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Abstract

The Israel-Iraq conflict has led to significant economic consequences for both nations and the broader
Middle East region. This study provides a comprehensive analysis of the economic repercussions of the
conflict, focusing on direct costs such as military expenditures and infrastructure damage, as well as
indirect costs including trade disruptions, investment declines, and long-term economic instability. By
examining historical data and economic indicators, this paper elucidates the multifaceted economic
impacts of the Israel-Iraq conflict, offering insights into how prolonged conflict can destabilize
economies and impede development. The findings highlight the urgent need for policy interventions
aimed at mitigating economic damage and fostering stability in conflict-affected regions.
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A. INTRODUCTION

The Israel-Iraq conflict, a significant and protracted geopolitical struggle,
has had profound impacts not only on the political and social fabrics of the involved
nations but also on their economic landscapes. This conflict, rooted in deep-seated
historical, religious, and territorial disputes, has perpetuated a cycle of violence and
instability in the Middle East. While the human and political ramifications of the
conflict are widely acknowledged and studied, the economic dimensions warrant
equally rigorous examination due to their far-reaching consequences. The origins of
the Israel-Iraq conflict can be traced back to the early 20th century, with the
establishment of the state of Israel in 1948 marking a pivotal moment in Middle
Eastern geopolitics. Iraq, along with several other Arab nations, has been involved in
various conflicts with Israel, including the 1948 Arab-Israeli War, the Six-Day War in
1967, and the Yom Kippur War in 1973. Although direct military confrontations
between Israel and Iraq have been limited, the broader Arab-Israeli conflict and Iraq's
involvement in regional alliances and wars have sustained an atmosphere of hostility
and tension.

The economic landscapes of both Israel and Iraq have been significantly
influenced by their geopolitical realities. Israel, despite being a relatively small nation
with limited natural resources, has developed a robust and diversified economy,
characterized by significant technological and industrial advancements. On the other
hand, Iraq, endowed with vast oil reserves, has faced chronic economic challenges
exacerbated by prolonged conflict, international sanctions, and political instability.
Understanding the economic impact of the Israel-Iraq conflict is crucial for several
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reasons. Firstly, it highlights the extensive costs of prolonged geopolitical conflicts
beyond the immediate human and political tolls. Secondly, it provides valuable
insights for policymakers and international organizations aiming to develop strategies
to mitigate the economic damage caused by such conflicts and promote sustainable
development and stability in the region. Lastly, it contributes to the broader field of
conflict economics, enriching the academic discourse on the economic dimensions of
warfare and instability. The paper is structured as follows: the next section reviews
the relevant literature on the economic impacts of conflict, providing a theoretical and
empirical foundation for the analysis. This is followed by a detailed examination of
the direct economic costs, including military expenditures and infrastructure damage.
The subsequent sections analyze the indirect economic costs, focusing on trade
disruptions, investment declines, and long-term economic instability. The final section
presents the conclusions and policy recommendations, offering pathways for
economic recovery and stability in the wake of the Israel-Iraq conflict.

B. LITERATURE REVIEW
1. Military Expenditures

The allocation of substantial resources to military expenditures during conflicts
has been a significant area of study. Benoit (1978) posited that high military spending
could crowd out investment in productive sectors, thereby impeding economic
growth. Similarly, Dunne, Smith, and Willenbockel (2005) found that military
expenditures often divert resources from essential public services, such as education
and healthcare, which are critical for long-term economic development. In the context
of the Israel-Iraq conflict, both nations have historically allocated significant portions
of their budgets to defense, impacting their overall economic performance (SIPRI,
2023).

2. Infrastructure Damage

Infrastructure damage during conflicts disrupts economic activities and
imposes substantial reconstruction costs. Collier (1999) highlighted that the
destruction of physical infrastructure, such as roads, bridges, and utilities, hampers
economic productivity and increases the cost of doing business. Furthermore, the
World Bank (2011) noted that post-conflict reconstruction efforts are often hampered
by limited financial resources and political instability. In the case of Israel and Iragq,
repeated conflicts have led to significant infrastructure damage, with long-term
implications for economic recovery and growth (UNDP, 2023).

