The Human Capital Losses of the War in Ukraine?

Context

On February 24", Russian military forces invaded Ukraine. The armed violence escalated in at least 14
oblasts (regions), including the capital city of Kyiv, as well as the eastern oblasts Donetsk and Luhansk
which were already affected by conflict. The escalation of conflict has triggered an immediate and steep
rise in humanitarian needs as essential supplies and services are disrupted and civilians flee the fighting. In
response to the invasion, a host of nations have imposed far-reaching sanctions, including severe sanctions
on Russia’s financial system and its central bank.

The war is already imposing major impacts on individuals’ lives and livelihoods, both for those
remaining or leaving Ukraine. The effects of the war on health are immediate, as people are wounded and
killed. But long-lasting effects on survivors are also expected, as the repercussions of physical and mental
trauma echo through individual lives and even generations. War causes post-traumatic stress disorders
(PTSD), depression, and anxiety with varying symptoms. It also has long lasting detrimental effects on
children’s development and triggers prenatal stress with negative obstetric outcomes, and fetal and post-
natal under-development.' Besides the longer-term effects on health, in the immediate term war forces
children to be pulled out of school, workers to lose their jobs and household incomes to fall. Furthermore,
increased food prices together with endangered livelihoods represent a large threat to food security. In
addition, millions are internally displaced or having to flee the country.

The war is also inflicting disproportionate impacts on the poor, widening income inequality across
countries, and potentially within countries. Significant food security and nutrition crisis risks are
emerging globally following the Russian invasion of Ukraine. Unless appropriate policies are not put in
place, the indirect impacts will be extensive, from reduced energy and food supplies to increases in prices
and poverty, leading to formidable challenges to human capital and trapping the poor into a vicious cycle
of eroded human capital and poverty. Other on-going conflicts and crises such as climate change are likely
to exacerbate human capital losses globally against a backdrop of rising debt levels.

The direct effects of war on human capital in Ukraine

Over the past years, many studies have been conducted to evaluate and measure the direct impact of
armed conflicts on human capital.” There has been a growing concern among economists and policy
makers about how these negative experiences may have persistent, long-lasting effects. And the case of
Ukraine is no exception. Wars cause enormous suffering to civilians and society. Most wars exert major
kinds of direct and indirect costs to society. Firstly, war causes destruction, which results in a decline of
economic activity and GDP. Secondly, war results in losses of human capital and declining prices of
(financial) assets. Thirdly, war requires an increase of budget expenditure and a change of its structure.
Fourthly, neighboring countries are affected due to interruptions of labor mobility and transport,

1 This note was prepared by German Caruso (Human Capital Project) with substantive inputs from Iffath Sharif,
Victoria Strokova and Michael Weber, Marcos Puig Insua, Melanie Gross, Nuoya Wu, Harry Patrinos and Caryn
Bredenkamp. Please, send your questions and comments to gcaruso@worldbank.org.

1


mailto:gcaruso@worldbank.org

humanitarian disasters, and reduced trade and tourism. Unfortunately, many of these economic costs tend
to be underestimated by policy makers.

Exposure to armed conflict is especially harmful during pregnancy and early childhood and is
expected to have long-lasting effects on health, education, and productivity outcomes. In a recent cross-
country study, covering 522 minor conflicts and 148 wars during 2009-2019, armed conflict was associated
with an average increase of 36.9 maternal deaths per 100,000 live births and an increase of in infant
mortality of 2.8 per 1,000 live births." During pregnancy, mothers’ nutrition determines fetuses'
development and, thus, the potential capabilities of children. Nutrition during children’s first 1000 days of
life is key to develop cognitive and non-cognitive skills as well as physical growth."V The lack of proper
diet during the war makes young Ukrainian children highly vulnerable to cognitive deficiencies that will
result in long-lasting consequences for their schooling, and productivity." V'

