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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 produc
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be distributed between the two parties is 
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approaches zero, total destruction 1 2
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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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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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The slope of the reaction function is 
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