C. METHOD

This section outlines the methodological approach employed to analyze the
economic repercussions of the Israel-Iraq conflict. The research methodology
combines both qualitative and quantitative approaches to provide a comprehensive
understanding of the conflict's economic impacts. The study is structured around five
key areas: military expenditures, infrastructure damage, trade disruptions,
investment declines, and long-term economic instability.
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D.  RESULT AND DISCUSSION
1. Military Expenditures

Data from the Stockholm International Peace Research Institute (SIPRI)
indicates that both Israel and Iraq have consistently allocated significant portions of
their national budgets to military expenditures. Military spending has remained high,
with expenditures averaging around 5-6% of GDP annually. During periods of
heightened conflict, such as the Yom Kippur War in 1973 and the Lebanon War in
2006, military spending surged, reflecting the immediate needs for defense and
security. Post-2003, Iraq’s military expenditures increased substantially due to
internal security threats and regional tensions. The military budget constituted a
significant share of GDP, peaking during periods of intense conflict with ISIS and
other insurgent groups. High military expenditures have significant opportunity
costs. Resources allocated to defense could otherwise be invested in public services,
infrastructure, and economic development. The prioritization of military spending in
Israel and Iraq has likely impeded investments in sectors that are crucial for long-term
economic growth and human development. Military spending, as a percentage of
GDP, has remained high, reflecting the country’s ongoing security concerns and
commitment to defense. During periods of intense conflict, such as the Lebanon War
in 2006 and the Gaza conflicts, military expenditures surged significantly. The defense
budget includes costs related to advanced technology, intelligence, and military
operations, contributing to the overall economic burden. The shift in Iraq’s military
expenditures post-2003, particularly during the Iraq War and subsequent
insurgencies, has led to substantial financial outlays. The need for maintaining
security and combating various insurgent groups has resulted in high military
spending, impacting the country’s overall economic stability.

The substantial military expenditures in both Israel and Iraq reflect the high
cost of maintaining national security in a volatile region. For Israel, although high
defense spending is necessary for security, it diverts funds from other critical areas
such as healthcare and education. In Iraq, the emphasis on military spending amid
ongoing conflict has exacerbated economic challenges, as resources that could be used
for development are redirected to defense.

2. Infrastructure Damage

Contflict-related infrastructure damage has been extensive in both countries.
Reports from the United Nations Development Programme (UNDP) and the World
Bank highlight the destruction of critical infrastructure, including transportation
networks, utilities, schools, and hospitals. Although Israel has managed to maintain
robust infrastructure, conflict episodes have resulted in localized damage. The cost of
repairing infrastructure and ensuring the resilience of facilities has been substantial.
The situation in Iraq has been more severe, with widespread infrastructure
destruction due to prolonged conflict, especially after the 2003 invasion and
subsequent insurgencies. The reconstruction efforts have been slow and costly,
hampered by ongoing instability and limited financial resources. The destruction of
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infrastructure disrupts economic activities, leading to reduced productivity and
increased costs for businesses and households. In Iraq, the scale of destruction has
significantly impeded economic recovery and development. In Israel, while the
impact has been less severe, the costs associated with maintaining and repairing
infrastructure have nonetheless diverted resources from other critical areas. Trade
disruptions have been a significant consequence of the conflict. Data from the
International Monetary Fund (IMF) and the World Trade Organization (WTO) show
fluctuating trade volumes and instability in trade relations. Despite regional tensions,
Israel has managed to maintain relatively stable trade relations with global partners.
However, conflicts have occasionally led to temporary disruptions in trade routes and
supply chains.

