The Impact of the Russia-Ukraine War
on the Economy of the European Union

Tsotne Chachanidze

Researcher, Caucasus International University (Tbilisi, Georgia)
E-mail: tsotne.chachanidze@ciu.edu.ge
https://orcid.org/0009-0009-7796-6173

Chachanidze, Tsotne (2023) The Impact of the Russia-Ukraine War on the Economy of the
European Union. Future Human Image, Volume 19, 6-11. https://doi.org/10.29202/thi/19/1

The European Union has reacted to the war on its eastern border with remarkable unity, resolve, and
speed. However, the invasion of Ukraine is a watershed moment. Regardless of how long the war lasts,
its legacy will be long-lasting. It will shape Europe’s policy choices in the coming years and decades.
This article attempts to provide a preliminary assessment of the economic policy implications of the in-
vasion and actions made since February 24, when Russian forces entered Ukraine. The major immediate
concerns to the European economy include supply shocks caused by rising oil and gas prices, Europe’s
reliance on Russian energy, and the impact of geopolitical uncertainties on consumer confidence and
investor mood. Europe must also welcome millions of war refugees and give them with emergency aid.
Longer term, they confront a total rethinking of the EU policy structure, affecting budgetary priorities,
macroeconomic policy principles, market regulation, and the allocation of responsibility between the EU
and its member states. Many more pathways are ignored for the purposes of this article, ranging from the
confidence shock to the rippling effects on agricultural supplies and commodity markets.

Keywords: European Union, Russia, Ukraine, economy, war, sanctions.

Received: 5 June 2023 / Accepted: 29 June 2023 / Published: 5 August 2023

Introduction

The relationship between Russia and Ukraine has been plagued by problems since the
fall of the Soviet Union. The Ukrainian conflict is a multidimensional disaster that is likely
to worsen in the near future. The conflict between Russia and Ukraine has various reasons,
including the dissolution of the Soviet Union (Masters, 2023). On the eve of the Ukraine in-
vasion, the EU was already dealing with a dramatic deterioration in its trade conditions and
growing inflation, the majority of which was due to the price of imported energy. Although
the recovery from the pandemic shock is still incomplete, and inflationary expectations re-
main slightly below target, the European Central Bank was faced with a tough balancing act
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between dealing with temporary price increases and combating inflationary threats. The clash
with Russia means a more dramatic and longer-lasting shock, which will significantly exacer-
bate the current strategic quandary.

Russia’s invasion of Ukraine, which began in February 2022, has broken the post—Cold
War European security order and completely rewritten the EU-Russia relationship that had
formed over the last thirty years. For three decades, the foundations of those relations were
economic and energy interdependence. Now, as Russia poses the biggest threat to peace and
stability in Europe, all areas of relations have been securitized. Through eight comprehensive
sanctions packages adopted by the EU, the union’s member states are systematically cutting
all economic ties. Europe’s decoupling from Russian oil and gas ends fifty years of connec-
tivity and mutually beneficial energy relations. This will put Russia’s economic model under
pressure and push the country further toward China and Asia more generally (Meister, 2022).

The war triggered a massive shock to the global economy, especially to energy and food
markets, squeezing supply and pushing up prices to unprecedented levels. Compared with
other economic regions, the euro area has been particularly vulnerable to the economic con-
sequences of Russia’s invasion of Ukraine. This is mainly because the euro area depends very
strongly on energy imports, which accounted for more than half of the euro area’s energy use
in 2020. Furthermore, Russia was a key energy supplier to the euro area before the war. Russia
and Ukraine also played a large role in euro area imports of food and fertilizers before the start
of Russia’s invasion. More generally, the euro area is a highly open economy, which makes it
vulnerable to disruptions in global markets and value chains (Arce et al., 2023).

When confronted with a commodity price shock, the usual rulebook states that the central
bank should primarily address the second-round consequences in order to avert a potential
amplification of inflationary expectations. It should not begin on a useless endeavor to regu-
late the immediate impact of price increases on aggregate inflation (on which policy rate hikes
have very little, if any, bearing), and it should tolerate long-term relative price changes. In the
immediate term, the ECB is likely to wait and watch before making a decision. However, it
may soon be forced to make a politically tough choice between allowing headline inflation to
continue above target for an extended period of time and damaging the economy in the midst of
a geopolitical conflict. Its actions will be compounded further by the possibility that spreads on
government bond markets could expand (EU restrictive measures against Russia over Ukraine
(since 2014), 2023: 1). The fact that the European integration project is fundamentally an
economic project aimed at advancing the economies of the Member States, and that its institu-
tionalization and framing within an official diplomatic framework arose as a translation of the
already existing economic partnerships that began with the Coal and Steel Community to the
European Economic Communities (Willem, 1999). As a result, the economic consequences of
the Ukrainian war marked a true test of the Union’s ability to resist these consequences, which
had differing degrees of damage on its various countries. Whereas the larger economies, such
as Germany, found themselves in a precarious situation in certain sectors, such as the energy
sector, smaller economies, particularly in the developing world.

