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examined as follows.  Considering the circumstances in which (i) there is complete information 

on military capabilities of two symmetric parties, (ii) there are no miscalculations of costs and 

benefits of armed confrontation, (iii) negotiations between the two c
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theoretical analysis of conflict with endogenous destruction is in parallel with Hirshleifer’s 

(1991, p. 131) observations that 

The costs of conflict as an economic activity can include: 1) foregone opportunities, as when 
guns are produced rather than butter; 2) attrition of the resources actually devoted to combat, for 
example, military casualties; 3) collateral damage to productive resources. The prospect of 
collateral damage, intentional or unintentional, reduces the profitability of conflict.  In fact, the 
retaliatory threat of collateral damage is, according to modern deterrence theory, the key to peace 
in a nuclear age. 
 

The present paper takes into 
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be distributed between the two parties is 
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The consumable resources can be disposed in one of two ways: (i) th
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approaches zero, total destruction 1 2
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conditions under which the parties 
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an incentive for each party to allocate more resources to produce guns under settlement than 

under war.  
 

Not surprisingly, the incentives to increase gun productions do not guarantee that the 

contending parties will choose to resolve their disputes through a negotiated settlement, however.  

It depends on whether the settlement equilibrium payoff is
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that the right-hand side of equation (26) is zero.  In other words, we have 
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Appendix 
 
A-1. Proof of Lemma 1 
According to the destruction function, 1 2 1 2( , ) [1 ( , )] ,D G G G G I
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which implicitly defines party i’s reaction function ( ).W W W
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The slope of the reaction function is 
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Compared to the symmetric case, all the related functions are fundamentally the same and hence 
are strictly concave in 1G  and 
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