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The impact of armed conflict on economic performance
and enterprise value in the country

Abstract. The intensity of armed conflicts has peaked in the past 30 years over the past two centuries.
The problems of war emergence affect not only social indicators, but also economic and legal aspects
of existence of enterprises within the framework of unstable situation in the country. Even in such a
difficult time, enterprises at various levels are trying to develop despite the falling economic and social
indicators of the local economy. Over time, in places where local armed conflicts have turned into frozen
ones (e.g. Transnistria, Gaza Strip, Syria), enterprises have learned to exist in unstable conditions,
forming new strategies and reactions to events.

Before the World War II, researchers did not question that there was a connection between the decline in
the economic performance of enterprises and the conduct of war or armed conflict in a country. However,
the number of studies on this issue is small, which makes this paper relevant in the process of studying
the issue. The analysis of experience of functioning of business in conditions of war can be useful for thec
enterprises of various industries. The purpose of the paper consists in research of influence of local armed
conflicts on cost of the enterprises in the country.
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®ponose 0. B.

JOKTOP EKOHOMIYHNX HaYK, OOLUEHT, Nnpodecop AenapTamMmeHTy iHhopMaTuKn, ynpasniHHA Ta TEXHOSOTIN,
MocKOBCbKUMIN MiCbKWIA NeparoriyHmin yHisepcuteT, Mockea, Pocis

BoceHko T. M.

KaHaMaaT TEXHIYHUX HayK, OOLEHT, AenapTaMeHT iHpopMaTuKku, yrnpassiHHA Ta TEXHONOTIN,

MockoBCbkMiA MiCbkuin negaroriyHnin yHisepcuteT, Mockea, Pocia

Bnnue 36poiiHOro KOHPNIKTY Ha eKOHOMI4Hi NOKa3HUKN Ta BapTiCTb NiANPUEMCTB Yy KpaiHi
AHoOTauif. IHTEHCUBHICTb BUHNKHEHHSI 36POMHUX KOHDNIKTIB 32 0CcTaHHi 30 pokiB cTana MakCMManbHO
3a OCTaHHi gBa cToniTT. NMPodnemMmm BUHUKHEHHS BiliHW BMANBAIOTb HE TiNlbKWU Ha coujaNibHi MOKa3HUKM,
a e 1 Ha eKOHOMIYHI Ta IpPUANYHI acnekTn iCHYBaHHA NiANPUEMCTB y paMKax HecTabinbHOi cuTyaulii
B KpaiHi. HaBiTb y Takuil BaXkuil 4ac NignpuUeEMCTBA PiI3HUX PIiBHIB HamarakwTbCs PO3BMBATUCS,
He3Ba)Xkalun Ha Nagaroyi eKOHOMIYHI 11 couiasibHi MOKA3HMKM I0OKaNbHOT eKOHOMIKM. 3rogoM y Micusx,
0e nokanbHi 36poiHi KOHONIKTN Nepepocnn B 3aMOpoXeHi (Hanpuknag, MpuaHictpos’s, CekTop Ma3a,
Cupis), nignpuemcTBa HaBYMIUCSH iCHyBaTW B HecTabinbHUX ymoBax, HOpPMylOYM HOBI cTpaTerii Ta
peakuii Ha nogaii, wo sigdyeatoTbca. [Jo noyatky Jpyroi CBiTOBOI BiiHW BYEHI HE CTaBUAW Nif CYMHIB Te3y
Nnpo Te, L0 iCHYE 3B’A30K MiX NafiHHAM €KOHOMIYHUX NOKa3HUKIB NiANPUEMCTB i BEAEHHAM BiliHM abo
HasIBHICTIO 30pOMHOro KOHMNiKTY B KpaiHi. OgHaK KifbKiCTb AOCNIAXEHb 3 JAHOr0 NUTAHHS HEeBeNuKa,
WO pobuTb AaHy CTATTIO akTyasibHOI B NMPOLECi BUBYEHHS LbOro NMMTAHHSA Ha Cy4YacHOMY eTani. AHani3
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nocBiny PyHKLIOHYBaHHS BisHeCy B yMOBaXx BillHN MOXe ByTy KOPUCHUIA NiaANPUEMCTBAM Pi3HUX ranysen
NPOMUCNOBOCTI. MeTa cTaTTi Mondrae B AOCNIOXEHHI BMAUBY JIOKaNbHUX 30POMHUX KOHONIKTIB Ha
BapPTICTb MNiANPUEMCTB Y KpaiHi.

