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The impact of wars on the economy of countries:
theoretical and practical aspects

Abstract

Wars leave deep traces in the country’s economy during and after the war, as well as social and psychological
consequences. At the beginning of the economic consequences of war, there is a loss of labour. The
withdrawal of skilled labour from the country due to the war, the reduction of the population as a result of
injuries and deaths leads to serious losses in production and national income. The decline in production
leads to inflation and the emergence of a «black» market, faced with difficulties in meeting the needs of the
population, whose incomes are falling due to the war. The division of resources into army and defence needs
during this period leads to bottlenecks in meeting the resource needs of many sectors, especially basic
consumer goods. With war, it becomes impossible to provide new production tools, find loans, continue
working without interruption in the face of possible enemy attacks, and increase production within the
optimal norms of leasing.

This study is intended to discuss the economic consequences of wars. The basic macroeconomic effects
of war on the economy are discussed, and the economic costs of war through experiences of the most
significant countries are explained with regard to World War | and Il. The effects of the Syrian war on the
Turkish economy are opened up, and political and economic recommendations are given.
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ApcaxaHoBa 3. A.

[OKTOP EKOHOMIYHUX HayK, OOLUEHT, 3aBigysay, kadenpa diHaHCIB i KpeguTy,

YeueHcbkuin oepxaBHuin yHiBepcuTeT, po3Hunin, Pocia

Bokos 0. A.

KaHouoat ipunandHnX Hayk, OOUEHT, kadeapa KOHCTUTYLIMHOIO Ta MyHiLMNanbHOro npasa,
Bonrorpancekuin aepxxaBHuin yHiBepcuteT, Bonrorpag, Pocis

Jlapin O. 10.

KaHouoart iopuandHnX Hayk, JOUEHT, MPOpPeKTop,

Pocincbka gepxaBHa akageMmis iHTenekTyanbHoi BnacHocTi, Mocksa, Pocis

Hacniaku BBy BOEH Ha €KOHOMIKY KpaiH: TeOpeTUUHi Ta NPaKTUYHI acnekTun
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AHoTauiqa. BiHM 3anuwatoTb mMmnbOoKi cnigyM B €eKOHOMIL KpaiHu Nif 4ac i nicng HMX, a TakoX couianbHi
Ta MCUXONOriYyHi Hacnigku. Ha no4yartky BiliHWM sIK €KOHOMIYHWIA Hacnigok BioOyBaeTbCs BTpaTta pobOoHOi
cunu, a came, BIATIK kBanidpikoBaHOi poOOY0i CUAM 3 KpaiHW, a CKOPOYEHHSI HaceneHHs B pes3ynbraTi
TpaBM i cMepTel NPU3BOAUTbL A0 CEPMO3HUX BTPAT Y BUPOOHMLTBI Ta HaLOHaNbHUX AoXxoaax. SHUXEHHS
BMPOOHULITBA NMPU3BOAUTbL A0 iHPAAUIT i BAHUKHEHHS «HOPHOr0» PUHKY MiCNsa 3iTKHEHHSA 3 TPYAHOLLAMMU
B 3a40BOJIEHHI NOTped HaceneHHs, OoXoAu SKOro rnagarTb 4Yepes BinHy. [lepepos3nonin pecypciB Ha
noTpebu apmii Ta 0OOPOHN B LEN Nepiod NPUM3BOAUTL A0 BUHUKHEHHS BY3bKMX MICUb Y 3a[0BOJIEHHI
noTped 6araTboX iHLWINX CEKTOPIB, OCODNINBO OCHOBHUX CMOXMBYUX TOBAPIB. 3 BIIHOIO CTAE HEMOXMBUM
Ha[aBaTu HOBi IHCTPYMEHTUN BUPOOHULITBA, 3HAXOANTU KPeauTn, NpoaoBXyBaTn poboTy 6e3 nepeprBaHHS
nepen nMUeM MOXJIMBUX BOPOXMUX aTak i 36inbliyBaT BUPOOHULTBO B pamMkax ONTUMaslbHUX HOPM
nisuHry. Lle pocnigxxeHHs npucesvyeHe 06roBOPEHHI0 EKOHOMIYHMX HACHiOKIB BOEH: BU3HAYalOTbCSA OCHOBHI
MaKpOEKOHOMIYHI HACNIOKN BiMHW 0151 EKOHOMIKM, @ TakKOX NOSICHIOIOTBCS EKOHOMIYHI BUTPaTU BilHM 4Yepes
[OCBiA HaNBaXXMBILLMX KpaiH CTOCOBHO [Mepoi Ta Jpyroi ceiTOBMX BiiH. HamMu npoaHanisaoBaHoO Hacnigku
CUPINCBKOI BiHM NSt TYpeLubkOi EKOHOMIKM, AAHO MOJITUYHI TA EKOHOMIYHI pekoMeHaaLji.

