificial states as "those in which political
borders do not coincide with a division of nationalities desired by the people on the ground.” They
proposed two measures of the degree to which political borders may be “artificial.” The first
measure captures how borders split ethnic, linguistic or religious groups into two separate adjacent
countries. The other measure relies on the mathematics of fractal dimensions and captures,
intuitively, the overall “straightness” of land borders. The underlying idea is that straight borders
are more likely to be artificial — that is, the outcome of decisions by rulers who drew the borders
without considering detailed geographical and ethnic information on the ground. These authors
found that, on average, countries with a high measure of “partitioned” groups have lower income
per capita. They interpreted their results as consistent with the hypothesis that artificial borders
increase the incentives to advance nationalist agendas at the expense of economic and political
development. For instance, two African countries with borders of very different “artificiality” are
Equatorial Guinea and Botswana. In Equatorial Guinea, the Fang ethnic group is partitioned with
Cameroon and Gabon, and the country’s mainland borders are basically straight lines. In contrast,
Botswana is mostly formed by an unpartitioned ethnic group (Tswana) and has relatively
“squiggly” borders. Both countries are rich in natural resources (oil and diamonds, respectively),
and yet Equatorial Guinea has been an unstable and poor dictatorship for most of its post-colonial
history, while Botswana has a history of relative democratic stability and economic development.
The countries with the most “artificial” borders according to both measures proposed by Alesina,
Easterly and Matuszeski (2011) are Chad, Ecuador, Equatorial Guinea, Eritrea, Guatemala, Jordan,
Mali, Morocco, Namibia, Niger, Pakistan, Sudan (before the breakup of South Sudan), and
Zimbabwe.

As documented by Alesina, Easterly, and Matuszeski (2011), African borders are
especially “artificial”: 80 percent of them follow latitudinal and longitudinal lines. In fact,
historians have pointed out that African borders are the outcome of a process that was mainly
determined by European governments in the 19" century, without any African representation,



whereby “African concerns were, if they mattered at all, completely marginal to the basic
economic, strategic, and political interests of the negotiating European powers” (Asiwaju, 1985,
p. 1). As Lord Salisbury, Britain’s prime minister, said in a speech in 1890: “We have been
engaged in drawing lines upon maps where no white man’s feet have ever tord; we have been
giving away mountains and rivers and lakes to each other, only hindered by the small impediment
that we never knew exactly where the mountains and rivers and lakes were” (quoted in
Michalopoulos and Papaioannou, 2016, p. 1808). The high “artificiality” of African borders and
the large number of portioned ethnic groups that resulted from distant European powers’ decisions
have motivated a systematic study of the long-term consequences of the “Scramble for Africa” by
Michalopoulos and Papaioannou (2016). This contribution is an instructive instance of use of
historical and anthropological data by economists studying how the formation of specific borders
may affect conflict and other political and economic outcomes. By considering partitioned ethnic
groups and exploiting variation across ethnic homelands, these authors could address some of the
econometric issues related to the endogenous process of border formation, such as selection,
reverse causality, and omitted variables. Specifically, Michalopoulos and Papaioannou found no
systematic geographic, economic, and cultural differences between split and non-split ethnic
homelands, consistent with an “accidental nature” of most African borders, at least with respect to
ethnic partitioning. They then used information on the spatial distribution of ethnicities using
anthropological data that was collected to reflect the situation on the ground at the end of the 19™
century and beginning of the 20" century, before the setting of contemporary national borders.
They identified partitioned groups by projecting current national borders on George P. Murdock’s
Ethnolinguistic Map (1959), which divided Africa into over 800 regions and was based on primary
sources covering the period 1860-1940. By combining this information with georeferenced data
on political violence between 1997 and 2013, they found that partitioned ethnic groups have
suffered significantly longer and more devastating periods of internal political violence in more
recent years, as well as more frequent military interventions from neighboring states. They also
found that split groups are often targets of government-led discrimination and more likely to be
involved in ethnic wars, and that individuals who identify with partitioned ethnicities are more
likely to report to be poor. Overall, this evidence is consistent with substantial heterogeneity costs
when political borders are “artificially” drawn by rulers who ignore the specific preferences and
social arrangements of the people on the ground.

