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The impact of armed conflicts on economy

The total aid to Ukraine including military, humanitarian, balance of payment
assistance is estimated at 0.37 % of the U.S. GDP and at 0.40 % of the EU’'s GDP. The
sanctions against Russia, in particular those imposed on the SWIFT and international
payments, did not have a direct effect at their outset in 2022 since the European
payment system, contrary to the Swiss payment system, failed to register the origin of
money, and around 55 bin EUR were transferred to and from Russia. Another factor
weakening the sanctions was the increase in the capital and resources available for
nationalization for the Russian authorities as a result of the SWIFT payment system
blockage. Consequently, the Russian economy grew by 3.6 % in 2023 due to the military
expenditures. The Ukrainian GDP as well raised by 5.6 % in 2023 due to the repairs of
the damaged infrastructure. Mises’ observation: whatever your position in the war is, it
is against you.

In recent years, eight EU countries have lost their AAA credit rating. This leaves
Germany, Netherlands, Sweden, Denmark and Luxembourg as the only AAA-rated EU
nations, making up 36.7% of EU's GNIL. While money markets at large see state
governments as a safe investment, this assumption in the EU’'s case is contested by
the failures of Romania at a 40% debt to GDP, Hungary at 45%, and Latvia at 11%, which
all collapsed under their debt payments in the past 20 years. Furthermore, average
debt to GDP ratio for EU countries is at 85% despite EU’'s own requirements of 60%,
bringing into question the true weight of EU regulations.

EU's fiscal policy is now shifting from war financing to the consequences of war
financing. While Russia has funded their war efforts and military expansion through
export of crude oil and natural gasses, the EU is currently engaging in debt financing
to fund continued war and security efforts. The key irony of this is that debt financing



is an inherently insecure way to pay for security since debt financing increases
inflation and raises the costs of production for EU industries, which has robbed the EU
of its comparative advantage in industry. This debt stacking effect results into a
downward spiral, wherein the EU continues to increase debt as a primary source of
financing despite previous debt obligations not yielding real revenues. However, the

EU remains confident that price controls will be effective and managed by internal
stability mechanisms.

How exactly has Russia been financing its war efforts? 1) Russia’s export of crude oil to
Iran and Saudi Arabia increased by 98 %; 2) Shadow fleet operations; 3) Members of
the Eurasian Union have been trading more with the world than with Russia. At the
moment, these countries increase their import from the EU and North America and
increase their export to Russia by the same amount of money. How do sanctions work?
11,000 individuals, 60,00 business entities, 245 tankers, 100 aircraft were sanctioned
from these countries. 1. Sanctions cannot be imposed overnight and the targeted
individuals or entities have time to find their way around them; 2. Entities lose revenue
in Russia, which makes assets and facilities available domestically cheaper; 3. “Bloody
banks”: Raiffeisen Bank, for instance, has been financing businesses in Russia and now
it collects payments for the credits there and takes the resources out of the war
financing. Western countries have frozen Russian Central Bank reserves at the value
of 350 bin USD and it is impossible to nationalize them, because of the rule of law. There
is a decision that came out recently that all those jurisdictions can expropriate the
profits on the interest rates to be paid on those Russian deposits. The maximum
amount to be collected this way this year was 18-28 bin USD. At the same time,
necessary resources for the reconstruction of Ukraine are estimated at 600 bin USD,
whereas the military aid requirements for Ukraine are at about 120 bin EUR.

Bloomberg estimates the cost of the Ukraine war for the next 10 years to be 3 trillion
Euro. Consequences of this policy will result in higher prices, thus higher cost of debt
for individuals and organizations first, followed by a further erosion of comparative
advantage in the EU, resulting in more defaults and failings. In order to avoid these
negative consequences, fiscal discipline, including cutting costs, reducing debt
obligations would be necessary. Moreover, the depoliticization of Central banks would
support these efforts, while restoring the independence from politicians and
government projects.



Armed Conflicts and Migration

Political stability and security are the basis of economic development. In recent years
there has been a rapid erosion of the European security architecture with weakening
framework of arms control and confidence- and security- building measures due to
the loss of trust between the international actors and lack of political will to maintain
a meaningful interstate dialogue.