Knio4oBsi cnoBa: BillHa; eKOHOMIYHI Hacnigku BinHK; MNeplua ceiToBa BiHA; [pyra cBiTOBa BillHA; BiliHA B
Cupii; TypeLbka eKoHOMiIKa.

ApcaxaHoBa 3. A.

LOKTOP 3KOHOMMYECKUX HayK, AOLEHT, 3aBeayowas, kadenpa GUHaAHCOB 1 KpeamTa,

YeyeHcknin rocynapCcTBeHHbI yHuBepcuTeT, [po3HbIv, Poccusa

Bokos 0. A.

KaHouoat ipunan4ecknx Hayk, AOUEHT, kadenpa KOHCTUTYLIMOHHOIO U MYHULIMNANbHOIO Npasa,
Bonrorpaackuin rocyaapcTBeHHbIN yHUBepcuTeT, Bonrorpaa, Poccusa

JlapuH A. 10.

KaHOuaaT opuaonyecknx Hayk, JOLUEHT, MPOPeEKTop,

Poccuiickas rocygapcTBeHHas akagemMus MHTennekTyanbHol cobcTtBeHHOCTN, MockBa, Poccus
MocnepcTBus BAUSIHUS BOMH HA 3KOHOMMKY CTPaH: TeopeTU4eckne u npakTuyeckne acrnekrhbl
AHHOTaums. BoiiHbl ocTaBnsioT rnybokue crneabl B 9KOHOMUKE CTpaHbl BO BPEMS W NMOCSIE BOMHbI, & TakxXe
couuanbHble N MCUXONOMMY4ECKMUEe nocnencTeus. B Hayane BOWMHbI Kak 3KOHOMMYECKOE MOCNeacTeme
NPONCXoANT NoTeps paboyer Cuibl, a UMEHHO, OTTOK KBanM@uUuUUpPOBaHHOM paboyen Cubl N3 CTpaHhbl, a
COKpaLlleHVe HaceneHns B pesysibTare TpasM 1 CMEPTEN MPUBOAMUT K CEPbE3HbLIM MOTEPSAM B NPOU3BOACTBE
1 HaUMOHanbHbIX goxoaax. CHUXeHne NpomM3BoACTBA NPUBOAMUT K MHDNALMN 1 BOSHUKHOBEHUIO «4EPHOIr0»
pblHKA MOCNEe CTOJIKHOBEHUS C TPYOAHOCTAMW B YOOBNETBOPEHUM MOTPEOHOCTEN HaceNeHwus, A0Xonabl
KOTOPOro nagawT M3-3a BOWMHbI. [lepepacnpeneneHne pecypcoB Ha MOoTPebHOCTM apMnM U OOOPOHBI
B 9TOT nepuog, NpuBOAUT K 0O6Pa30BaHMIO y3KUX MeCcTa B YAOBNETBOPEHUM MOTPEBHOCTEN B pecypcax
MHOIMX CEKTOPOB, 0COBEHHO OCHOBHbIX MOTPEOUTENBLCKMX TOBAPOB. C BOMHOW CTAHOBUTCHA HEBO3MOXHbIM
npenoCTaBnsiTb HOBbIE MHCTPYMEHTbI MPOU3BOACTBA, HAXOOUTb KPEeauTbl, Npoaoxare 6ecnepebonHyio
paboTy nepepn, MMLOM BO3MOXHbIX BPaXECKUX aTak 1 yBeIn4mMBaThb NPOn3BOACTBO B pamMKax OnTUMasbHbIX
HOPM Nn3vHra. 3To MccnegoBaHve MOCBSALWEHO OOCYXOEHUIO 3KOHOMWYECKUX MOCNeACTBMA BOWH:
onpenensTcs OCHOBHbIE MaKpPO3KOHOMWYECKME MNOCAEACTBUS BOWMHbI O 3KOHOMMWKU, a Takxe
0OBLACHSAITCS 9KOHOMMYECKME N3OEPXKKN BOVHBLI Yeped OMbIT BaXKHENLNX CTpaH nocne Mepeoi 1 Bropon
MUPOBbLIX BOEH. HamMn npoaHanuManpoBaHbl NOCAEACTBUS CUPUIACKON BOVHbI A9 TYPELKON 3KOHOMMUKMU,
JaHbl NOSINTUYECKME N IKOHOMUNYECKUE peKOMeHaaLnN.