KniouoBi cnoea: 36pOMHNIA KOHDIKT; 3aMOPOXEHUIA KOHODIKT; eKOHOMiIYHa e(dEeKTMBHICTb; BapTiCTb
nignprMemcTea; BisHec.

®ponoe 0. B.

[OKTOP 9KOHOMUYECKMX HayK, AOLEHT, Npodeccop AenapTaMmeHTa MHPOPMaTUKK, YNPaBNeHUst 1 TEXHONOT A,
MockoBCKMIn ropoaCcKoM negarornyecknin ynmsepceuteT, Mocksa, Poccus

BoceHko T. M.

KaHOugaT TEXHNYECKMX HayK, AOLEHT, AenapTtaMeHT nHdopmMaTukn, ynpaBneHmns n TEXHONOMMIA,
MockoBCKIin ropoacKom negarorndecknin yamesepcuteT, Mockea, Poccus

BnvsiHue BOOPY>XXEHHOro KOHG/MKTa Ha 3KOHOMUYEeCKUe nokKasarenu

1 CTOMMOCTb NpeanpuaTUii B CTpaHe

AHHOTauuns. VIHTEHCMBHOCTb BO3HUKHOBEHUSA BOOPYXEHHbIX KOHDANKTOB 3a nocnegHme 30 net crana
MakcumMasnbHOW 3a nocnegHue gea crtonetus. MNMpobnembl BOSHUKHOBEHUS BOWHbI BAUAIOT HE TOJIbKO
Ha couManbHble MokasaTesnn, a ele N Ha SKOHOMWYECKNE M IDPUANYECKME aCNEKTbl CYLLECTBOBAHUSA
npeanpusaTuin B paMmkax HectabunbHOM cuTyaumm B ctpaHe. [laxe B Takoe TsXXenioe BpeMs Npeanpuatms
pPa3/INYHbIX YPOBHEW CTapaloTCHa Ppa3BMBaTbCs, HECMOTPSA Ha Nagalolme 3KOHOMUYECKMe U colmanbHble
nokasaTenu NoKanabHOM 3KOHOMUKK. CO BpeEMEHEM B MeCTax, rae NoKasbHble BOOPYXEHHbIE KOHDINKTbI
nepepocnn B 3aMOpPOXeHHble (Hanpumep, lNMpuaoHecTpoBbe, CekTop lasa, Cupwusa), npegnpuaTma
Hay4YMIUCb CYLLLEECTBOBATb B HeCTabMIbHbIX YCNOBUSX, GOPMUPYS HOBble CTpaTerMm u peakumn Ha
npoucxoaswme cobbitns. [lo HadYana BTopoil MMUPOBOM BOWHBLI y4YeHble He 3a4aBajiuCb BOMPOCOM,
YTO CYWECTBYET CBA3b MafEHUS 3KOHOMMUYECKMX MokKasdarenen npeanpusaTuii ¢ BEOEHMEM BOWHbI
NN BOOPYXEHHOro kKoHdnukta B ctpaHe. OgHAKO KONMYECTBO MUCCNedoBaHU MO AaHHOMY BOMPOCY
HEBENMKO, YTO AeNnaeT AaHHYIO CTaTbio akTyasibHOM B MPOLLECCe N3y4eHuns 3Toro sonpoca. AHanm3 onbita
GYHKLUMOHMPOBaAHNA OGM3Heca B YC/IOBUSX BOMHbI MOXET OblTb MOse3eH NPeanpusaTuaMm pasinyHbIX
oTpacnenm npoOMbILWNEHHOCTU. Llenb cTtatbu 3aknioyaeTcss B WUCCAEA0BAHUM BAUSHUS  NOKaSIbHbIX
BOOPYXEHHbIX KOH(PANKTOB HA CTOMMOCTb NPEeaNnpUaTUin B CTPaHE.