With the start of the armed conflict in Ukraine in 2022, Europe has been experiencing
the largest migration crises in the 21° century. Demographic consequences for Ukraine
have been catastrophic since more than 6 million people left Ukraine since February
2022, mainly to Poland, German, but also to Russia due to the absence of the language
barrier and family ties. In addition, around 250 thousand people, many of whom are
highly qualified, have been emigrating from Ukraine every year since its independence
in 1991. It is noteworthy, that for the post-war restoration of Ukraine the human capital
will be key, and currently for the war-torn country with a declining population will
remain a major challenge. Furthermore, for decision and policy makers it is important
to look at this from the perspective of resources which are limited, recoverable ornon-
recoverable. Predicting the resources needed is complicated and will largely depend
on the duration of war, scope of the critical infrastructure destroyed and human
capital lost either in the war or through emigration. Experts estimate that if the war is
over in the coming years, Ukraine will end up with the population of approx. 25 million
people, out of which 10 million will be pensioners, 5 million — children, 2-3 million - war
veterans with disabilities or socially underprivileged groups dependent on the state
aid, and only 7-8 million of economically active population paying taxes. Before 2013
Ukraine had 17-21 million of economic core contributing to the economy and
supporting the pensioners. For comparison, in the EU one pensioner is currently
supported by two-three working people, so the question is whether it will be possible
for one working person to support two-three pensioners in Ukraine considering the tax
burden? Will there be sufficient qualified workforce among the Ukrainians to contribute
to the reconstruction or the state will have to rely on the foreign labor force? One of
the best solutions could be the repatriation of Ukrainians, however this might be
difficult as those who have emigrated would be fully integrated in other counties and
potentially unwilling to return to Ukraine. Another problem is the birthrate, which is
currently estimated at 0.7 children per woman, while for the nation not to die out it



should be at least at 2.1 level. To conclude, in the demographic terms Ukraine has
crossed a point of no return and this process of depopulation cannot be stopped.

Geopolitical developments

Spontaneous events happen rarely in the current political landscape and we see what
is happening much more seldom in comparison to being told what is happening. Thus,
media all over the world are less trusted nowadays. In the instinct and nature of its
founding the USA is different from the European nations, which tend to be the nations
of blood and soil with the ethnic base for its population. USA was founded by people
who wanted to forget about politics, religious wars and focus on actual living, which
explains why Americans are so individualistic and eccentric. USA must be judged on
the basis of the nation and the state. What happens in the USA is usually driven by the
government and not the people, who tend to be not consulted about the foreign policy.
Everyone who works in the White House has the best job. Therefore they do not have
any incentive to critically assess his actions. Winston Churchill once said: “A leader’s
inner circle believes he is so precious that he must always be protected by large
bodyguard of lies”. The USA have a long history of leadership with health problems,
when a spouse of the president was fulfilling his responsibilities of running the country:
Woodrow Wilson, Joe Biden, John F. Kennedy, Franklin D. Roosevelt. Beginning of 1944
the latter's personal physician Dr. Ross Mcintyre held a press conference and
announced that Roosevelt’'s health had been at its best since he started examining
him in 1932. Three days later Dr. McIintyre was promoted from a navy doctor to an
admiral. A few months later he announced that President Roosevelt was diagnosed
with acute congestive heart failure and that he might not finish his fourth term.
Nevertheless, the next day the President announced that he was running for reelection
and Dr. Mcintyre assured the press that he had no organic difficulties or health
problems. Why was this important? In January 1945 a dying Roosevelt left Washington
for a summit with Stalin and Churchill in Yalta. In his last letter to a friend, President
Roosevelt described his negotiation strategy: “I believe that if | give Stalin everything |
can possibly give him and even more, and ask absolutely nothing from him in return,
he will not try to annex anything and will work with me for a world of democracy and
peace under a benevolent United Nations”. Yalta did not turn out well: 120 million of
Eastern Europeans were condemned to live under communism for over 40 years. The
WWII historian Lynne Olson concluded: “Roosevelt’s cover up of his failing health of1944
election was an indigenous deception of American voters unparalleled in history and
helped contribute to climate of complete cynicism about politicians”. Therefore, it



does matter a lot what happened with Joe Biden, who managed to play politics with
the USA, his allies and the world economic system, because his wanted to be a
President and his wife wante to be a First Lady. In February 2022, President Biden
completed his annual physical exam and his physician issued a one-page summary
declaring that Joe Biden is physically fit for duty in every way possible and refused to
answer any questions from the press. To the question of why the cognitive memory
test had not been given, the Press Secretary responded that the President passed a
cognitive test every day he was on the job. The next month there was a Special
Council's Report on whether President Biden had purposefully withheld classified
documents after he left the Vice Presidency, which was confirmed, but he was not to
be prosecuted due to his health condition. The White House did release an edited
transcript of the interview but refused to release the audio. The media knew all of the
above mentioned. Later the Wall Street Journal published an article investigating the
mental fitness of the sitting President Joe Biden and the White House sent nine
responses with criticism within the first hour pf publication. To sum up, in the modern
age with cameras available everywhere it is evident that the media has collaborated
with the White House in the efforts of covering up the declining health condition of the
President Joe Biden.

Considering the abovementioned, a second term of the President Donald Trump was
very predictable. However, the degree of uncertainty will increase as well due to his
unpredictable and very creative personality sometimes being compared to a shark,
which only swims and eats. Donald Trump’s second term will be characterized by
addressing three issues: Trade, China and migration, and it all will be transactional.
NATO Secretary General noted that President Trump managed to achieve what he
could not, namely, make NATO members to increase their defense budgets and pay
up. Maybe he can weaken EU's protectionism? Chaos has never been pleasant,
however, every crisis results in opportunity and Trump should be regarded as one. A
Europe that fears Donald Trump can be your friend.
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