KnioueBble cnoBa: BOWHA; 9KOHOMMYECKME MOCNEACTBMS BOMHbI; [MepBas mMupoBas BovHa; Btopas
MMPOBas BOMHA; BOMHA B Cupuu; Typeukas 3KOHOMUKA.

1. Introduction

The war leads to a radical transformation in the economic and social structure of the country.
The goods and services that are placed on the market greatly meet the needs of the army, be-
cause they are used as a basic consumer item that people need, and the share allocated to civi-
lian consumption is declining, gradually withdrawing from the market.

In normal periods, according to the law of demand, the increase in prices leads to a decline in
demand, while during times of war, this theory has been the opposite, rising prices and willingness
to buy which is due to uncertainties and future demands for goods increase. The concern prices
will increase in the future and also added when a property buyer has sought to transform money
in their hands to material form of capital. If it supplied, the demand for every commodity at each
price provokes transitioning to a monopoly position of a seller, as in other areas, the government
is losing control of the market and the transparency disappears.

Another problem that the government has to deal with the war is social shortcomings. A signifi-
cant portion of war spending from the budget allocation of the government budget need leads to
the withdrawal of the benefits from the previous recipients. Absence of the government assistance
as well as rising of inflation and the prices of basic goods and services put the low-income part of
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the nation face-to-face with the poverty and even hunger. Te war-budget and conditions heart es-
pecially the people with fixed income who are public sector employees and pensioners. Hence,
decline in wealth and income as well as unfavourable macroeconomic situation lead to the impo-
verishment of the state.

2. Brief Literature Review

From the first societies to the present day, more powerful people, tribes and states have wan-
ted to establish dominance over others. These aspirations and efforts still appear to be. Intellec-
tual efforts, religious or national ideals form superior perception of the right to life, natural re-
sources of strategic importance and weapons of mass destruction. The study of the desire to
have a sense of superiority against other nations and the idea of getting them under the direc-
tion of provision has been studied by many researchers, for example, Gareth (2008). Wars as
a result of problems and issues which cannot be resolved with peace methods are studied by
Bayart (2000) and many other scholars.

Many differences are experienced between the wars and armed conflicts of the past and the
present. The aftermath of the wars of the century history is incomparable with the one of any on-
going conflict in any region of the world which affects the economy of many other countries in
times of globalization (Belloni, 2014; Gareth, 2008).

During the war, some countries affected had received financial resources from the external
interested parties to pursue certain economic and political policies (Uche, 2008). In the times of
war, by bringing additional tax obligations, governments provide a massive redistribution of in-
come between social classes, individual and social needs. The welfare of the people is set back
and the needs of war are moved to the first place, worsening and changing macroeconomic and
consumer conditions. For this reason, the sales of consumer goods may significantly grow in
volume regardless of the price growth and causing the development of smuggling (Heap, 1990;
Bayart, 2000).

Planning arrangements for war, while sticking to the countries’ economies and peace talks, is
a threat and a sign of the future armed conflict which is especially true for the African countries
(Hopkins, 2009).

During the war, primarily defence spending experienced significant losses in public re-
venues and increases in public spending (Sugihara, 2007). Under such periods, it is required
for the financing of deficits and maintaining the credibility of the country because of the
higher cost of debt and unwillingness of the creditors to undertake the highly risky decisions
(Jayasundara-Smits, 2018). Export revenues losses and the burden of external debt, the de-
cline in interest rates, the deficit of financing, in most cases, met by a central bank combined
with the impact of a bigger country confronted with, make the inflation and worsening of inter-
nal and external economic environment inevitable (Jerven, 2009).