The war has caused an enormous humanitarian crisis in Ukraine. Urban centers in many
parts of the country have been badly damaged, maritime, road and rail transit have been se-
verely disrupted, and vital economic and social service infrastructure, including power gener-
ation, digital infrastructure, bridges, and ports, have been destroyed or rendered unusable. As
of the end of March, nearly 6 million Ukrainians had little or no access to safe water. About 12
million people are estimated to have been displaced as of mid-April, and a similar number of
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people—especially the elderly and infirm—urgently require humanitarian assistance (Guénette
et al., 2022).

A Re-Creation of the Cold War Economy

Russia’s principal economic engagement with the West was through oil and gas exports.
It is improbable that these exports will be restored to pre-invasion levels. Russia is still the
world’s top supplier of wheat and forestry goods, as well as a source of vital resources includ-
ing nickel, cobalt, and platinum. Whatever the outcome of the war, Western corporations will
be hesitant to return to Russia or invest there in the future. The dangers are simply too great.
The current situation virtually recreates the Cold War division of the global economy in certain
sectors; however, Russia is at a disadvantage because it no longer operates in the larger space
of the Soviet bloc (the Council for Mutual Economic Assistance - COMECON), whose former
members are now members of the EU and NATO. There is not much on the horizon that could
change this trajectory. A resolution to the Ukraine War, particularly one that leaves Russia in
possession of some Ukrainian territory, will not assuage Western fears that Putin may launch
another “special military operation” to capture the rest of Ukraine or all of Moldova. While
Russians can live without Gucci or McDonalds, denying Western technology has an impact
on high-tech manufacturing. It may also have an impact on Russia’s ability to exploit current
oil and gas fields as well as create new ones. Russia will also suffer as a result of its lack of
access to Western financial markets and institutions, including the global payment messaging
system SWIFT.

De-Globalization Pressures Continue

While the epidemic revealed the vulnerabilities of just-in-time supply chains, the economic
repercussions from Ukraine’s war has highlighted the system’s extra concerns. Globalization
is not dead, and global manufacturing and trade will continue. However, the new geopolitical
environment will have an impact on future corporate decisions. Cost reductions will be as-
sessed more rigorously in comparison to risk. In the short run, de-globalization entails higher
prices, contributing to inflationary pressures.

The crisis in Ukraine, as well as a perceived threat from China, have boosted Europe’s
willingness to expand defense spending. Defense contractors will benefit. Their share prices
have already risen as a result of this tendency. It remains to be seen whether manufacturers can
ramp up to satisfy the demand.

The most significant challenges that the European Union will face in the near future in-
clude fighting a record inflation rate, surviving the winter with a severe shortage of energy
supplies in bloc countries that rely heavily on Russian natural gas, and mitigating the effects
of rising energy and food costs. The crisis in Ukraine is producing global “stagflation,” which
is accompanied by a rapid spike in food, energy, and major raw material costs, a situation not
seen in Europe in decades (Askew, 2022). The significant impact of Ukraine’s war on the EU is
reflected in the deterioration of the European currency’s value, which was known for the third
time in recent months to fall below the parity of the euro with the dollar, and over the course
of one year, it recorded a decline of 16.4% against the dollar, reaching its lowest level since
its introduction into circulation. The current level of danger transports us back to the period of
uncertainty following the demise of the Soviet Union, perhaps even to the height of the Cold
War or to the situation in Europe in the late 1930s.
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Europe falls into recession

Today, a recession threatens the European economy once more, and while political leaders
try to calm public anxiety by praising the strength of financial markets, it is no coincidence that
the euro’s historic collapse against the dollar coincides precisely with a major political crisis,
Russia’s war on Ukraine. One factor is that the crisis in Ukraine has increased financial market
uncertainty, leading to the withdrawal of many investors from European positions owing to
geographical and often political proximity to the belligerents. This was reflected in the euro’s
loss of value, and the sharp rise in US interest rates precipitated this massive move of investors
in favor of the dollar, which became increasingly profitable against a European currency that
is clearly incapable of maintaining a semblance of growth within European Union Member
States (Leparmentier, 2022). This credit contraction will result in lower consumption of com-
modities and a scarcity of borrowers, although also to make it more difficult for businesses to
fund their operations, which have already suffered significantly as a result of the health crisis
COVID-19. A remedy would be to change the European Central Bank’s monetary policy to be
more in line with the Federal Reserve’s strategy, allowing the euro to stabilize, recover, and
gradually climb. This would improve the balance of the American and European economies.
The concrete repercussions of the euro’s collapse suggest that the result of the Ukrainian war
has less impact on the United States. The concrete repercussions of the euro’s collapse sug-
gest that the result of the Ukrainian war has less impact on the United States. The eurozone,
on the other hand, is dependent on imports of gas and oil. Because the European energy cost
has grown considerably, so-called imported inflation has emerged, as the prices of raw com-
modities whose bills have increased are paid in dollars. Economists calculate that the lower
the currency’s value, the higher the import expenses. This dollar-denominated energy bill is
anticipated to weigh on the European trade imbalance. The European Central Bank is currently
in a dangerous condition. Either it abandons the euro or hikes interest rates to absorb the shock
of the Ukraine war and halt the worsening. However, rising interest rates will have a severe
impact on some of Europe’s most vulnerable countries.

