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There is nothing worse for supply chains than an armed conflict. Since February 

25, 2022, in the wake of the Russian military offensive in Ukraine, commercial 

shipping out of Ukraine’s ports, along the northern edge of the Black Sea, is at a 

standstill. Earlier Russia reportedly suspended commercial shipping traffic along 

Ukraine’s eastern coast. Since the military situation is still unpredictable and 

potentially dangerous, ship owners are shying away from the Black Sea region, a 

major export hub for both nations.  

Last week container shipping giant AP Moller Maersk joined a growing list of 

logistics operators that have stopped accepting bookings to and from Ukraine until 

further notice. UPS and FedEx have also called off their inbound and outbound 

shipping services to both Ukraine and Russia. UPS hoped to restore services as 

soon as it was “safe to do so.” Maersk’s intercontinental rail (ICR) services carry 

time-sensitive shipments from ports in Northern Europe to terminals in St. 

Petersburg and Vostochniy (both in Russia) and onward to Korea and Japan. In the 

wake of sanctions, Maersk has temporarily suspended all ICR bookings between 

Europe and Asia.  

Citing high risks arising from the use of weapons and military equipment, Ukraine 

closed its airspace to civilian flights as did Moldova. Flying anywhere near 

Ukraine’s borders, including in Russia and Belarus, is fraught with high risks for civil 

flights at all altitudes, according to the European Union Aviation Safety Agency. In 

a retaliatory move, the 27-member European Union shut its airspace to Russian 

planes. Moscow has, meanwhile, responded with tit-for-tat restrictions on 

countries banning Russian flights. The result is that air freighters bound for Asia 

are now forced to fly longer routes over the Middle East instead of shorter 

stretches across Russian and Ukrainian airspace, thus increasing the cost of flying 

cargo. In the process, some air cargo routes have become commercially unviable. 

Even without a military conflict, automotive and handset makers have been facing 

a dramatic shortage of microchips. Businesses have been struggling to keep pace 

with rising demand for products, and the Ukraine conflict might just add to the 

pain of global chip shortage. About 90% of neon used in chip lithography, a critical 

step that involves printing circuit patterns on silicon chips using light, comes out 

of Russia. Iceblick, a 32-year-old Soviet-era company in Odessa, Ukraine, purifies a 

significant amount of neon and exports it worldwide! The chemical compound 

hexafluorocyclobutene (C4F6) used in advanced lithography processes is almost 

entirely sourced from Ukraine and Russia. Palladium has wide application in 

sectors as diverse as automotive, mobile handsets, and dental care.  

The armed conflict and the attendant supply-side disruption are causing energy 

prices to soar like never before. In mid-February, amidst speculation about a 

massive Russian military action against Ukraine, crude oil prices touched $95.56 a 

barrel. Demand in the oil sector was already outstripping supply as the global 

economy rebounded from the depths of its pandemic-induced slump. In fact, oil 

and petroleum exporting countries were falling short of their monthly production 

targets. Post February 24, 2022, crude prices surged to $$125.19 a barrel, the first 

time it has scaled that level since 2008!  

Pharma exports to Russia and Ukraine are currently exempt from sanctions. 

Nevertheless, Western and homegrown pharma companies anticipate logistics 

disruptions when it comes to sourcing equipment and components from outside 

Russia. 

 

 

The Russia-Ukraine 

conflict is driving 

supply chain 

disruptions, 

inflationary 

pressures, labor 

market constraints, 

and pressure on 

wages. 



Semiconductor   
 

Chip shortages to run deeper  

Globally, 2021 had been a tough year for auto makers and the electronics industry due to the Covid-induced 

semiconductor shortage. Earlier, chip fabricators had announced expansion plans to accelerate production to 

stabilize supply shortage, but the Russia-Ukraine conflict is likely to frustrate their efforts.  

Russia and Ukraine have significant control over global supplies of palladium (44%) and neon (70%) respectively, 

two key raw materials chip manufacturers desperately need. Fabrication plants are currently running at near 

full capacity and yet failing to meet the demand for chips from end-user industries. So, any shortage of raw 

materials will further reduce chip output and aggravate the demand-supply gap. 