The war is costly itself and leads as well to the next economic costs which are the repair costs
of the damage caused by war (Jesperson, 2015). They are costs incurred for reconstruction ac-
tivities, health and social security and present a type of expenditure which implies a significant
burden on the state budget. In the period of after-war restoration, the distribution of income and
wealth for the minimization of the economic and social problems leads to a significant amount of
transfer spendings carried out y the government and, consequently, the continuation of public
debt and inflation growth (Moradi, 2008).

3. Purpose
The purpose of the work is to study the economic consequences of war by studying histori-
cal events against the background of globalization of the world’s economies.

4. Results

The economic impact of war

Determination of the costs of war and restoration for the future generations and the discussion
regarding expediency of their occurrence is the question which must be answered. The concept
of alternative (opportunity) costs is very relevant in such situation as far as the expenditure for the
intake of weapon may have been used to build a school. In the same way that the expenditure will
be used to buy war planes and helicopters the cost of the construction of an industrial area may be

Arsahanova, Z., Bokov, Yu., & Larin, A. / Economic Annals-XXI, 182(3-4), 34-40

36



ECONOMIC ANNALS-XXI
SOCIETY AND ECONOMY: THE CONSEQUENCES OF CONFLICTS

abandoned. In this case, the human capital of the country for employment expenses are essential
and necessary investments to be made, unfortunately, is wasted.

The degree of war involvement of the country influences its level of development, wealth, de-
velopment in the defence industry, depending on nature and quantity of the productions. If the
needs for materials and equipment needed to perform the armed conflict are met by the local
production in the country, it ends up the war with less damage for the industry and the country’s
economy as a whole is less affected. Otherwise, if there is a high import dependency ratio of the
country’s economy, then war-implied foreign trade in the period of the interruption of the country
is being dragged into a crisis (Gareth, 2008). In this regard, the sustainability of the country’s pro-
duction in the period of either war or peace is directly related to the strength of the production. The
complex economic impact of war is presented in Figure 1.

Economically a country unprepared to war suggests that there will be difficultiesin the pro-
duction and supply of military equipment and vehicles needed at the first place. For this reason,
to avoid a negative situation of the countries unready in face of war, there is a need to have a
state team making preparations in times of peace and creating the conditions to survive in the
war economy with economic power under the name in, accumulating the reserves for the war
expenses (Scott et al., 2006). Therefore, in the era of pre-war, a part of the public resources
must be spent on defence instead of providing exclusively public and social needs of the coun-
try (Jesperson, 2015).

Another of the economic effects of the war is the decline of the working population. Although
there has been a change in the methods of war in the past, it is still seen that the civilian popula-
tion as well as the military personnel has lost their lives. Human capital is also used as an input in
production because human deaths in wars cause losses in the production and national income of
countries. The closing of production enterprises in war conditions causes unemployment to rise
and consumption to fall due to salary losses.

Another economic impact of the war is the increase of the national debt. Since losses in pro-
duction and national income during war times led to a decline in tax revenues, the financing of the
war was covered by borrowings. This also causes debt interest rates’ increase and future genera-
tions are burdened with the financing of debt.

When country’s statistics are examined, it is seen that health expenses also increased du-
ring and after the war. The costs for the treatment of the injured and the care and treatment of

Lost GDP - unless war
takes place in another

country
Decline in working Creates employment
population
. = | Damage to
Innovation /new . Economic lmpaCt buildings/infrastructure
technology of war
\ Rise in national debt/
higher taxes in future
Psychological costs Opportunity cost -
e.g. decline in health Inflation
care
www.economicshelp.org
Figure 1:

The economic impact of war
Source: Pettinger (2019)
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psychologically affected people are significant. Again, the damage suffered by the health sector in
the war, the damage to the medical equipment and devices received lead to serious costs for their
renewal. An example of these costs is the war between the United States and Japan, which the
United States responded to with an atomic bomb. Apart with the damage to physical and mental
health, the damage to infrastructure such as water and sewerage during these periods is another
reason for the increase in diseases and health costs.