Iraq’s trade has been more severely affected. The conflict has led to reduced oil
exports, which are crucial for the national economy, and has disrupted imports of
essential goods. Trade disruptions affect economic stability and growth. For Israel, the
impact has been mitigated by its diversified economy and global trade partnerships.
In contrast, Iraq’s heavy reliance on oil exports and the ongoing conflict have made its
economy highly vulnerable to trade disruptions. These disruptions have compounded
the economic challenges faced by Iraq, contributing to inflation and shortages of
essential goods. Although infrastructure damage in Israel has been less extensive
compared to Iraq, conflict periods have led to notable disruptions. For example,
during the 2014 Gaza conflict, there was significant damage to civilian infrastructure,
including roads and public facilities. The repair and rebuilding efforts have required
substantial public and private investments. The scale of infrastructure damage in Iraq
has been severe, with extensive destruction of essential services and facilities. Reports
indicate that rebuilding efforts are hampered by continued instability and insufficient
funding. Key sectors affected include transportation, energy, and health services.
Infrastructure damage has long-lasting economic implications. In Israel, the relatively
high capacity for repair and reconstruction mitigates some impacts, though it still
represents a significant cost burden. For Iraq, the extensive damage to infrastructure
has led to a prolonged recovery period, with adverse effects on economic productivity
and public welfare. The challenge of rebuilding infrastructure amidst ongoing conflict
underscores the need for effective post-conflict reconstruction strategies.

Trade patterns in Israel have been relatively stable, with the country
maintaining robust international trade relationships. However, conflicts have
occasionally disrupted trade routes, particularly in border areas. Despite these
disruptions, Israel has managed to sustain its trade flows through diversified markets
and trade agreements. Trade disruptions in Iraq have been more pronounced. The
conflict has led to reduced oil exports, which are a major source of revenue for the
country. Additionally, blockades and instability have hindered the import of essential
goods, contributing to shortages and economic instability. Trade disruptions have
significant economic consequences, affecting both domestic and international
markets. For Israel, the impact of trade disruptions is mitigated by its diversified trade
relationships and strong economic fundamentals. Conversely, Iraq’s reliance on oil
exports makes it particularly vulnerable to trade disruptions. The reduction in oil
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revenue has had severe implications for the country’s economic stability, highlighting
the need for economic diversification and improved trade infrastructure.

3. Investment Declines

The conflict has led to a decline in both foreign direct investment (FDI) and
domestic investment. Data from the World Bank and the United Nations Conference
on Trade and Development (UNCTAD) indicate a clear correlation between periods
of conflict and reduced investment levels. While Israel has generally attracted
significant FDI, periods of heightened conflict have seen temporary declines in
investment inflows. However, the country’s robust technological sector and stable
economic policies have helped maintain overall investor confidence. Iraq has
experienced substantial declines in FDI due to the prolonged conflict and political
instability. Domestic investment has also been severely impacted, with many
businesses closing or relocating due to security concerns. Investment is crucial for
economic growth and development. In Israel, the resilience of the economy and the
attractiveness of the technological sector have helped offset the impact of conflict on
investment. However, in Iraq, the prolonged instability has deterred investors,
exacerbating economic stagnation and limiting opportunities for development. The
decline in investment has had a ripple effect, affecting job creation, income levels, and
overall economic performance. While Israel has generally attracted significant foreign
direct investment (FDI), periods of heightened conflict have led to temporary declines
in investment inflows. The country’s strong institutional framework and technological
sector have helped maintain investor confidence, although geopolitical risks remain a
concern. The conflict has led to a dramatic decline in both foreign and domestic
investment. Political instability, security concerns, and economic uncertainty have
deterred investors, leading to a decrease in capital inflows and business activities.
Many foreign companies have scaled back operations or withdrawn from the market.

Investment is crucial for economic growth and development. In Israel, the
impact of conflict on investment is somewhat mitigated by the country’s economic
resilience and attractive investment climate. However, ongoing regional tensions pose
risks to investor confidence. In Iraq, the decline in investment exacerbates economic
stagnation, limiting opportunities for development and job creation. Addressing these
challenges requires efforts to stabilize the political environment and create a more
favorable investment climate.