Effects of sanctions against russia

The Ukrainian war, and the following implementation of European sanctions on Russia,
exacerbated European countries’ divisions and inequality. While some European countries
advocated for stronger sanctions against Russia, others opposed the policy, believing it was
detrimental to European interests. Hungary, for example, has rejected restrictions and embar-
goes on Russian oil and gas imports; officials point out that Russia’s oil supplies through the
Druzhba pipeline account for approximately 65% of Hungary’s oil needs, and there are no
alternative supply lines that can replace it (Meredith, 2022). Despite the fact that the European
Union has a unified foreign and security policy, these difficulties, according to the Maastricht
Treaty, remain. On the other hand, Europe has been trying to reduce its energy dependence
on Russia, especially when they are currently facing a conflict. The war has forced Europe to
overhaul its energy supply and use a strategy to cut EU demand for Russian gas by two-thirds
by the end of this year and completed by the end of 2022. In oil and natural gas, Europe plans
to stop imports from Russia in the next few years after stopping coal imports. This change was
motivated by Europe’s need to reduce the real risk of Russia using oil and gas exports as a po-
litical weapon. Russia immediately responded by cutting gas supplies to Poland and Bulgaria
to enforce payments for gas imports in Russian rubles. This was Russia’s attempt to retaliate

Future Human Image, Volume 19, 2023 9



The Impact of the Russia-Ukraine War on the Economy of the European Union
by Tsotne Chachanidze

against the European Union in connection with economic sanctions imposed on Russia by the
West (Darmayadi & Megits, 2023).

Europe’s dependence on Russian energy varies across EU member states. An oil embargo
like the one proposed by the European Commission should reduce Russian revenues. For gas,
however, the embargo is not a short-term option, and more targeted measures, such as a tariff,
should be considered. The scramble to reduce EU dependency on Russian energy and find
alternative suppliers will be costly and take time, requiring a faster transition to renewable
sources. In the short term, consumers and firms will need protection from higher energy bills
that do not undercut the efficacy of sanctions. Lumpsum transfers to low-income EU house-
holds are preferable to energy subsidies and can be financed through deficit spending. But
policymakers need to be nimble as conditions change (Blanchard & Pisani-Ferry, 2022).

The EU member states have shown unprecedented unity in their sanctions policy toward
Russia. The decline in economic relations has already been huge. Because of the sanctions,
Germany, Russia’s most important trading partner in the EU, recorded a 34% drop in exports
to Russia in the first half of 2022 compared with the same period in the previous year. Russia
thus slipped from fourteenth to twenty-fifth place in terms of destinations for German exports
in that period. After years of conflict among EU member states over the completion of the
Nord Stream 2 gas pipeline from Russia to Germany under the Baltic Sea, the war in Ukraine
led German decision-makers to abruptly suspend their approval of the project. EU member
states like Germany, which are heavily dependent on Russian gas, are developing alternative
energy sources in the Middle East, Norway, and the United States, mainly for the supply of
liquefied natural gas (Meister, 2022).

Conclusion

In terms of humanitarian consequences, the impacts of this crisis are likely to be devastat-
ing in the short term, as most purchases made by Europe, whether by the state or by businesses,
are paid for in dollars. Oil, raw materials, agricultural output, and electronic manufacturing
are all facing price increases as the euro declines against the dollar. As a result, businesses
are losing money, inflation is growing, gas prices are rising, and people’s purchasing power
is decreasing. This will result in a slowdown in consumption, first in entertainment, clothing,
and household equipment, and then increasingly in necessities, such as fuel, heating, food, and
health care, and this will result in negative risks, such as lower revenue. Europe is witnessing
not simply a lack of “harmony and solidarity” in finding shared responses to crises, but also
a jumble of domestic economic decisions and policies. These pressure points show how the
conflict and Russia, which is steadily choking off natural gas, have triggered an energy crisis
in Europe and increased the danger of the economy going back into recession, just as it was
recovering from the COVID-19 pandemic. While Europe struggles, Russia has managed to
stabilize the rubble, stock market, and inflation through widespread government involvement.
As Western clients recede, Russian oil is finding additional buyers in Asia, although at lower
prices. It is impossible to form an opinion about the extent to which the European Union can
maintain its cohesion in the face of these influences without closely monitoring the patterns
of the European Union’s response and interaction with them, responses that enhance its re-
silience. In fact, two patterns of response to the Union in the face of these influences can be
observed, and while they appear to be fundamentally contradictory, they together reveal the
complexity of the current regional reality, as well as the fact that unified action in certain ar-
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eas does not eliminate the existence of fundamental differences in the level of priorities. To
summarize, the continuation of the war will drain the European economy and inflict losses and
burdens on it, including support for Ukraine’s reconstruction, because Europe bears a moral
responsibility as its political supporter, and this effect will extend to Russia as well, implying
that the war will be detrimental to all parties.
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