Damage to government investments such as infrastructure and buildings destroyed by the war,
roads and power stations are also costs caused by the war. Again, inflation, falling savings rates,
lack of investment caused by the lack of savings, lack of confidence in the financial system leading
to the cutting of financial sources can be named as an example of the economic problems caused
by war (Jayasundara-Smits, 2018).

Another of the economic effects of the war is the damage caused by the destruction of buil-
dings due to weapons and bombs. The restoration of the buildings and the reconstruction of the
destroyed buildings are severely affected economically. Even if there are positive aspects to post-
war employment creation, the financial burden of rebuilding affects the economy negatively.

Although the effects of wars in general are negative, in some cases a positive influence of
war on the economies of the country is seen. For example, some countries have gained eco-
nomic wealth from many wars in the past and present. Germany, the United States and China,
for example, have had a good economy and industry since the World War |l ended. However,
the main basis of the improvement in the German and Chinese economies is the people’s ef-
forts to get the economy back on its feet after the war. However, the wealth gained by coun-
tries such as the United States during and after the war is effective in the weapons and war in-
dustries. In this respect, the share of the country’s war industry compared to national income
increases during the war periods and significant capital flows come from the foreign countries.
The emergence of new technologies can also be an example of the positive impact of wars.
Weapons and equipment can be tested in combat, and the defence industry is developing.
Another positive effectis the increase in employment caused by public expenditures after the
war. Again, it is observed that unemployment fell rapidly after the war, as production and con-
sumption, which were suppressed during the war period, would show significant increases af-
ter the war (Uche, 2008).

Wars entail huge costs, and considerable resources are needed for them. The war affects the
building sector, the industrial sector, the agricultural sector, the service sector, exports and in-
vestment, in short, the entire basic economic structure. The reconstruction of the buildings de-
stroyed by the bombing, the removal of the damage to the transportation networks, damaged in-
dustrial facilities and dams are the problems that await the country in the post-war period. The
elimination of these problems brings a significant cost to the country. The other pillar of the cost of
war is the resources allocated for the continuation of war (Jesperson, 2015).

Resources allocated for war financing include interest paid for internal and external debts,
consumption, savings and investments that society has given up due to the tax increase, and
resources allocated for the defence industry. Apart from this, export revenues, depletion of tax
resources, import expenses for defence needs and repair of the economy, social life, environ-
ment and city after the war are the factors that cause war financing.

The heavy taxes imposed on the financing of the war have different effects on the obliged par-
ties according to the source of the taxation. If the financing of the war is done by taxes on con-
sumption, poverty will accelerate, and if it is met through wealth or income, then savings and in-
vestments will be reduced. However, in order to prevent the deterioration in income distribution, a
tax on income and wealth would have more effective consequences.

If war costs are to be covered by tax, the most effective method to be applied is to increase ex-
cise taxes on luxury goods and arbitrary products such as cigarettes and alcohol. The real wealth
tax and wealth increase taxes are also taxes levied on war finance in times of war. The rate of these
taxes, usually levied on a one-off basis in times of war, may be severe enough to require the deb-
tor to sell a portion of his wealth (Moradi, 2008).

In order to finance the war, countries have three different sources of financing: domestic and
international debt, as well as emissions through their central banks. In this period, the emission,
i.e. money printing, causes the general level of prices in countries to increase rapidly and reach
triple digits and the country’s economy to face hyperinflation. In domestic borrowing, the coun-
try has different alternatives. The first of these are banks and financial institutions. However, the
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continuity of this resource is not possible as the profitability of banks and financial institutions.
The other source of domestic borrowing is individual savings i.e. borrowing from the public. The
main reason for the public’s willingness to lend to the state during such periods to get out of the
existing bad situation quickly and the national commitment. However, governments aim to bor-
row from the public and thus reduce their purchasing power, especially in order to relieve the in-
flationary pressure caused by the scarcity of supply in the market.