Logistics constraints  

In December 2021, average lead time for semiconductors stood at 22.4 weeks, amidst growing demand from 

the electronics and automotive sector. These industries are currently battling a crippling chip shortage. End-

user industries are looking out for alternative sources of semiconductor raw materials. In the meantime, chip 

shortages could result in longer waits for vehicles, apart from price hikes. 

Sanctions 

Russia reportedly sources 70% of its chips from China. However, these are mostly legacy nodes not typically 

suited for use in missiles. Moreover, China is struggling to meet domestic chip demand. Taiwan's TSMC and UMC 

together held more than 60 % share, by revenue, of the global contract chip manufacturing market in 2021. 

Sanctions against Russia announced by chip-making countries, (such as Taiwan, US, Japan, and UK) might cut off 

semiconductor supplies to the country and potentially impact its data center and cloud industry. 

Expected price increase  

Shortage of raw materials may not have a significant impact on chip makers in the short-to-medium term. During 

this phase, semiconductor manufacturers will likely fall back on existing inventories and alternative suppliers, 

though managing the supply chain is going to grow more and more complex. If the conflict persists, prices can 

only go up, for sure. Since the start of the conflict, palladium prices have soared 64% to touch $2981/oz (March 

4, 2022). As for neon prices, previously in 2014, when Russia intervened in Crimea in Southern Ukraine, price of 

the rare gas shot up by at least 600%. 

 

 

Energy 

 

Prices hit all-time high  

Russia is the world’s No. 3 oil producer, meeting nearly a tenth of global demand for the fuel. The country pumps 

nearly half of all its oil exports to Europe. Other major buyers include China, South Korea, India, and Japan. 

Europe sources almost 40% of its vital natural gas supplies from Russia. Within Europe, Germany derives more 

than half of its natural gas requirements from Russia to power up its manufacturing sector and electricity 

production. Ukraine also sits on the second-biggest known gas reserves in entire Europe.  



Disruptions in gas supplies could severely curb German industry, which is going to negatively impact 

downstream manufacturers in other countries. In 2021, German domestic consumers shelled out 47% more for 

gas, 40% more for heating oil, and 18% more for electricity over the previous year.  

Logistics constraints 

Shelling by warships is reportedly continuing in and around Ukraine and many ship owners are refusing to send 

vessels into ports in the Black Sea from where most of Russia’s oil is shipped out. As a result, delivery times 

could get longer and, in any case, global petroleum supplies were exceptionally tight even before the conflict. 

As on March 7, 2022, Russia continues to pump gas into Europe through Ukraine. However, as fighting 

intensifies, there are fears in Europe that gas supplies might be cut off or reduced. By March 2023, Europe plans 

to tap non-Russia suppliers and alternative energy sources to reduce dependence on Russian gas, though only 

by a third. Unlike oil, natural gas is not easy to source from replacement markets.  

Sanctions  

Russia being a critical supplier of oil and natural gas, potential sanctions on these energy supplies might have a 

ripple effect on living standards and industrial activity, especially in Europe, as well as on global energy supply 

chains. By and large, oil of different grades and origins is interchangeable, so Russian crude could be substituted 

with oil from Norway or Saudi Arabia. In the short run, countries could offset shortages in Russian supplies by 

releasing barrels from their own reserves. A ban on oil is likely to hit Russian economy harder since the country 

earns at least three times more from oil exports compared to natural gas.  

Expected price increase  

On March 8, 2022, the US banned all imports of Russian oil, natural gas, and coal, while acknowledging that not 

all of its allies would be able to follow in its footsteps. UK, for instance, plans to phase out Russian oil imports 

only by end of 2022. Besides, other countries are still at liberty to import Russian crude oil and gas. For Russia, 

the crude oil it ships to the US represents 3% of total exports, and there is a fairly good chance that these 

supplies might now be diverted to China and India. Talks of banning Russian oil had already pushed up prices at 

US petrol pumps to $4.17 a gallon and, post the ban, American motorists might find themselves paying $5+ per 

gallon. To keep gasoline prices in check, the US needs to add 2.5 million barrels daily and the process of ramping 

up production could take months.  