KniouyeBble cnoBa: BOOPY>XXEHHbIN KOHDINKT; 3aMOPOXEHHbIN KOHDANKT; 3KOHOMMYecKkasa 9pPpeKTUBHOCTD;
CTOMMOCTb NpeanpuaTus; OnsHec.

1. Introduction

As a rule, the concept of losses is used to assess the destructive power of disasters (acci-
dents). At the same time, the damage is considered as a universal way of comparing catastrophes
with each other, since their different nature does not allow this to be done directly.

In addition, a unified scale of the comparison of catastrophes (accidents) is necessary for plan-
ning protective and recovery operations. Usually, the intensity of a disaster is estimated by assig-
ning it to two categories: by the number of victims, and the amount of damage.

In general, war can lead to such a chain: consequences-losses-damages-compensation.

The causes of armed conflicts are very diverse, and their scale and consequences differ signi-
ficantly.

Losses are part of the consequences that are associated with negative changes in the main
spheres of life in the state. This term also has a narrower meaning, when losses - sanitary and ir-
revocable - are meant as victims of war.

Damage is the result of a negative change due to some events, phenomena, actions of the con-
dition of objects, expressed in violation of their integrity or deterioration of other properties; ac-
tual or possible social and economic losses (deviation of human health from the average value,
i.e., illness or even death; violation of the normal economic activity; loss of a particular type of pro-
perty, other material, cultural, historical, or natural values, etc.) and (or) deterioration of the natu-
ral environment or deterioration of the human environment.

2. Brief Literature and Theory Review

The consequences of armed conflicts are a chain of successive interrelated events. The num-
ber of links in this chain can be very large (Angstrom, 2003). Direct losses (losses) include de-
struction, damage, negative consequences of the impact of factors of destruction on objects
of nature and national economy (land, people, flora and fauna, buildings, structures, equip-
ment, goods, semi-finished products, raw materials, crops, livestock, etc.), that is, everything
that is in the sphere of interests (conscious needs) of a person (Chojnaki, 2006). The impact of

Frolov, Yu., & Bosenko, T. / Economic Annals-XXI, 182(3-4), 49-55

50



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

these consequences on the condition and functioning of other objects of nature and national
economy (not directly affected by the factors of destruction) is attributed to indirect damage
(losses) (Cooley, 2011).

An aggregated approach is used to quantify these components at large scales (Gleditsch,
2006). It consists in the fact that if there are known damages in the corresponding region and
their distribution, it is possible to allocate zones with destruction and damage to various degrees
of structures, buildings, equipment. In the future, according to the known degree of damage and
the cost of lost objects, their number in areas with the corresponding degree of damage, the
share of the cost for different degrees of damage, the transition to damage in monetary terms is
made (Gleick, 1994).

Indirect economic damage is caused by a decrease in output and services, reduced production
efficiency, early retirement of funds and capacities, the need to create additional reserves, and
other reasons (Goldin, 2013).

Most often, all groups of the consequences appear in the cycles of generating indirect da-
mage. At the level of the state, regions, enterprises, and individuals, chain indirect risk can be
analyzed by depicting it as a «risk tree» with the number of cycles. It is practical to take into ac-
count no more than 6-10 cycles (Henderson & Singer, 2002).

Analysis of the sequence of interrelated events in the event of armed conflicts prove that mo-
ving along their chain, first, weakens the influence of the original event, and, secondly, increases
the difficulty of assessing indirect damage (Skaf & Mathbout, 2010).

