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FIVE WAYS IN WHICH THE WAR IN UKRAINE WILL CHANGE BUSINESS

Five ways in which the war in Ukraine will
change business

Ithough primarily a humanitarian disaster, the Russia-Ukraine conflict will also accelerate
changes already provoked by the pandemic, US-China tensions and climate change.

® The war will add to supply-chain disruptions in sectors such as automotive, increasing the
pressure for localisation.

® Asurgein energy and other commodity prices will hasten public- and private-sector efforts
to improve food security.

® The investment needed to reduce Europe’s reliance on Russian energy will affect funding for
clean-energy investments in developing countries.

® Financial sanctions against Russia may accelerate the transition from US dollar-backed
financial systems to interoperable central bank digital currencies (CBDCs).

® Geopolitical tensions over technology (already central to the US-China trade war) will
intensify as Russia curbs internet access and faces technology sanctions.

Supply chains will become increasingly localised
Supply chains have already been disrupted by the pandemic, as well as the earlier US-China trade
war. The difficulties caused by the Russia-Ukraine war will prolong these disruptions and place
added pressure on companies in sectors such as automotive to shorten their supply chains and build
resilience. This may mean increasing stock of major components, reining in just-in-time production
norms or investing in more local suppliers.

Shorter supply chains are less prone to trade and geopolitical disruptions, and they also lower freight
and insurance costs. Moreover, suppliers in countries such as China and Russia are gradually losing their
low-cost advantage as labour costs rise, changing the sums in favour of developed-country production.

-
Carmakers in Europe must make electric switch despite razor-thin margins
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With automakers already investing heavily in local electric-vehicle (EV) and battery production in an
effort to transition to green vehicles, there is an opportunity to develop new supplier networks closer
to home, often supported by government investment incentives.

The commodity rally will drive adoption of sustainable food policies
The war in Ukraine will keep fuel and commaodity
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The Middle East, meanwhile, is likely to increase its investment in agritech and other ways of
increasing agricultural productivity or reducing water consumption. All this will present opportunities
for food tech and alternate protein companies, who will receive government attention and funds.

The energy transition will vary between the developing and developed world
Western sanctions on Russia, despite being unprecedented in scope, have kept open crucial energy
supply lines to western Europe; although the US has banned Russian oil imports, Europe’s dependence
on Russian oil and gas has deterred it from taking similar measures. Even so, European nations will
seek to diversify their energy supplies, and this will require heavy investment to ramp up imports of
liquefied natural gas (LNG). It will mean investing in greater energy efficiency and heating insulation to
lower gas demand for power-generation, and possibly delaying plans to close or phase out nuclear and
coal power plants. It would also entail significant public and private investment in renewable power,
even as governments widen their defence budgets and commodity prices soar.

All this will make it harder for developed countries to provide financial support to the energy
transition in emerging economies—support that has already fallen short of pledges. As a result,
emerging economies will continue to invest in fossil-fuel power generation to cater for economic and
population growth. The Ukraine-Russia war will, indirectly, widen disparities in the energy transition
between developed and developing countries.
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-
EU will need outsized investments to diversify away from Russian gas

Gas supplies to the EU and UK by production source Share of Russia in gas demand (%)
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The weaponisation of financial sanctions will lead to a bifurcation of the global
monetary order

In response to Russia’s invasion of Ukraine, the US and its allies have resorted to unprecedented
economic and financial sanctions, which include the freezing of sovereign reserves, extraterritorial
bans on use of currencies, asset seizures and anti-money laundering punishments. They have also
entailed the expulsion of some Russian banks from the Belgium-based Society for Worldwide
Interbank Financial Telecommunications (SWIFT), the secure messaging system that banks use to
execute international payments.

-
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In the short term, this will have a limited impact on Russia’s banking system. In the longer term, the
weaponisation of financial systems, including card-network systems, will compel Russia and other
countries to seek alternatives to established systems centred on the US dollar.

Russia and China already have nascent SWIFT alternatives, but setting up a full-fledged bank-
messaging system would be expensive and slow. Instead, any concrete alternative to a US dollar-
backed system for international money transfer is likely to use CBDCs. Several countries, especially in
Asia, are already trying to interlink their central bank-backed payments platforms, and we expect more
countries to embrace multi-CBDCs arrangements. The crisis will take this transition to the next stage.

Tech will become increasingly geopolitical and regionalised

In the US-China trade war, technology sanctions have focused on specific companies. In response
to the Russia-Ukraine war, Western allies have, for the first time, imposed country-level technology
export curbs on Russia, alongside other unprecedented sanctions.

Technology is becoming increasingly geopolitical and regionalised, in two ways. First, access to
technology is seen as a competitive advantage for countries, as evident in US attitudes towards
semiconductors. Because the chip sector is fragmented and the product is complex, every actor will
need to use US equipment at some point; therefore, any US technology sanction makes a country or
company unable to purchase semiconductors.

Secondly, the internet is becoming more national and less global. China has driven this change by
using a national firewall to restrict access to content that its government deems dangerous—a measure
that Russia wants to adopt. The EU, through its values-led approach to data privacy and regulation of
artificial intelligence, has also created regional barriers to the internet.

This regionalisation of the internet will not necessarily lead to a “splinternet”, where different
systems are completely separate and not interoperable. The broader battle is between the US, which
wants to retain the multistakeholder governance model of the internet (open, decentralised and
industry-led), and China, which wants a cyber-sovereignty model (closed, centralised and country-led).
However, the tensions are not just between democracies and autocracies, but also between blocs, as
the relationship between the US and EU shows.

4 © The Economist Intelligence Unit Limited 2022



EIU Viewpoint
We monitor the world to prepare you for what’s ahead

Understand a country’s political, policy and economic outlook with the world’s best forward-
looking analysis and data. Our award-winning expertise looks at global dynamics that impact your
organisation, helping you to operate effectively and plan for the future. Included in our service:
® Global and regional outlook spanning politics, economics and market-moving topics

® Daily insights on the developments that impact the future outlook

® Executive summaries of country forecasts over the medium-term outlook

® Medium-term country forecasts on ~200 countries’ political and economic landscape

® | ong-term country forecasts on the structural trends shaping ~80 major economies

® |ndustry analysis on the outlook for 26 sectors in ~70 markets

® Commodity forecasts on supply, demand and prices of 25 critical goods

® Macroeconomic data on forecasts, as well as historic trends

® |ndustry data on demand and supply of key goods, now and in the future

® Proprietary ratings on the business environment

® Thematic analysis of the cross-cutting issues that our experts expect to shape the global outlook

How EIU Viewpoint helps you to stay ahead

Unparalleled coverage - global, regional and country-level analysis for nearly 200 markets. 20,000
data series every month, led by our worldwide network of expert analysts and on the ground
contributors

360-degree view - our approach is unique; deliberately designed to intersect politics, policy and the
economy, our methodology leads to a more nuanced perspective than simple number crunching

Beating consensus - with over 70 years of experience, we have a track record of making bold calls and
getting them right

Evidence-based insights - our editorial team is fiercely independent and rightly so. This ensures you
can trust our analysis and apply the insights it offers with confidence.

Find out more information about our service features, delivery platforms and how EIU Viewpoint could
benefit your organisation by visiting:

eiu.com/viewpoint
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