A recent study by Castafieda Dower, Markevich and Zhuravskaya (2022) provides
intriguing evidence on the determination of the borders of five autonomous republics in Central
Asia (Kazakhstan, Kyrgyzstan, Turkmenistan, Tajikistan and Uzbekistan) in the 1920s, and the
consequences of these partitions for conflict within ethnic groups and towards the central
government. According to these authors, the Soviet central government in Asia behaved quite
differently from previous colonial powers in Africa and other parts of the world. Far from setting
borders “artificially,” the Bolsheviks consciously implemented a strategy that closely followed an
“ideal division”: groups were aggregated in ways that minimized ethnic segregation within each
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newly formed republic, subject to minimum-size constraints related to economies of scale. In each
newly formed republic, the largest ethnic group was then given special status as the “titular
nationality.” The only exception to this ideal divisions was Northeast Kazakhstan, a region
inhabited by a substantial number of European immigrants (Russians, Ukrainians, and Germans),
who were not given autonomy but included in Kazakhstan, under the Kazakhs as titular nationals.

Why did the Bolsheviks pursue these border policies and what were the results? Castafieda
et al. (2022) attempt to answer these questions through an original empirical analysis, using a new
dataset on local conflicts from Soviet secret police reports combined with historical census data.
They find that the strategy of forming separate “nationality-based” autonomous republics was
indeed successful from the Soviet government’s perspective: not only ethnic conflict was relatively
lower in these republics, but revolts against the Soviet central government were also less frequent,
compared to the outcomes in Northeast Kazakhstan (which they use as their “control”). Castafieda
et al. (2022) also find that the Bolsheviks’ strategies of nationality-based decentralization were
also successful at fostering the socioeconomic development and nation-building of the titular
nationals in each newly formed republic, insofar as these groups gained in terms of population
shares and higher literacy (starting from very low levels). Thus, the outcomes of the Bolshevik
border policies in Central Asia appear broadly consistent with the interpretation of historians such
as Terry Martin (2001), who coined the term *“affirmative action empire” to characterize the Soviet
approach to its minorities during the 1920s and early 1930s, before the Stalinist reversal, when
centralization and Russification came back with a vengeance. However, perhaps the formation of
new republics might also be explained in more traditional terms, as an instance of “divide and
rule” (Conquest,1987; Pipes, 1997), especially aimed at preventing the Muslim subjects of the
Soviet empire to unify against their new secular rulers under a common religious identity. Overall,
the analysis of border formation by Castafieda et al. (2022) sheds new insights on the conflict-
reducing effects that can be gained when rulers set borders by taking into account ethnolinguistic
information on the ground.

This research is valuable not only from a methodological and historical perspective, but
also because of its relevance for understanding more recent events that stem from the formation
and breakup of the Soviet Union and continue to affect contemporary geopolitics. In a long speech
given on February 21, 2022, a few days before the invasion of Ukraine, Russian President Vladimir
Putin said: “Leninist, substantially confederal, state structure and the slogan about each nation’s
right to self-determination [...] were built in the foundation of the Soviet State” and asked: “Why
was it necessary to satisfy the [...] nationalist ambitions of different parts of the former [Russian]
empire? Why giving them newly-formed, often arbitrarily created, huge administrative units —
union republics — that often had nothing to do with them [titularity nations]?” The study by
Castafieda et al. (2022) provides a possible answer to Putin’s (rhetorical) question. According to
their analysis (and contrary to Putin’s claim), the Soviet rulers did not create their republics
“arbitrarily,” but designed them (almost) optimally to minimize heterogeneity costs, in ways that
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helped them control their empire for over seventy years. In light of subsequent historical
developments, an open question is then whether there might have been a trade-off between more
control in the short run versus a higher likelihood of instability and breakup in the longer run. A
related question is whether the effects of decentralization on Soviet border stability might have
been “non-monotonic” - that is, positive at the beginning, when a modicum of empowerment
within a federal structure reduced hostility by the peripheries towards the central government, but
negative later on, when the Soviet Union eventually broke up into fifteen separate republics.