In the indirect damage caused by war, a special role belongs to remote global changes,
which, although they cannot be estimated in monetary terms from the perspective of the cur-
rent generation, must also be taken into account (Mellow, 2010). Indirect damage may also re-
flect the impact of the war on such macroeconomic indicators as a decline, in gross domestic
product, changes in the structure of import-export operations, unemployment, inflation, and the
like (Huntington, 2005).

Macroeconomic analysis of the socio-economic consequences of war requires a comprehen-
sive interdisciplinary approach, combining physical, technical, chemical, and biomedical con-
cepts of the damage caused, based on the concept of resource depletion, reduced production,
and public consumption, falling economic growth rates, and reduced generalized macroecono-
mic indicators (Stracan, 2019).

3. Purpose

The aim of the research is to develop theoretical and methodological approaches to assessing
the value of an enterprise, assessing damage from war, and the mechanism of compensation for
damage and restoration of objects.

4. Results

Defense complex enterprises constantly require financial income. And if the volume of financial
inflow to defense industry is relatively small for most countries of the world in the times of peace,
then, in a state of war it increases significantly, coming from the state budget. With the issue of fi-
nancing the defense complex closely related the concept of proportionality in the distribution of
public funds. Dynamics of change in military expenditures by last 20 years illustrates the following
Table 1 (Stracan, 2019).

By data from Table 1, it is possible to make a range of conclusions which we present below.

For the last 20 years, all the countries without exception have increased their military spen-
dings. Increase in expenses on the army, above all, related to the objective necessity of defense
of their territories from the encroachments of other countries.

In addition, this trend is related to with gradual depreciation of money and, as a consequence,
rising prices on military and technical equipment.

No less attention should be paid to private enterprises that engaged in manufacturing and
selling military and technical equipment. For the last 100 years of war, except for political con-
flict, interested entrepreneurs with economic point of sale vision (Chojnacki, 2006).

There are other estimates of countries defense spending, including the share in GDP criterion
(according to SIPRI, 2019).

According to SIPRI (2019), the first place in the ranking of countries with defense spending is
occupied by the United States.
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Table 1:
Dynamics of changes in military expenditures of countries according to Stockholm International
Peace Research Institute (SIPRI) (2019), USD million

Growth rate of the
A country 1998 2002 2006 2010 2014 2018 2019 military expenditures

(forecast) (1998 to 2019), %
USA 305141 271417 301697 464672 621131 684780 640221 209.81
PRC 12494 15022 22190 40014 91658 167712 188460 1508.40
Russia 4070 15826 9228 20955 56184 81079 87837 2158.16
France 45123 46404 33814 53031 66009 60058 61228 135.69
Germany 41965 38989 28150 38025 48081 46488 48790 116.26
Japan 32927 42550 45976 45585 46755 59564 48604 147.61
Italy 25003 23443 22411 34132 41244 33746 32657 130.61
Canada 10789 8616 8299 11337 19342 20379 18460 171.10
Israel 8613 9584 9932 11040 14663 15066 16032 186.14
Netherlands 7904 7829 5972 9381 12375 10596 30328 383.70
Poland 1882 3083 3146 4779 9351 8986 9257 491.87
Iraq - - - 614 2873 6054 7896 1285.99
Norway 3804 3537 2922 4887 6371 7143 7235 190.19
Sweden 6419 6203 4861 5515 6025 6239 6519 101.56
Greece 3623 4613 4564 6270 10574 5917 5939 163.92

Source: Cited by Stracan (2019)

US spending in 2018: USD 649 billion, the share of defense spending in GDP: 3.2%, change
since 2009: minus 17%.

China ranks second: spending in 2018 - USD 250 billion, defense spending ss a share of GDP:
1.9%, change since 2009: plus 83%.

Third place - Saudi Arabia: spending in 2018: USD 67.6 billion, defense spending as a share
of GDP: 8.8%, change since 2009: plus 28%.

Fourth place - India: spending in 2018: USD 66.5 billion, defense spending as a share of GDP:
2.4%, change since 2009: plus 29%.

