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Effects of the Iraq War on the BOP Account of the United States
	Following on from the global financial crisis of 2001 to 2003, the Iraq war began amidst weak economic conditions in the United States. The war was a military conflict between the United States and Iraq. It began in 2003 and lasted for seven years up to 2011. The Iraq war forced the US government to borrow from the public to fund its large military operations in Iraq. During the Iraq war, since the military operations would happen abroad, a lot of funds were directed to foreigners compared to domestic companies and individuals. The Iraq war also affected the balance of payment (BOP) accounts of the United States by lowering its internal spending and shifting financial resources from non-military to military uses (Gregg, Rothstein & Arquilla, 2010).
	The Iraq war lasted from 2003 to 2011 and resulted in a huge amount of funds invested in military operations in Iraq. The war saw an increased 23 billion dollars to 10 billion dollars deficit (Stiglitz & Bilmes, 2009). This had a great effect on the financial markets.  During the Iraq war, the US Federal Reserve was very tight in reducing liquidity and interest rates. This triggered the 2008 great recession. According to Stiglitz and Bilmes (2009), funding the Iraq war made the US balance of payments account to increase from a budget deficit of 279 billion dollars to 362 billion dollars. The country’s economic growth or real GDP also dropped from 3.6 percent to 2.7 percent (Stiglitz & Bilmes, 2009). This was another effect of investing heavily in the Iraq war that triggered the great recession.        
	Balance of payment (BOP) accounts of the United States included all the transactions made by the federal government with individuals, companies and government bodies outside the US. Since the US could not fund its imports via exports of capital, it had to do so by running down the federal reserves. The Iraq war forced the US government to borrow from the public (issuance and sale of United States Treasury securities to the public) to fund its large military operations in Iraq budget deficit (Gregg, Rothstein & Arquilla, 2010). 
	During the Iraq war, since the military operations would happen abroad, a lot of funds were directed to foreigners compared to domestic companies and individuals. Since economic activities were slow during the Iraq war, a part of the funds in aggregate demand was crowded out by increased interest rates. This reduced other interest-sensitive and investment spending and appreciation of the dollar. The result was a reduction of various exports and import-competing goods production. The Iraq war also affected the balance of payment (BOP) accounts of the United States by lowering the government’s internal spending. The Iraq war also shifted financial resources from non-military to military uses. This shift contributed to the great recession since the effect of military spending during the Iraq war was included in GDP (Stiglitz & Bilmes, 2009).  
[bookmark: _GoBack]	The Iraq war significantly contributed a lot to the economic setback in the United States. It forced the US government to borrow from the public to fund its large military operations in Iraq. The Iraq war also affected the balance of payment (BOP) accounts of the United States by lowering its internal spending and shifting financial resources from non-military to military uses. The result was lost opportunities for investment in public service and infrastructure and increased borrowing rates.  Contrary to the popular belief that war creates jobs, US federal spending on the Iraq war led to more job losses (Bilmes & Stiglitz, 2006). A huge investment in military equipment also affected capital improvement.  The Iraq war also affected interest rates banks charged borrowers and other creditors.  This was the effect of financing war expenditure through debts which contributed to higher debt to Gross Domestic Product (GDP) ratio and subsequent increased long-term interest rates (Watson Institute, n.d).    
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