In general, this line of theoretical and empirical research can contribute to the debate on
whether federalism and decentralization along “natural” lines (ethnic, linguistic, religious, etc.)
should lead to border stability or instability in the longer run - a discussion that has been prominent
among political scientists and experts of international relations, especially after the collapse of the
Soviet Union (Bakke and Wibbels, 2007). The standard view has been that federalism is border-
stabilizing, especially in societies that are very heterogenous along ethnic or cultural lines. Several
prominent social scientists have argued that federal states tend to do better than unitary states by
reducing ethnic conflict and minority discrimination (Lijphart, 1990; Weingast, 1995; Bermeo,
2002; Inman and Rubinfeld, 2005). Other scholars, in contrast, have argued that federal
arrangements facilitated the breakups of Yugoslavia and the Soviet Union (Roeder, 1991; Suny,
1993). Motivated by these questions, Spolaore (2010) studied the relation between federalism and
country stability and provided a model of the interplay between centrifugal and centripetal effects
of decentralization and federalism. In that framework, decentralization reduces the incentives to
secede at higher levels of decentralization, but it might increase the incentives to break up at lower
levels of decentralization. The threshold above which decentralization is stabilizing depends on
the effects of conflict. When the use of force has a smaller impact on political outcomes,
decentralization ensures more stability. In other words, federalism and decentralization are more
likely to have a positive effect on stability and efficiency in societies where norms and institutions
ensure that weapons and violence are not too effective at determining political borders.

In a recent contribution, Esteban et al. (2020) have proposed a theoretical model of conflict
and secessions, whereby different ethnic groups might fight over control of the central government
(“centrist conflict™) or over the breakup of the country (“secessionist conflict”). These authors then
bring the predictions of their theoretical model to the data and find that a peaceful union is less
likely, with respect to both centrist and secessionist conflict, when the ethnic groups that are not
in control of the government are relatively larger. They also find that cultural similarity reduces
the risk of secessionist conflict relative to centrist conflict and peaceful union.

These theoretical and empirical contributions suggest that the relation between heterogeneity
and conflict is indeed central for understanding the dynamics of political borders. While much
remains unknown about this interplay, recent research has shed new light on the links between
conflicts and various measures of heterogeneity along historical, cultural, linguistic, and religious
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lines, building on previous work by Alesina et al. (2003), Fearon (2003), and Mecham, Fearon and
Laitin (2006) (see also Ginsburgh and Weber, 2011 and Spolaore and Wacziarg, 2016a).

A key empirical question within this area of inquiry is whether diversity of ethnic or cultural
origins is associated with more or less conflict between groups and populations (for a discussion,
see Spolaore and Wacziarg, 2019). Views on this issue have often been polarized. On the one hand,
there is the view that diverse groups, by interacting and cooperating with each other, can converge
on common values and achieve peaceful integration. Earlier instance of this optimistic view can
be found in Haas (1958, 1964) and Deutsch (1964). On the other side are those who view ethnic
and cultural differences as direct causes of conflicts and wars (for example, Sumner, 1906, and,
more recently, Huntington, 1993, 1996). Microeconomic studies have connected ethnic
heterogeneity to undersupply of local public goods (e.g., see Alesina and La Ferrara 2005), while
there is also macroeconomic evidence of negative correlations between measures of
ethnolinguistic fractionalization and public outcomes (a seminal contribution in this area is Alesina
et al., 2003). Montalvo and Reynal-Querol (2005) and Esteban, Mayoral and Ray (2012) showed
that ethnic polarization is associated with civil conflict. Desmet, Ortufio-Ortin and Wacziarg
(2012) found that linguistic distances between major linguistic families predict civil conflict, while
finer distinctions between languages negatively affect the provision of public goods. Looking more
specifically at the breakup of former Yugoslavia, Desmet et al. (2011) found that measures of
historical relatedness between ethnic groups helped predict the timing of their violent breakup,
consistent with the view that populations that were ethnically and culturally more distant from the
central government had larger incentives to secede. Overall, this empirical evidence is consistent
with ethnic and cultural heterogeneity going hand in hand with lower provision of public goods,
more civil conflict, and a higher likelihood of secessions.