Fifth place - France: spending in 2018: USD 63.8 billion, defense spending as a share of GDP:
2.3%, change for the period with 2009: plus 1.6%.

Russia is in the sixth place. Spending in 2018: USD 61.4 billion, defense spending as a share
of GDP: 3.9%, change for the period with 2009: plus 27%.

These countries are followed by Great Britain, Germany, and Japan. Closes the TOP 10 coun-
tries by defense spending South Korea.

At the beginning of XXI century, the leader among countries where trade is developing
weapons, were USA. American leadership observed and today, but after coming to power of
Barack Obama, sales volumes of military equipment significantly reduced. This explains why the
United States have reduced their presence in the conflict zones of the world, accepted a num-
ber of laws, which are aimed at development exactly social sphere, not a military one. And de-
spite the overall decrease in sales weapons in the United States, there are a number of compa-
nies, which continue to increase the production of military industry goods under Obama as well
as Trump presidency.

Let us make conclusions regarding the US military industry companies based on data from
Table 2:

« in the sphere of US military industry, efficiently work more than 1 million people;
+ among the listed private military companies, there are no unprofitable ones;
- the largest accent manufacturers do on military-air equipment and artillery.

In the issues regarding development of private entrepreneurship in the military sector reached
Israel providing military equipment in large quantities (Melunder, 2009).

By data from German magazine Spiegel, for the last 10 years in Israel the whole branch of the
military-technical industry has grown significantly.

Also, important is development of scientific research institutions and laboratories engaged in
the modernization of military equipment and selling technology to the interested companies. For
example, the Israel Weapon Industries (IWI) consider the development of Sudan automated war
machine G-Nius which includes the latest scientific and technical achievements of engineers all
over the world to be among their best scientific projects (Goldin, 2013).

90% of IWI and related companies’ products go for export. Export of IWI and related compa-
nies grew so much that delivery to the Israeli army comprises only a small part of the country’s
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Table 2:
Major manufacturers of military equipment in the USA
Company name Direction of activity Average volume sales, Average profit, Number of
billion us dollars billions of dollars employees
United Technologies Military-air equipment, electronics 58.2 5.3 199900
L-3 Communications | Electronics 15.2 0.96 61000
Finmeccanica Military-air equipment, electronics, 24.1 3.2 70470
artillery
EADS Military-air equipment, electronics 68.3 1.4 133120
Northrop Grumman Military-air equipment, electronics, 26.4 2.1 72500
ships, space stations instrumentation
Raytheon Electronics 24.9 1.9 71000
General Dynamics Artillery, electronics, military vehicles, 32.7 2.5 95100
equipment
BAE Systems Artillery, electronics, warships, 30.7 2.3 93500
equipment, military-air equipment
Boeing Military-air equipment, electronics 68.7 4 171700
Lockheed Martin Military-air equipment, electronics, 46.5 2.7 123000
space technology equipment

Source: Stracan, 2019

defense industry. Except for automating transport and techs, the country actively produces com-
plex solutions systems like drones. Interesting is the fact that what was Israel doing in 2013, was
ahead of the USA by the volume of produced and exported drones, although the USA had taken a
leading position in this area for many years (Goldin, 2013).

The above considerations allow us to draw the following conclusions:

- despite appeals from the world organizations, most countries of the world continue to arm up;

* in countries where the armed conflicts are taking place, many companies are quickly starting to
appear that specialize in the production of weapons and military equipment;

+ weapons and military equipment manufacturing is very profitable business and therefore, in-
dependent experts of global organizations do not exclude participation of companies in main-
taining conflicts;

- speaking about military logistics, it is worth to pay attention on foreign experience in organiza-
tion of logistics support structures by the private sector.

Principles and key performance indicators of property objects of the enterprise taking
into account the factor wars

Rating cost of the factor of wars as the component part of property values can be based on the
same principles as in general cost estimation of property. Considering the company as a righted
object for conducting business activities and as a property complex - real estate, let us remind and
briefly list some of the basic principles for the estimates: utility, substitution, future income expec-
tations, added productivity, contribution (marginal productivity), demand and offers, correspon-
dences, the fullest usage (Mellow, 2010).

