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Executive Summary

The $200 billion cost of the Iran war significantly reshapes long-term US fiscal

accountability by institutionalizing deficit-financed defense prioritization and structurally

crowding out productivity-enhancing domestic investments. Concurrently, evidence

suggests it has permanently fractured transatlantic and Gulf security coordination,

accelerating a shift towards a multipolar security order where allies pursue independent

defense and diplomatic channels, thereby degrading US strategic stability.

Key Findings

Long-Term Fiscal Accountability and Debt Burden

The $200 billion cost of the Iran war represents a permanent institutional shift toward

deficit-financed defense prioritization rather than a temporary cyclical spike [3]. This is

driven by multi-year industrial expansion, decades-long veteran care liabilities, and

entrenched congressional spending habits [3, 6]. The total cumulative cost is projected to

reach $1 trillion when accounting for reconstruction, inventory rebuild, and long-term

veteran care [3, 13, 14].

-    Structural Deficit Financing: Replenishing military assets, such as high-end US

missiles, requires a long-term capital commitment, with replacement times extending up

to six years [10, 13]. To meet sustained consumption rates, the US has signed multi-year

contracts with defense suppliers like Lockheed Martin and Boeing to scale interceptor

production, an industrial expansion projected to cost hundreds of billions over several

years [3]. Lockheed Martin is scaling interceptor production from approximately 600 to

2,000 annually and THAAD interceptors from 96 to 400 annually [3].

-    Permanent Fiscal Liabilities: The war establishes a permanent fiscal liability for

veteran care, with approximately 55,000 deployed troops exposed to toxins and

environmental hazards, making them eligible for lifetime disability compensation and
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medical care under the PACT Act [3, 13, 15]. This adds to an existing $7.3 trillion in owed

disability benefits from previous wars [3].

-    Crowding Out Domestic Investments: The Congressional Budget Office

projected that even before this war, deficits were set to exceed 6% of GDP, and public

debt would surpass World War II levels by 2030 [7]. A large military spending increase

could more than triple the existing 1.5% fiscal gap, turning federal debt into an intractable

problem [12]. Congress has demonstrated a structural inability to decline defense

appropriations, with the 2026 defense budget already reaching $1 trillion before the war

began [6]. This permanent prioritization of defense crowds out flexible discretionary

domestic investments like healthcare, childcare, education, and infrastructure [6].

-    Specific Program Cuts: The FY27 budget proposes an $87.6 billion emergency

supplemental for the Iran war, offset by proposed 10% cuts ($73 billion) to non-defense

discretionary programs [1, 3, 8, 18]. Specific reductions include zeroing out the

Low-Income Home Energy Assistance Program (LIHEAP) ($4.05 billion) and the

Weatherization Assistance Program ($369 million) [18]. Supplemental Nutrition

Assistance Program (SNAP) funding is proposed to decrease from $107.5 billion to

$101.2 billion [19]. Significant cuts are also proposed for the Department of Energy's

EERE programs ($1.9 billion), EPA funding (52%), drinking water and sewer

infrastructure ($2.5 billion), K-12 education (over $6 billion), NIH ($5.75 billion to $6

billion), CDC ($2.9 billion), and the National Science Foundation ($4.8 billion) [1, 4, 18].

-    Compounded Economic Strain: The war has actively degraded the federal

revenue base through compounded inflationary pressure and rising Treasury yields. The

closure of the Strait of Hormuz, which handles 20% of global oil and natural gas, triggered

a severe energy and food price shock [5, 7]. In May 2026, inflation hit a three-year high of

4.2%, and gasoline prices reached $4.48 per gallon, surging over 40% from the previous

year [8]. Concurrently, 10-year Treasury bond yields rose by approximately 30 basis

points to 4.25%, increasing borrowing costs for the government, businesses, and

households [7, 8]. However, these external economic shocks remain secondary to

Congress's structural decision to prioritize defense appropriations over domestic

monetary stabilization [6].

Reshaping Geopolitical Power Structures

The Iran war has permanently fractured transatlantic and Gulf alliances, forcing European

and Middle Eastern partners toward independent security and diplomatic channels,

thereby structurally shifting geopolitical power away from a centralized US alliance

Page 2



network [13].

-    Transatlantic Alliance Erosion: The conflict caused the "deepest damage" to the

transatlantic alliance [13]. Major European powers acted unilaterally or in opposition to

US operations, with Spain closing its airspace, France blocking US and Israeli aircraft,

Germany declaring neutrality, and the UK initially refusing base access [13]. The US also

postponed Foreign Military Sales deliveries to Baltic and Scandinavian NATO members

[13]. This has led to a significant erosion of trust, which "does not mend quickly" [13].