Effects of wars on national economies

The effects of the World War | are significant in that the interaction between the war and
the economy is the war in which it is most clearly seen. The foresight that this war would be
short has prevented countries from making the necessary preparations before the war. Howe-
ver, the devastating effects of the war caused countries to use almost all their resources for war
(Cockayne, 2013). In general, during the World War |, countries exercised strict control over the
market. In particular, regulations were made on food and raw materials, inspections of strate-
gic products, war equipment and those supplying them, and inspections were increased in the
transport and agriculture sectors. While the costs of wars in the past were measured in millions,
the cost of the World War | was USD 211 billion (Jayasundara-Smits, 2018).

As aresult of the lessons learned from the World War |, countries took some measures and made
economic plans before the World War Il. For example, when the World War Il began, about 80%
of Germany and Britain’s overall spending and almost half of national income were earmarked for
war spending. Governments have resorted to some economic and fiscal measures to cover war fi-
nancing, such as increasing existing taxes, taxing high earnings, and mandating savings. In addi-
tion, the purchasing power was reduced through domestic borrowing and thus the production in-
crease was attempted (Jayasundara-Smits, 2018).

The fact that Turkey is Syria’s longest border neighbour has caused Turkey’s economy to
be more affected by the war than other world economies. The economic cost of the Civil War
in Syria to Turkey, Egypt, Lebanon, Jordan and Irag amounted to about USD 35 billion, accor-
ding to aWorld Bank report. In particular, the good levels of trade relations between Turkey and
Syria until the start of the war led to the loss of these relations after the war and Turkey suffered
a significant loss of foreign trade (French, 2014).

Another important economic consequence of the Syrian war is asylum seekers, which forced
to emigrate to Turkey to solve the problem of the war to their families. Itis estimated that 2.5 mil-
lion Syrian asylum seekers currently live in Turkey, along with 3.5 million who are not registered.
Inflation caused by the increase in demand, especially in areas where Syrian asylum seekers
live heavily, has recorded serious rises. The cost of asylum seekers to Turkey has exceeded
USD 5 billion as of 2019 (Amnesty International, 2020).

The cessation of border trade, such as cigarettes and sugar, which reached USD 2 billion due to
the war, also cost the country. Factories serving the region in Turkey have been left dormant, and
Turkey’s investments in areas such as Raqga and the Asia River in Syria have been halted.

Again, Turkey was exporting mainly to Middle Eastern countries and South Africa via Syria.
However, after the start of the war, this trade network by road reached the point of breaking down
and Turkey’s foreign trade with these countries fell. In this case, the Turkish companies that set
different alternative routes had to bear additional costs due to transportation costs.

In addition to the impact of the Syrian war on Turkey and the world economies, the biggest
economic impact has been in the key indicators of Syria. When we look at the economic indi-
cators of the pre-war period in Syria, it is seen that the country has an average growth rate of
4% per year and inflation is around 5%. After the war, inflation rates in the country reached 48%
(Central Bank of Syria, 2019). According to experts, this war has taken Syria’s economy back
for 30 years. According to ministers in Damascus, oil production has reached its lowest level
in years, and phosphate exports and electricity production have dropped dramatically. The re-
port published by the World Bank in July 2017, which examined the economic and social con-
sequences of the war, stated that the cumulative loss in gross domestic product in Syria was
USD 226 billion (World Bank, 2017).

5. Conclusion
The greatest economic impact of wars, whether Cold War, is the alternative costs of expendi-
tures made during the war period and after the war. If there were no wars, many economic, social
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and cultural developments would be possible in countries with the use of these expenditures in
alternative areas, and countries could make their development easier.

Countries lose their labour force due to wars, bear interest burden due to high borrowing, have
to approve the physical and human destruction caused by war, and endure additional repair costs
in many areas from economy to infrastructure, health to education.

Most important things are to repair the psychological and sociological costs that wars have left
on people. It may be possible to repair the physical costs, but it sometimes takes a long time to re-
pair the impact of war on people, and sometimes it is not possible.

If the war had not happened, there would not have been any unemployment compared to the
pre-war situation. Or, when production and consumption, which was kept under pressure during
the war, led to growth when the economy returned to its normal course, this positive result would
again be the result of the negative effects of the war.

Without war, there would have been no spending on these technologies and above all. There-
fore, every aspect of the war, no matter how you evaluate it, is negative, and causes serious
damage to the economies of the country.
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