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INTRODUCTION 

Three months ago, it seemed the overrunning of Ukraine by Russia was only a matter of days; in other words, it was a 
question of “how many days” rather “if”. Now, no one is even sure “if” Russia will achieve success and “if at all” it will achieve 
success. If the war drags on for another few months and with increasing Russian casualties, the world may start asking the question “if 
Ukraine will be the nemesis of Russia - just as Afghanistan was for the Soviet Union”? Fears of World War III are unfounded despite 
the strong or desperate words from leaders. However, the invasion essentially means that the World has unknowingly stepped in a new 
Cold War - Cold War II with USA and Europe on one side while Russia and China are on the other side. 

 
The Impact 

Irrespective of the outcome of the war, the problems for the global economy just got worse and if the war drags on for a few 
more months, the world economy could be in for a phase of deep and prolonged dislocation and we need not be surprised if it takes 
many years for any semblance of normalisation. At best, we are likely to get so used to the uncertainty that we are likely believe that it 
has normalised. In less than a few months after the Russian invasion of Ukraine, there is now more clarity (and concern) about the 
nature of economic pain and dislocation that is unfolding. Almost all the world’s major commodity trading firms, which together 
account for about 70% of the global commodity market volumes have either said that there will be a recession or the risks of a 
recession have dramatically increased. The reason for this dislocation is that unlike in the past, sanctions against Russia have come 
with greater force, intensity and force and they now target various streams of the economy: energy markets, food, manufacturing 
supply chains, international freight and more importantly payments. This combined with the fact that Russia and Ukraine are major 
exporters in the Global food market is yet another factor 1. 

 
The world economy is still counting the billions of dollars of losses due to the war and sanctions. These costs include the 

billions lost due to margin calls in the markets, the rise in prices due to market disruption, collapse in contracts for trade, supply chain 
disruptions and the massive cost of rebuilding Ukraine, many of whose most important cities have been reduced to rubble are among 
the issues that the world (apart from the problem of Refugees and thousands of dead). The costs of all these will only increase and it 
will last years. The scale of the sanctions can be seen from the fact that of the World Trade Organisation’s (WTO) 164 member 
countries representing 58% of the global gross domestic product have started to choke Russia with sanctions of various kinds. 
European Union (EU) is Russia’s biggest trading partner: in 2020 it accounted for 37% of total Russian trade with the world 2. 

 
Rising Prices 

The Energy markets have been most affected and this will invariably mean a sharp rise in oil prices - assuming that the world 
economy does not freeze up due to some reason. It is estimated that if USA and EU decide to impose total sanctions on the Energy it 
will mean about 25 to 30 lakh barrels of oil per day being disrupted. Unfortunately, the world does not have immediate spare capacity 
and even assuming that sanctions on Iran are lifted, it will only mean that an addition of 10 lakh barrels of supply per day to the 
present supply disruption. Moreover, any new capacity addition in oil sector will take at least one year to fill the vacuum. Russia is a 
major supplier of Gas and Diesel to the world and any further sanctions or escalation could mean large disruption. Consumers, 
especially in Europe, are going to be badly hit by rising diesel prices because about 40% of the European Cars run on diesel. Food 
prices have now hit the highest in the past 20 years. The disruption of wheat supply from Ukraine and Russia has led to benefit for 
countries like European Union, Australia and India. However, the supply is expected to tighten due to drought conditions in USA 
which is the other larger producer. The disruption has led to a sharp increase in the cost of bread and related items are one of the most 
important food staples for large part of the world. Price of wheat has already shot up in Turkey, Syria, Egypt and most parts of Africa 
and has affected about half of the wheat purchased by the World Food Program which feeds about 12.5 crore people annually is facing 
a sharp increase because they buy wheat from Ukraine. The rise in food prices is almost certain because Russia is one of the largest 
exporters of fertilizers and rising fertilizer prices invariably mean higher food prices. The impact on the banking and financial sector 
has been extremely large but it is mixed. European banks are bound to be drastically hit while the major American banks do not have 
much of an exposure to Russia and its billionaires and of these four of the larger European banks have an estimated exposure of about 
US$ 70 Billion. There is a hidden disaster is in the area of Shipping and transportation: last year, the 6000-mile rail link between 
Europe and China through Russia carried about 14.6 lakh containers with goods worth US$75 billion or 4% of the trade between 
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Europe and China. This is now at risk and increasingly companies are trying to shift this to sea trade which is increasing the cost of 
sea freight. More worryingly is the crisis in the Black Sea area with an estimated 200 ships being stuck or unable to move out of the 
battle zone. The war has overnight increased the insurance coverage premium for ships by 10% which means shipping costs are about 
to get more expensive. Invariably, all these will be passed on to consumers. In short, the world is on the verge of a sharp rise in prices 
as the crisis feeds into the world system. Hence, it is better governments, companies and households prepare for at least 2-3 years of 
inflation with low growth (or stagflation) 3. 

 
One problem that is likely to get worse is that apart from Russia, Ukraine and their citizens and companies about 25 poor 

countries and their economies are the risk of collapse due to rising interest rates, rising commodity prices and supply chain 
disruptions. Hence, the financial and economic problems are only likely to get worse. However, none of these countries are at risk 4. 
 
India 

The growing nexus between Russia and China should be a cause for strategic concern for India since Russia (since the days 
of USSR) was a strong and dependable ally of India. Even to this day 46% of the weapons used by India are Russian made while 
France accounts for 27% and US only 12%. Hence, India is actually highly dependent on Russia. The fact that China has reportedly 
asked its companies and citizens to quickly fill the gap created in Russia by the exit of European and American Companies should be 
a cause for concern for India since greater dependence of Russia on China trade will invariably be at the cost of India in the longer 
term though not much may change in the next 2-3 years 5. 

 
Economically, India will have a lot to lose from the Ukrainian crisis, though there are the occasional beneficiaries. Invariably, 

the list of losers will be far higher than the list of winners. Rising prices of oil, fertilizer and all other commodities along supply chain 
disruption means a sharp rise in inflation is round the corner. The beneficiaries include those exporting food, diesel and other 
commodities. India is a larger importer of oil and also a larger exporter of diesel and hence the companies exporting it should benefit. 
In the case of wheat India has already started benefitting and the rise in international prices along with export of wheat should bring 
happy tidings for wheat growers - mostly in North and Central India. In the past 10 months, India’s wheat exports have grown from 
13.8 lakh tonnes to 60 lakh tonnes. India is also reported to be negotiating large export contracts with Egyptian companies. 
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