As far as in progress of property appraisals interaction of three elements (subject, object and
market environment) is observed, all the principles can be classified into three groups:

1) principles based on the user’s views;
2) principles related to with object rating;
3) principles related to with the market environment.

Let us first consider the company as market entity of economy, and external environment,
such as the war factor that negatively affects effective (profitable) use of the enterprise and let us
explore these interactions in the aspect of their impact (factor of war) on the level of profitability
(value) of the enterprise.

The ability of an enterprise to operate in a competitive environment condition of armed con-
flict, and at the same time exceed its limits of expenses (if compared with base period - without
war) you can interpret as getting damages, additional losses, lost profit. Theoretically, this one inf-
luence factor limited (full destruction of the enterprise and the impossibility of it functioning), and
so with economization positions can be claimed about the cost characteristic of this factor.

If we assume that limited asymmetric «power» factor war allows you to realize losses related to
it at level S, then the SC line corresponds to recoil (harm) units of these losses. Since the curve
as reflects the locus points possible VDAC (loss) losses from About to S, then the total volume
there will be no losses defined by the area OACS. Area of OZCS represents the volume of capital

Frolov, Yu., & Bosenko, T. / Economic Annals-XXI, 182(3-4), 49-55

53



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

(income) required for compensation for losses from the war. Area OZCS, what is left, is the capital
that under certain conditions can determine the cost of property object (the businesses).

Let us assume there is a decline losses related to factor of war, in accordance with their re-
quirements level to OF. Then the FB line will be response times (harm) from units of these los-
ses, and the area ODBF, respectively, - the volume capital (income), compensates for these
losses when downgrading given asymmetric «power» of the factor wars. Area DAB is the amount
of capital enterprises at the same time reducing the set value limitations of the asymmetric
«power» factor, what also happens when specific conditions can determine the cost property
object (businesses).

Hence, the graphic the model confirms the opinion about the fact that when relative humidity
factor of war returns increase (decrease) from loss unit (capital investment), but the cost changes
accordingly property object (businesses).

When evaluating the impact negative factors wars on the cost of the property object (enterpri-
ses), based on principle the best possible and the most effective use of these tools therefore, it is
necessary to minimize this impact on cost property object (businesses) (Stracan, 2019):

max V,, =V, - [min(Z+ WATT)] + [mB], (1)

where:

max V, . - cost of a property complex taking into account the impact factors of war;

V.« - potential cost property complex (excluding the impact factors of war - exogenous sliding
system);

Z - losses from activity of an enterprise (property complex);

WATT - losses from factor of war;

mB - compensation of losses to the recipient.
Therefore, maximum cost property object taking into account the impact factors of war deter-

mined when minimal losses (Z+ W) and maximum size compensation for damages recipient.

5. Conclusion

The authors have analyzed the dynamics of defense spending in the TOP 10 countries in this
indicator and found that a group of leading countries has formed in terms of defense spending.
Itis also important to keep in mind the share of defense orders for domestic needs of the coun-
try and for sales in foreign markets. Therefore, in the future, it is desirable to include in this ana-
lysis information on sales of weapons produced by countries on foreign markets. This compa-
rison will allow us to get a more objective picture of the level of militarization of individual coun-
tries of the world.

The authors have also analyzed the volume of revenue from the sale of weapons by the lar-
gest private companies. Most of these companies are located in the United States.

Armed conflicts are an incentive for the development of the arms production business, since
the production of weapons and military equipment is a very profitable business and therefore
independent experts of global organizations do not exclude the participation of arms manufac-
turers in maintaining these conflicts. The most important trend is huge investments in the deve-
lopment of research institutes and laboratories engaged in the modernization of military equip-
ment and the sale of know-how technologies.

In this paper, we propose a model that allows us to estimate the speed of cost compensation
for enterprises at the risk of war.
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