Already, many energy traders, refiners, and shippers, wary of dealing with Moscow, have paused their energy 

purchases from Russia, lifting oil prices to $125.19 (March 8, 2022) a barrel, their highest levels since 2008. A 

total ban on Russian oil by all of Washington’s allies is technically doable though it might hurt Western 

economies as well. An oil embargo could cause oil prices to skyrocket to $200-300 a barrel, as per various 

estimates. In 2021, German domestic consumers shelled out 47% more for gas, 40% more for heating oil, and 

18% more for electricity over the previous year. Heating homes is certainly going to be more expensive for 

Western European nations dependent on Russia. 

 

 

Pharma 
 

Sanctions may hamper medical supplies 

Nearly four-fifths of Russia’s pharma imports come from Europe, mostly from Germany and France. As a result 

of the import substitution policy Russia set in motion in 2015, the country’s import dependency dropped to 50 

percent by 2019. Even so, Russia is hugely dependent on active pharmaceutical ingredients (APIs), the central 



ingredient in any drug, including from China and India. Outside the US and EU, a significant number of API 

manufacturing sites are in India and China, and they have enormous production capacity.  

Low operating costs, a centralized public healthcare system, and a sizable population make Russia a key host for 

clinical trials sponsored by international pharma giants. Despite the military escalation in Ukraine, global drug 

makers continue to operate plants and warehouses in Russia and provide access to medicines to patients in the 

local market as on March 7, 2022. Large pharma companies like AstraZeneca, Sanofi, Novartis, Servier, and Bayer 

have a strong presence in Russia. 

Logistics 

Shipments are stuck in ports. Large logistics players have suspended services to Russia, and this could hinder 

movement of medical supplies. Sending clinical samples to and from Russia has been disrupted after the US, 

Canada, and European countries banned Russian flights into their airspace, and Russia closed its airspace to 36 

nations. This has affected studies sponsored by international companies, though trials sponsored by Russian 

enterprises have not been impacted. Global pharma giants can run trials in local laboratories, but many of them 

are closely assessing the unfolding situation in Ukraine before committing to such plans.  

Sanctions  

While medicines and medical equipment fall outside the purview of the current round of sanctions, pharma 

executives are still worried because the exclusion of seven Russian banks from the SWIFT international 

payment system might potentially impact remittances from that country.  
 

Expected price increase  

Supposing the Russia-West standoff persists, clinical trials in Russia could face significant delays. Moving such 

research studies to other top destinations (e.g., Germany, UK, France) might prove more expensive. In countries 

like India, shortage of aluminum foils (packaging), chiefly imported from Russia and Ukraine, might force drug 

makers to revise drug prices or halt production in certain cases. As a result, essential drugs subject to price 

controls by the government may even become unavailable. 

 

 

What’s ahead  
 

More than 130 economies have at least one good or commodity import that is sourced, for the most part, from 

Russia, Ukraine, or neighbouring Belarus, according to a Bloomberg news analysis. At a granular level, sourcing 

from, say, a tier-2 supplier, who, in turn, procures goods or services from a contractor in the conflict zone is 

enough to weaken the supply chain and make it less predictable. A lot of businesses have been planning for such 

worse-case scenarios and hope to ride out the storm by falling back on “safety stocks” in their inventory. 

Businesses are also exploring alternative sources though this might call for long-term investments. In some 

cases, they have inked long-term contracts with large suppliers who are near monopolies in their space, so much 

so that it doesn’t make sense to diversify away from them. 
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About Infiniti’s Market Intelligence Services for Procurement Practitioners 

At Infiniti Research, we share your passion to drive sourcing excellence. We develop insights that help 

sourcing and procurement professionals get the right information in the right format, without any 

unnecessary frills. Our solution coverage extends across crucial processes of your sourcing strategy planning 

process, so you achieve more than mere monetary savings. Our services are aligned to the needs of your 

procurement organization and are aimed at helping you extract hidden values out of your sourcing teams, 

suppliers, contracts, and processes. Our researchers have extensive experience in delivering deep-dive 

custom research and consulting assignments for over 50 Fortune 500 companies and numerous small and 

medium-sized companies across several industry verticals. 

 