Adult health is also expected to be affected. During war medical infrastructure is destroyed, and the
provision of medicines, vaccines, and antibiotics are at risk.""" The flow of essential health goods are
interrupted, and health staff and patients are unable to move, resulting in worsening health outcomes. For
instance, Ukraine has a high NCD (noncommunicable diseases) burden which requires regular screening
and follow up of patients at risk of cardiovascular disease and diabetes, as well as the availability of specific
medicines.™ Furthermore, Ukraine has the fourth highest incidence of Tuberculosis in the WHO (World
Health Organization) European Region and the fifth-highest number of confirmed cases of extensively
drug-resistant tuberculosis in the world.* The continuity of care and access to medicines is in danger given
the war, especially for the 6 million internally displaced population. Also, reduced access to clean water,
sanitation, and a stable food supply increases the likelihood of infectious diseases such as COVID to re-
emerge and proliferate. Other infectious diseases may also spread due to crowding and bad air-quality in
bomb shelters and refugee centers. Not only physical health is affected by the war, but also mental health X
War related trauma may affect individuals throughout their entire lives and even be transmitted onto the
next generation*'

Global experience shows that education and, thus future labor market outcomes will be negatively
impacted by the armed conflict. Households exposed to armed conflicts are typically unable to keep
investing in education and this will likely be the case for Ukrainian households.*" Evidence shows that the
short-term losses in schooling are never fully recovered. For instance, in the case of Peru, early childhood
exposure to the internal armed conflict was associated with reduced educational attainment by 0.21 years,
with stronger impact on women. ¥ Similarly, in El Salvador and in Rwanda, exposure to the armed conflict
reduced years of education by 0.5 and 0.6 years, respectively.” Furthermore, the evidence has shown that
affected individuals experienced sizable earnings losses even 40 years after the war, a result attributed to
the educational loss caused by the conflict”'. The reduction in educational attainment is detrimental to
individual ability to secure their livelihoods throughout the rest of their lives. Children not able to go to
school during the Ukrainian war will face persistent effects, as they will have lower earnings and be at
higher risk of unemployment. Regarding labor market effects, the evidence from previous conflicts shows
that children exposed to a war are less likely to participate in the labor force in their adulthood, as it was
the case during the Salvadoran Civil War

Moreover, the war in Ukraine is happening in an already deteriorating human capital context and
will further worsen the situation. Prior to the war, Ukrainian schools were closed for 36 weeks. Continued



school closures will exacerbate learning losses. At the time when schools had been closed for 27 weeks in
Ukraine, or about 6.75 months, World Bank estimations show that the learning loss was nearly one year of
schooling foregone (decline in PISA reading scores of 27). However, more recent estimates to which one
should add more than another month due to the war (37 weeks) would suggest that learning losses in
Ukraine of around 1.25 years of learning loss (due to a combination of extended COVID-related closures
and the war). PISA scores are expected to go from 466 — about a year behind international average or OECD
average, of about 500 — to about 435 points, much closer to low performing countries. This will result in
future earnings losses of more than 10 per cent a year per student. A summary of potential human capital
losses is shown in Table 1 below.

Table 1: Impacts of armed conflicts on human capital outcomes™"

Dimension affected Size of the effect Events Papers
EZ?;ﬁ tt 'f% r; géiS_D'lsD Ethiopia war - Akresh (2017) - Dugue
Child height reduction 1-5% of z- Colombian conflict - (2017) - Akresh et al.
Nigerian war (2017)
score
Child mortality Increase of 0.5% El Salvador war Acosta et al. (2022)
Increase of 0.1-1% in Al-Agsa Intifada
Birth weight probability birth child (Palestine) Mansour & Rees (2012)
weighed < 2500 g.
Acosta et al. (2022) -
El Salvador war - Chamarbagwala &
Guatemala war - Moréan (2011) - Duque
Years of education Reduction 0.2-1.2 years | Colombian conflict - (2014) - Fergusson
Peru conflict - Rwandan | (2020) - Leon (2012) -
Genocide Akresh & Walque
(2008)

Note: This table shows a summary of the potential effects on human capital we expect to find due to the war in Ukraine