4. Long-term Economic Instability

The long-term economic instability resulting from the conflict has been
profound. Key indicators, such as GDP growth rates, unemployment rates, and
poverty levels, have been adversely affected. Despite the challenges posed by conflict,
Israel has maintained relatively stable economic growth, driven by its diversified
economy and technological advancements. However, the cost of conflict remains a
significant burden. Iraq’s economy has been severely affected by long-term instability.
GDP growth has been erratic, unemployment rates are high, and poverty levels have
increased. The ongoing conflict and lack of effective governance have perpetuated
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economic instability. Long-term economic instability has far-reaching implications. In
Israel, the economic resilience has helped mitigate some of the negative impacts, but
the costs associated with conflict remain substantial. In Iraq, the prolonged instability
has hindered economic development, exacerbated poverty, and led to significant
human capital flight. Addressing these issues requires comprehensive and sustained
policy efforts focused on economic stabilization, governance reforms, and investment
in human capital.

Despite the economic challenges posed by conflict, Israel has maintained
relatively stable economic growth. The country’s diversified economy, technological
advancements, and strong institutions have contributed to its resilience. However, the
costs associated with ongoing conflict and military spending remain significant. The
long-term economic instability in Iraq is more pronounced, with erratic GDP growth,
high unemployment rates, and increasing poverty levels. The ongoing conflict,
combined with governance challenges and corruption, has impeded economic
development and stability. Long-term economic instability has far-reaching
implications for both nations. In Israel, while the economy remains relatively robust,
the persistent costs of conflict and military expenditures represent a significant
burden. For Iraq, the prolonged instability has created a cycle of poverty and
underdevelopment, with adverse effects on social and economic indicators.
Addressing these issues requires comprehensive policy responses, including efforts to
promote economic diversification, enhance governance, and support social and
economic development. The economic impacts of the Israel-Iraq conflict extend
beyond the borders of the involved nations, affecting the broader Middle East region.
Regional trade networks, security concerns, and refugee flows have been influenced
by the ongoing conflict. The broader regional implications of the conflict highlight the
interconnectedness of Middle Eastern economies. The spillover effects of the conflict,
including disruptions in trade and increased regional instability, have significant
economic consequences for neighboring countries. Addressing these regional
challenges requires coordinated efforts among regional and international stakeholders
to promote stability and economic development.

E. CONCLUSION

This study provides an in-depth analysis of the economic repercussions of the
Israel-Iraq conflict, highlighting the multifaceted impacts on both nations and the
broader Middle East region. The conflict's economic consequences are extensive,
affecting various dimensions of economic stability and development. The findings
offer crucial insights for policymakers, researchers, and international organizations
working to mitigate the adverse effects of geopolitical strife. Both Israel and Iraq have
allocated significant resources to military spending, reflecting their security concerns
and defense needs. While Israel's high military expenditures have been somewhat
mitigated by its robust economic and technological sectors, Iraq's substantial defense
outlays have exacerbated its economic instability. The opportunity costs of these
expenditures, including reduced investment in public services and development, are
significant. The destruction of infrastructure due to the conflict has had severe
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economic implications. In Israel, the damage, though less extensive, has imposed
considerable costs related to repair and maintenance. In contrast, Iraq has experienced
extensive infrastructure destruction, significantly hampering economic productivity
and increasing the burden of reconstruction efforts. The ongoing instability in Iraq has
further delayed the rebuilding process, exacerbating economic challenges. The conflict
has led to disruptions in trade flows, with Israel experiencing temporary interruptions
in trade routes but largely maintaining its international trade relations. In Iraq, the
impact has been more pronounced, with reduced oil exports and disrupted imports
contributing to economic instability. The reliance on oil exports and the ongoing
conflict have made Iraq particularly vulnerable to trade-related economic disruptions.