-    Gulf Security Architecture Fracture: The war exposed the fragility of

Washington's security umbrella for Gulf partners [13]. Iran now exercises an

unprecedented degree of control over the Strait of Hormuz, imposing a de facto toll

regime that has forced countries like India and Pakistan to negotiate passage directly with

Tehran [13].

-    US Strategic Insolvency and Reliability: The diversion of advanced interceptors,

strategic bombers, and carrier assets to the Middle East left Ukraine under-supplied and

the Indo-Pacific under-resourced [13, 16]. This resource drain weakened allied security

and raised fundamental questions about US reliability, compelling European and Middle

Eastern allies to build independent diplomatic channels and pursue autonomous defense

procurement [13, 16].

-    Sino-Russian-Iranian Operational Alignment: This deepening alignment

represents a durable structural shift toward a multipolar security order, driven by shared

interests in exploiting US "strategic insolvency" [13, 16]. Russia and China actively

coordinated to support Iran, providing intelligence, military supplies, and economic aid

[13, 16]. Russia benefited from elevated oil prices and Western distraction from Ukraine,

while China secured preferential passage through the Strait of Hormuz and acted as

Iran's largest oil buyer [8, 13, 16, 17]. This alignment creates the potential for a two-front

challenge for Washington if China escalates in the Taiwan Strait and South China Sea

[16, 17].

-    Middle Eastern and Gulf Realignment: Gulf states have accelerated investments

in cyber deterrence and indigenous AI capabilities [20]. Saudi Arabia expanded defense

cooperation with Pakistan and Turkey, formalized by a mutual defense pact in September

2025 [21]. Gulf states are actively diversifying beyond the US, with Saudi Arabia and the

UAE acceding to BRICS and Bahrain applying in October 2024 [6, 11, 17]. They are

deepening defense ties with France, the UK, South Korea, Turkey, Russia, and China to

reduce reliance on the American military system [20]. This accelerates a shift from US

unipolarity to a fragmented, multi-centric environment where Gulf states assert strategic
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autonomy [2, 7, 9, 11, 20, 22].

Impact on US Strategic Stability

The fiscal and geopolitical shifts directly impact US strategic stability by creating

capability gaps and altering the political calculus for future interventions.

-    Industrial Capacity Bottlenecks: The rapid depletion of munitions, such as the

potential exhaustion of the entire US interceptor inventory in four to five weeks, highlights

severe manufacturing bottlenecks [13]. While contractors like Lockheed Martin are

scaling production, this industrial expansion "will take years" and replacing expended

high-end missiles could take up to six years [3, 10, 13]. This creates a period of "strategic

insolvency" where the US is materially depleted while needing to maintain deterrence

across multiple theaters [13, 16].

-    Altered Foreign Policy Calculus: The financial costs of expending multi-billion

dollar interceptor stockpiles, coupled with the fiscal strain and industrial limitations, will

likely raise the strategic threshold for initiating military interventions abroad compared to

historical lower-cost conflicts.

Implications

The $200 billion cost of the Iran war has profound implications for US strategic stability. It

signals a structural erosion of US fiscal flexibility, as future federal revenue streams are

increasingly locked into defense replenishment and debt servicing, thereby weakening

the long-term economic growth necessary to sustain global leadership. Geopolitically, the

war has accelerated the fragmentation of the US-led alliance system, compelling

traditional partners to pursue strategic autonomy and fostering a more multipolar security

order. This diminished capacity and fractured alliance network will likely constrain US

foreign policy options, raising the bar for future military interventions and increasing the

assertiveness of rival powers and regional actors.

Limitations and Caveats

The report's conclusions are drawn from a complex interplay of fiscal and geopolitical

factors, with some inherent uncertainties. Specific projected annual deficit increases

directly attributable to the $200 billion cost over the next decade are not precisely

quantified in the available research, beyond general CBO projections for overall deficits.
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Furthermore, the research does not specify the estimated monetary value of independent

defense procurement contracts signed by European or Gulf nations with non-US

suppliers since the conflict began. The assessment of industrial capacity bottlenecks,

while indicating multi-year replacement timelines, lacks specific details on component

supplier shortages or pre-war lead times. The overall confidence in the debate verdict is

moderate, reflecting the complex causal relationships and the difficulty in isolating a

singular cause for such wide-ranging impacts.
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