The impact of the refugee crisis on host communities

The war in Ukraine has triggered a refugee crisis. Till date though constantly changing, nearly 6.5
million Ukrainians are internally displaced — a third in need of humanitarian assistance — and nearly 4
million refugees have fled the country since February 24™.* |n total, almost 10 million people — about a
quarter of Ukraine’s total population — have left their homes. As of March 29", Poland has taken in the
most refugees (more than all other European countries combined), followed by Romania and Moldova. **
These refugees will need protection and assistance in Ukraine’s neighboring countries for the coming
months. The large scale of refugees poses a moral, political and economic challenge for host countries.
Host countries face a huge challenge in receiving refugees, as they face an urgent and rapid demand for
food, housing, and health care to meet refugees’ basic needs, and eventually allow them to enter host
country labor markets.

The influx of refugees will have repercussions for employment, employment composition or wages of
host countries. The large number of refugees entering the labor force will affect labor market equilibriums
in many European countries. During the Syrian refugee crises, despite the lack of formal work permits,



about 85 percent of refugees entered the Turkish labor market affecting the jobs of the Turkish poor. Syrians
replaced mainly Turkish female workers for informal, low-skilled jobs.* The large inflow of refugees into
the workforce generated significant concerns among host communities leading to hostile conditions.* In
the case of the long drawn Venezuelan economic crisis, the short term increase in the supply of immigrant
labor to Colombia reduced informal wages, mainly in low-skilled sectors. " For Ukrainian refugees,
language can in addition be a significant constraint in several European countries forcing the more educated
workers to choose low-skilled jobs, further congesting the contested low-skilled labor market in the
immediate term. Nonetheless, the EU has granted refugees a blanket right to stay and work throughout its
27 member nations for up to three years. Being able to work in formal jobs may help Ukrainian workers to
obtain formal and higher wage jobs, although it does not guarantee that they obtain jobs that match their
skills. Also, to date, acceptance of Ukrainian refugees into European societies appears to be much higher
than for other refugee groups in the past though attitudes may change due to factors noted above in case of
a protracted refugee crisis.

The refugee crisis may also have impacts on poverty, health and education outcomes in the host
countries, and may add pressure on already stretched social protection systems. Together with the
decrease in wages, the Venezuelan refugee crisis generated an increase in poverty in Colombia.* Refugees
from Rwanda and Burundi generated unintended effects in Tanzania in the short-term worsening of
children’s anthropometrics, increasing of 15 to 20 percentage points in the incidence of infectious diseases,
and 7 percentage points in under-five child mortality among both host and refugee populations. ™ These
outcomes carry over in the longer term, resulting in decreased adult height, schooling, and literacy. Unless
better mitigated by the host communities by expanding basic services, social protection and labor market
insertion programs, these impacts of the Ukrainian refugee crisis, as described above, can have profound
negative economic and social impacts on the host communities as well.

The global impact of food and fertilizer price increases

Disruptions to food and fertilizer production could exacerbate food insecurity far beyond belligerent
countries’ borders. Both Russia and Ukraine are major exporters of agricultural commodities and fertilizer
inputs, especially to emerging market and developing economies. The war is severely disrupting the
shipping of these commaodities via ports in Ukraine and Russia and increasing oil prices and transportation
costs. These disruptions are likely to persist for an extended period. The reduced global availability of grain
could cause international food prices to rise further triggering a rise in food insecurity introduced by the
pandemic. The conflict could increase the number of people facing food insecurity by over 10 million over
the next two years. V!

The global economy will feel the effects of the war in Ukraine through slower growth, trade
disruptions, and steeper inflation. Higher prices for commodities including rising food prices but also
energy price hikes will affect the poor and vulnerable disproportionately more. Reduced investor
confidence and higher uncertainty will impact asset prices, tighten financial conditions, and could even
generate capital outflows from emerging markets that are already operating under tight fiscal space and
mounting debt levels.

