The economic consequences of war:
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Wars have become less common since the 1990s,
but the share of civil wars increased
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Notes: Shares are calculated basedon the Correlates of War definition of countries in the state system




The median war in the dataset last one year
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TRANSITION REPORT 2022-23 Source: Correlates of Warand authors’ calculations. Notes: Start and end dates based on the Correlates of War database. Since an interstate war will, by definition,
BUSINESS UNUSUAL involve more than one country, the term ‘country-war’ is used to indicate that data describe a single war from the perspective of a single country.




There is considerable variation in the economic impact of wars
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BUSINESS UNUSUAL Source: Correlates of War, Maddison Project Database and authors’ calculations. Notes: Includes only wars fought on a country’s own territory. ‘Deepest cumulative

dropin GDP per capita’ refers to the difference between GDP per capita in the lastyear before the warand the lowest levelof GDP per capita recorded duringthe war.




Estimate effects of wars using synthetic control approach
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On average, countries fighting a war on their own territory see their GDP pc
fall 7 ppt below that of comparator countries by the end of the war
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Source: Correlates of War, Maddison Project Database and authors’ calculations. Notes: Includes only wars fought on a country’s own territory that are not preceded by another
BUSINESS UNUSUAL

warin the previous 5 years. Comparators are synthetic controls based on economies notat warin the 5 years before or afterthe warin question. ‘t-1’ denotes the year before 6
the start of the war. 90 percent confidence intervals shown.




Considerable variation In the effects of wars
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BUSINESS UNUSUAL warin the previous 5 years. Comparators are synthetic controls based on economies notat warin the 5 years before or afterthe warin question. ‘t-1’ denotes the year before 7
the start of the war. 10"-90%" and 25%-75™ percentiles shown.




Most interstate wars are financed through domestic borrowing,
though the role of foreign finance has increased
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BUSINESS UNUSUAL Source: Confrontingthe Costs of War Project (CCWP) and authors’ calculations. Notes: Focus on country-years with a single war. Dominant type of financing refers to the type

: . . 8
of financingaccountingforatleast half of the cost of the war. Interstate wars.




In a typical interstate war fought on a country’s own territory, inflation rises by
8 ppt relative to its pre-war level
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BUSINESS UNUSUAL Source: Correlates of War, IMF, Reinhart and Rogoff(2009) and authors’ calculations. Notes: Focus on wars on territory not preceded by other wars within a 5-year window. 9

Comparators are weighted average of economies similarin terms of pre-war GDP per capita, growth and population, not experiencinga war during the relevant period.




Fiscal balances worsen during wars
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BUSINESS UNUSUAL X : ) ,
before orafterthe war giventhe shortertime series available.

Source: Correlates of War, IMF and authors’ calculations. Notes: Includes only wars on territory. Comparators are a simple average of economies not at war five years
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General government debt peaks at 47ppt of GDP above its pre-war level
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BUSINESS UNUSUAL Source: Correlates of War, IMF and authors’ calculations. Notes: Includes only wars on territory. Comparators are a simple average of economies not at war five years

before orafterthe war giventhe shortertime series available.

11




External deficits widen by 5 ppt on average during wars
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BUSINESS UNUSUAL Source: Correlates of War, IMF and authors’ calculations. Notes: Includes only wars on territory. Comparators are a simple average of economies not at war five years

before orafterthe war giventhe shortertime series available.




Investment falls during wars and remains subdued after civil wars
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BUSI:ESgUNUSSAL 022-23 Source: Correlates of War, Penn World Tables and authors’ calculations. Notes: Includesonly wars fought on a country’s ownterritory. Comparators are synthetic controls
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based on economiesnotat warfive years before orafterthe war in question.




FDI also falls during wars and is slow to recover
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: : : X ) : ; 14
comparatorsare a simple average of economies not at war five years before or afterthe war in question. 90 per cent confidence intervals shown.




Construction of residential housing drops sharply during wars and
remains sluggish thereafter
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Source: 2017 Euro Surveyand authors’ calculations.
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Peace

IS elusive: Only 20 per cent of wars are followed by 25 years of peace
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Source: Correlates of Warand authors’ calculations.

Notes: Excludes episodes withless than 25 years of data afterthe end of the last war.
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Wars leave deep scars: in 1/2 of cases GDP per capita remains
below its counterfactual growth path 25 years later
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Full recoveries are more likely in stronger economies and after interstate wars
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Source: Correlates of War, IMF, V-Dem database and authors’ calculations. Notes: This chart shows simple averages for (i) economies where GDP per capita returned
within 10 yearsto the trend levels that could be expected on the basis of the experiences of comparator economies and (ii) economies where it did not recoverto these in
10years. A repeat waris anotherwartaking place within 5 years of the end of the original conflict.
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Even where income per capita recovers,
there remain scars to labour force and capital stock
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weighted average of economies similarin terms of pre-war GDP per capita, growth and population, not experiencinga war duringthe relevant period. 90% conf. intervals. 19




Economies at War Atlas
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The economic consequences of war:
Estimates using synthetic controls
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A new EBRD Working Paper (number 271)

This paper investigates the short- and long run economic effects of wars drawing on a novel database of
almost 400 wars over the past two centuries. We use a synthetic control method to examine both
immediate disruptions due to wars and any long term scarring. We find that GDP per capita drops are

wvars on territory, with GDP per capita even increasing relative to that of comparators for some
wars off territory. Wars on territory result in a GDP per capita loss of over 7 percentage points relative to a
synthetic control the year after the war ends. Civil wars have more pe ent effects than interstate war
Furthermore, our results suggest that a focus on flows, such as changes in value added generated each
year, may significantly understate the lasting damage from wars. Even where income per capita recovers

there are lasting scars to labour forces and capital stocks

In order to facilitate further research, the paper is accompanied by an interactive online annex providing
economic variables and various counter-factual paths for over 100 wars included in our dataset.