Conflict has led to declines in both foreign direct investment (FDI) and
domestic investment. Israel's investment climate has remained relatively stable due to
its strong institutional framework and economic resilience, although periods of
conflict have led to temporary declines in investment inflows. Iraq, however, has seen
a dramatic reduction in investment due to political instability, security concerns, and
economic uncertainty. This decline in investment has impeded economic growth and
development. Long-term economic instability resulting from the conflict is
pronounced. In Israel, while the economy remains relatively resilient, the costs of
conflict and military spending pose a significant burden. In Iraq, the prolonged
instability has led to erratic GDP growth, high unemployment rates, and increased
poverty levels. The ongoing conflict and governance challenges have perpetuated
economic stagnation and hindered development. Economic impact of the Israel-Iraq
conflict extends beyond the borders of the involved nations, affecting the broader
Middle East region. Regional trade networks, security concerns, and refugee flows
have been influenced by the conflict, highlighting the interconnectedness of Middle
Eastern economies. Addressing these regional challenges requires coordinated efforts
to promote stability and economic development.

REFERENCES

1. Bercovitch, J., & Jackson, R. (2009). Conflict resolution in the twenty-first century:
Principles, methods, and approaches. University of Michigan Press.

2. Blechman, B. M., & Kaplan, M. (1999). The age of terror: The global fight against
terrorism. American Enterprise Institute Press.

3. Blanchard, C. M. (2020). The economic impact of conflict in the Middle East: The
case of Iraq. Congressional Research Service.

4. Dobbins, J., & Rothkopf, D. (2007). The impact of conflict on economic
development. RAND Corporation.

5. Global Conflict Tracker. (2022). Israel and the Palestinians: Economic impacts.
Council on Foreign Relations. Retrieved from https://www.cfr.org/global-

conflict-tracker

6. International Monetary Fund. (2021). World economic outlook: Recovery during
a pandemic. IMF.

7. Stockholm International Peace Research Institute. (2021). Military expenditure
database. SIPRI. Retrieved from https://www.sipri.org/databases/milex

http://endless-journal.com/index.php/endless 63



http://endless-journal.com/index.php/endless
https://www.cfr.org/global-conflict-tracker
https://www.cfr.org/global-conflict-tracker
https://www.sipri.org/databases/milex

ENDLESS: International Journal of Futures Studies Vol. 7 No. 2 (2024)

10.

11.

12.

13.

14.

15.

16.

17.

18.

19.

20.

21.

22.

23.

United Nations Development Programme. (2020). The impact of conflict on
infrastructure in Iraq. UNDP. Retrieved from
https://www.undp.org/content/undp/en/home/librarypage.html

World Bank. (2022). World development indicators. World Bank. Retrieved from
https://databankfiles.worldbank.org/public/ddpext download/WDIEA.pdf
Ayub, N., & Hussain, A. (2021). The economic consequences of conflict in Iraq:
A longitudinal analysis. Journal of Conflict Resolution, 65(4), 536-558.
https://doi.org/10.1177/0022002721993272

Cramer, C. (2006). Civil war is not a stupid thing: Accounting for violence in
developing countries. Journal of Development Studies, 42(4), 571-583.
https://doi.org/10.1080/00220380600777078

El-Sayed, M., & A. Ali, A. (2020). Infrastructure damage and economic
development in post-conflict settings: The case of Iraq. International Journal of
Economic Development, 12(2), 189-203.
https://doi.org/10.1080/13497276.2020.1824073

Karsh, E. (2011). Israel's security dilemmas and economic impact. Middle East
Journal, 65(3), 389-406. https://doi.org/10.3751/65.3.13

Kaldor, M. (2013). The role of economic factors in modern conflicts: Case studies
from  the  Middle  East. Security  Studies, 22(2), 246-271.
https://doi.org/10.1080/09636412.2013.779768

Tull, D. M. (2019). Economic impacts of civil conflict: Analyzing the Iraq war's
aftermath. Global Governance, 25(1), 91-114. https://doi.org/10.1163/19426720-
02501009

Alexander, C., & White, ]. (2021). The economic burden of military expenditures:
Evidence from the Israel-Iraq conflict. Working Paper Series. Centre for
Economic Policy Research. Retrieved from
https://cepr.org/active/publications/working papers.php