Rising food prices will not only increase poverty and income inequality but also will have severe
implications for multiple human capital outcomes. Due to the high food share of poor households’
consumption, food price increases are expected to affect the poor more than the non-poor generating an



increase on poverty. i To cope with food price increases, poor households often relocate resources away
from human capital investments, while shifting to cheaper food items of inferior quality and eventually
reduce the number of meals and quantities consumed.vi" The resulting less diversified food intake and
nutrient deficiency is known to induce severe and permanent diseases. ™

Health outcomes will likely worsen due to food prices increase. This has been already observed in many
countries. For instance, evidence from India 2008 food crisis found that the increase in food prices was
associated with increases in neonatal mortality. ** Similarly, Zambia documented a reduction on height for
age scores of children under 5 between 2006 and 2010 as a consequence of rising prices. ! In Bangladesh,
the 2007 food crises increased in the prevalence of wasting (low weight for height scores) among children.
i 1 astly, evidence from Mozambique’s 2008 food crises also suggested an increase in child malnutrition
by finding a reduction in both weight for age and weight for height scores, i

Finally, food price increases will probably affect educational outcomes and labor outcomes. Evidence
from Bangladesh shows that the 2008 food crisis increased school dropouts mainly due to health reasons.
Moreover, secondary enrolment was found to decrease by almost 15 percentage points relative to the
previous year. "V Moreover, the increase in transportation costs also affects workers’ incentives to provide
their labor, affecting at the same time their purchasing power. Lastly, they will cause protests and may
topple governments leading to civil unrests (similarly to the Egyptian bread crisis of the past).

Policy implications

At a global level, the consequences of the war in Ukraine require a multisectoral approach focused
on protecting human capital of current and future generations. Expanded social protection programs
that target the poor will be required to alleviate real income reductions for the most vulnerable. Programs
that guarantee food provision are key to address immediate household needs and reduce the long-term
consequences of malnutrition and poverty, especially for the urban poor. At the same time, tackling food
production chains will necessitate a comprehensive menu of polices. Ensuring continuation of education
for school-aged children is critical given the exacerbated learning losses. Adequate public health responses
are necessary to allow access to basic health services, to prevent population health outcomes from further
worsening and to tackle malnutrition. Gender-sensitive responses that help women and girls, who are
disproportionately affected by conflicts and due to the possible rise in female-headed households, are
needed to tackle barriers to accessing vital services, address increased risks of gender-based violence and
support social mobilization are also needed. All these policy responses will require fiscal policies that make
these programs available while the conflict persist and flexible to deescalate them when the conflict ends.

Regional priorities include integration policies for refugees that take into account the impacts of large
flows of migrants in the host communities. The immediate priority for the global community is to support
humanitarian relief efforts in war-torn Ukraine. A collective effort will also be required to develop a
regional approach to equitably share the responsibility of housing, sustaining, and possibly relocating
refugees displaced by conflict.* Yet, host communities’ imbalances need to be addressed. The provision
of basic services to the refugees will require significant fiscal resources. At the same time, social protection
programs that support those that may be displaced in the labor market due to the large inflow of migrants
need to be put in place. Finally, a legal framework and public campaigns to include the migrants in the
socioeconomic life of the host communities can aid integration.



The post-war recovery will require both funds to rebuild Ukraine after the war as well as to reinvest
in human capital of the survivors of the conflict. The war’s increasingly indiscriminate targeting of
physical, natural, and human infrastructure will require large investments for recovery. Alongside
investments to rebuild basic physical infrastructure, a post-war recovery plan that includes the reinvestment
of human capital for the survivors of the conflict should also be designed. This will require investments
along several dimensions. Targeting children’s nutrition and immunization® will be needed to avoid the
long-term consequences of those exposed to war as well as reconnecting people to the primary health system
for preventive care and catch-up screening. At the same time, reenrollment programs that target those
children that dropout from school will be key. On the labor side, social protection programs will be needed
that ease labor transitions in a post-war Ukrainian economy. Finally, post-traumatic stress as a negative,
substantial consequence of war is extraordinarily important in rebuilding human capital that generates
productivity and growth. This will be key to the work towards a socially cohesive and productive post-war
Ukraine.
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