However, there is also evidence that international wars are more likely to occur between
sovereign states inhabited by populations that are more closely related along historical and cultural
lines, controlling for geographical proximity and other geographic characteristics (Spolaore and
Wacziarg, 2016b). How to reconcile the evidence of the relationship between heterogeneity, civil
conflict, and secessions mentioned above with these results about international conflict? A
plausible interpretation is that the impact of heterogeneity depends on whether groups are fighting
over control of public (nonrival) goods or private (rival) goods. As already mentioned,
heterogeneous preferences and traits negatively affect the provision of public goods, which are
nonrival in consumption and must therefore be shared by everyone within a political jurisdiction,
whether one likes them or not. In contrast, diversity across individuals and groups comes with
benefits when considering interactions about rival goods, because a variety of preferences and
worldviews can be associated with lower levels of antagonism over private goods. Moreover,
“Leviathans” who rule different states are more likely to fight with each other over a given territory
if they anticipate that it will be less costly to rule it because its population has more similar political
and cultural preferences to the conqueror. In contrast, rulers may be more reluctant to engage in
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wars over territories that they anticipate might be more costly to rule because of higher political
heterogeneity. Thus, heterogeneity costs associated with more diverse populations, paradoxically,
can also help explain why we are more likely to observe international wars between more similar
populations, all other things being equal, while civil conflict over control of public goods is more
likely to occur among populations at a higher cultural distance from each other (Spolaore, 2008;
Spolaore and Wacziarg, 2016c, 2019).

In a recent contribution, Guarnieri (2022) provides new evidence that civil conflict is
explained by ethnic groups’ cultural distance to the central government, and that the mechanism
driving the effects of cultural distance on conflict is differences in preferences over public goods.
That is, cultural distance causes conflict over control of the government (a nonrival good), but it
does not trigger conflict over territory or resources (rival goods). These results are consistent with
the hypothesis about the relationship between heterogeneity and conflict discussed above. In this
respect, neither the “optimist” view nor the “pessimist” view is completely accurate: ethnic and
cultural heterogeneity can increase or reduce conflict, depending on what the conflict is about:
public or private goods. This is another instance where an economic approach to political
outcomes, based on logic and empirical evidence, can provide a fuller and more nuanced
understanding of the phenomena under consideration.

A final observation - and a major challenge for both theoretical and empirical research - is
that, in the longer run, heterogeneity of preferences, values and beliefs, as well as key cultural
cleavages and identities, are themselves endogenous — that is, affected by social, political, and
economic factors. For instance, religious identities played a major role in the historical
determination of borders in the Lower Countries, but became much less salient over time, as other
dimensions (linguistic and economic) took center stage in the contemporary politics of Belgian
borders. In general, the nature and impact of different cultural and ethnic dimensions is likely to
respond endogenously to changes in the configuration of borders and to specific public policies,
such as “nation-building” (Weber, 1976; Alesina and Spolaore, 2003, pp. 76-77; Alesina, Giuliano
and Reich, 2021). Ethnicity and culture are fluid concepts, with a complex relationship between
them and with conflict. Interestingly, Desmet, Ortufio-Ortin, and Wacziarg (2017) find that,
globally, there is little overlap between ethnic identity and cultural identity. They also find that
ethnic diversity itself has no effect on civil conflict. Conflict is more likely when differences in
ethnicity coincide with differences in culture. Thus, a promising direction for future research is to
link more closely the economic analysis of political borders to the growing literature on the
economics of culture and cultural change. Analyses and discussions of the relations among
culture, institutions and political and economic outcomes are provided, for instance, by Tabellini
(2008), Bisin and Verdier (2010, 2021), Alesina and Giuliano (2015), Mokyr (2017), Spolaore
(2019), and Acemoglu and Robinson (2021), among many others.
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4. Concluding Remarks

This paper has reviewed theories and empirical studies of political borders and conflict
from a politico-economic perspective. A general message from these studies, as noted for example
in Alesina and Spolaore (2015), is that economic theories of the formation and breakup of political
jurisdictions can contribute to the policy debate by bringing considerations of pros and cons,
alternative choices, and trade-offs to an area of intense political controversy, which is often
dominated by extremist and partisan perspectives.

A fundamental question, which has repeatedly emerged in the economic literature on
borders and conflict, is how to define and measure the impact of multi-faceted factors such as
culture, ethnicity, language, and social interactions. While the economic analysis of borders and
conflict has significantly helped social scientists to reach a broader understanding of these topics,
much remains to be done within this fascinating and expanding field, using cultural and historical
data and mechanisms to understand economic and political dynamics. When considering the
effects of factors such as culture and identity on political and institutional outcomes — including
political borders — causal effects often tend to work in both directions: cultural forces can affect
borders and institutions, but culture and identity themselves are endogenous variables, impacted
by political and economic factors.

Ultimately, as the contributions that we have discussed illustrate, an economic approach to
political borders is most effective when open to the inclusion of multiple perspectives, relying on
concepts and data from diverse areas of research. As always, much more can be learned when
economists and other scholars mutually cross the (often artificial) borders of their respective
disciplines.
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