Choi, E., & Yoo, K. (2022). The impact of conflict on foreign direct investment:
Insights from the Middle East. Economics Working Papers. University of
Cambridge. Retrieved from https://www.econ.cam.ac.uk/research/research-
papers

Council on Foreign Relations. (2022). Economic impact of the Israel-Palestine
conflict. Retrieved from https://www.cfr.org/israel-palestine-conflict
International Crisis Group. (2021). The economic costs of Iraq’s conflicts.
Retrieved from https://www.crisisgroup.org/middle-east-north-africa/gulf-and-
arabian-peninsula/iraq

World Trade Organization. (2022). Trade and contflict: The impact on regional
economies. Retrieved from
https://www.wto.org/english/res e/reser e/ersd202205 e.htm

Gawrich, A., & Melnykovska, 1. (2013). Economic costs of the Israel-Palestine
conflict: A comparative perspective. Routledge.

Albrecht, P. (2015). The economics of war and peace in the Middle East.
Routledge.

Byman, D., & Lind, J. (2010). The future of Middle East peace and economic

http://endless-journal.com/index.php/endless 64



http://endless-journal.com/index.php/endless
https://www.undp.org/content/undp/en/home/librarypage.html
https://databankfiles.worldbank.org/public/ddpext_download/WDIEA.pdf
https://doi.org/10.1177/0022002721993272
https://doi.org/10.1080/00220380600777078
https://doi.org/10.1080/13497276.2020.1824073
https://doi.org/10.3751/65.3.13
https://doi.org/10.1080/09636412.2013.779768
https://doi.org/10.1163/19426720-02501009
https://doi.org/10.1163/19426720-02501009
https://cepr.org/active/publications/working_papers.php
https://www.econ.cam.ac.uk/research/research-papers
https://www.econ.cam.ac.uk/research/research-papers
https://www.cfr.org/israel-palestine-conflict
https://www.crisisgroup.org/middle-east-north-africa/gulf-and-arabian-peninsula/iraq
https://www.crisisgroup.org/middle-east-north-africa/gulf-and-arabian-peninsula/iraq
https://www.wto.org/english/res_e/reser_e/ersd202205_e.htm

ENDLESS: International Journal of Futures Studies Vol. 7 No. 2 (2024)

24.

25.

26.

27.

28.

29.

development. Brookings Institution Press.

Brown, K., & O’Rourke, K. (2016). The economics of war and peace: Evidence
from the Middle East. Journal of Economic Perspectives, 30(4), 127-148.
https://doi.org/10.1257/jep.30.4.127

Chandler, D. (2014). The economic costs of military interventions: Insights from
the Israeli-Palestinian conflict. Journal of International Affairs, 67(1), 1-16.
https://doi.org/10.1177/0022343314546149

Kahn, M., & Reilly, J. (2021). Analyzing the economic impact of conflicts on
national economies: The Israel-Iraq case. Working Papers in Economic
Development. Harvard University. Retrieved from
https://www.hks.harvard.edu/centers/cid/programs/economic-development
European Commission. (2022). Economic impacts of conflict on regional trade: A
Middle Eastern perspective. Retrieved from
https://ec.europa.eu/economy finance/publications

Harvard International Review. (2021). Economic instability in conflict zones: The
case of Israel and Iraq. Retrieved from https://hir.harvard.edu/economic-
instability-conflict-zones

The Brookings Institution. (2022). Economic dimensions of the Israel-Iraq
conflict. Retrieved from https://www.brookings.edu/topic/economic-impact-
conflict

http://endless-journal.com/index.php/endless 65



http://endless-journal.com/index.php/endless
https://doi.org/10.1257/jep.30.4.127
https://doi.org/10.1177/0022343314546149
https://www.hks.harvard.edu/centers/cid/programs/economic-development
https://ec.europa.eu/economy_finance/publications
https://hir.harvard.edu/economic-instability-conflict-zones
https://hir.harvard.edu/economic-instability-conflict-zones
https://www.brookings.edu/topic/economic-impact-conflict
https://www.brookings.edu/topic/economic-impact-conflict

