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Abstract

The Russia-Ukraine war, which began in February 2022, has significantly impacted the global economic landscape, with
profound effects on the United States economy. This paper provides a comprehensive analysis of these impacts [3]. The
study highlights how the conflict has disrupted supply chains, escalated inflation, and influenced U.S. monetary and
fiscal policies. Key findings indicate that higher energy and food prices have accelerated inflation, leading the Federal
Reserve to increase interest rates and implement quantitative tightening measures [12]. Concurrently, the U.S.
government has responded with substantial fiscal measures, including increased defence spending, energy sector
support, and economic aid packages [17]. The paper also discusses the broader implications of the war on global trade,
supply chains, and geopolitical alliances. By examining the interplay between these factors, the study provides insights
into the policy measures needed to mitigate the adverse effects of the conflict and enhance economic resilience. The
findings underscore the importance of adaptive strategies and international cooperation in navigating the complex
economic challenges posed by the Russia-Ukraine war.
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1. Introduction

1.1. Economy and Trade of the USA

The United States boasts the largest economy in the world, known for its diverse industrial base, advanced technological
sector, and significant influence on global financial markets. As of 2024, it is the largest economy by GDP and the second
largest by purchasing power parity (PPP) (compares economic growth and standards of living in different countries),
behind China [13]. The U.S. accounted for 26% of the global economy in nominal terms in 2023, and about 15.5% in PPP
terms [14]. The U.S. dollar is the most used currency in international transactions and serves as the world's reserve
currency, backed by a large U.S. treasuries market, its role as the reference standard for the petrodollar system, and its
linked Eurodollar.

With a Gross Domestic Product (GDP) exceeding $25 trillion, the U.S. economy is characterized by its robust consumer
market, innovative industries, and substantial international trade volume [29]. Major sectors include technology,
finance, healthcare, and manufacturing, each contributing significantly to economic growth and stability. International
trade is a cornerstone of the U.S. economy, with the nation engaging in substantial imports and exports across various
goods and services. In 2021, the total value of U.S [31]. trade in goods and services reached approximately $5.6 trillion,
underscoring its integral role in global commerce. The U.S. also has the world's largest gold reserve, with over 8,000
tons of gold, and spends around 3.46% of GDP on cutting-edge research and development across various sectors of the
economy [26].
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1.2. Exports and Imports

The U.S. exports a wide range of products, from advanced machinery and aircraft to agricultural goods and digital
services. Conversely, it imports essential raw materials, consumer goods, and electronics, maintaining complex and vital
supply chains with countries worldwide. Key trading partners include Canada, Mexico, China, the European Union, and
Japan [18]. The U.S. is the world's fourth largest high-technology exporter.

1.3. Investment and Financial Markets

The New York Stock Exchange and Nasdaq are the world's largest stock exchanges by market capitalization and trade
volume [28]. The U.S. financial markets are among the largest and most sophisticated in the world, encompassing stock
exchanges, bond markets, and commodity exchanges. The country attracts significant foreign direct investment (FDI)
due to its stable economic environment, innovation-driven industries, and strong legal protections for investors.

1.4. Aim of the Paper

This paper aims to provide a comprehensive analysis of the economic impacts of the Russia-Ukraine war on the United
States. Drawing on data from authoritative sources such as the U.S. Bureau of Economic Analysis and the Federal
Reserve, this study explores the interplay between macroeconomic policies and microeconomic realities. It seeks to
illuminate the broader implications of the Russia-Ukraine war for the U.S. economy and offer insights into the policy
measures taken to mitigate these effects.

2. Impact of the Russia-Ukraine War

The Russia-Ukraine conflict, which escalated into full-scale war in February 2022, has significantly disrupted the global
economic landscape [22]. The war has triggered substantial geopolitical and economic ramifications, impacting
international trade, energy markets, and financial stability [31]. As a major player in the global economy, the United
States has experienced these disruptions acutely, influencing both its macroeconomic policies and microeconomic
realities.

2.1. Macroeconomic Impacts

2.1.1. Inflation and Interest Rates

Higher energy and food prices and supply chain congestions have increased inflation, forcing the Federal Reserve to
accelerate interest rate hikes. Prices rose 6.1% in the 12 months ending in January 2023, according to the personal
consumption expenditures (PCE) price index. Due to an average GDP growth of 5.7% in 2021, the growth in 2022 was
predicted to decrease to 2.8% in 2023 and 2.3% in 2024.
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Figure 2 Real GDP: Percent Change from Preceding Quarter (Q2 2020 - Q1 2024)

2.1.2. Trade and Supply Chain Disruptions

The war has disrupted global supply chains (worldwide system a business uses to produce products or services),
particularly in commodities and manufacturing [26]. This disruption has affected U.S. businesses reliant on imports or
exports to and from Europe and other affected regions

2.1.3. Geopolitical and Security Concerns

Historically, periods of elevated geopolitical risks have been associated with sizable negative effects on global economic
activity [28]. Wars destroy human and physical capital, shift resources to less efficient uses, divert international trade
and capital flows, and disrupt global supply chains. Additionally, changing perceptions about the range of outcomes of
adverse geopolitical events may further weigh on economic activity by delaying firms' investment and hiring, eroding
consumer confidence, and tightening financial conditions.
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Figure 3 Geopolitical Risk Index

2.2. Microeconomic Impacts

2.2.1. Consumer Prices

Higher energy costs have contributed to inflationary pressures in the U.S. economy. Inflation rates have been above
historical averages, with consumer prices rising approximately 7-8% annually as of early 2023 [25]. This inflation has
affected various sectors, including food, transportation, and housing.

2.3. Energy Sector

0il and natural gas prices have been significantly impacted. The conflict led to increased oil prices due to supply
concerns and geopolitical tensions. As of early 2023, Brent crude traded around $90-$100 per barrel [3]. Europe heavily
relies on Russian natural gas supplies, which has indirectly affected U.S. natural gas prices due to global market
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interdependencies [28]. Prices for natural gas futures in the U.S. have also seen increases, impacting domestic energy
costs.
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Figure 4 Retail price of regular gasoline in the United States from 1996 to 2023(in U.S. dollars per gallon)

2.3.1. Stock Market Fluctuations

The conflict and unprecedented sanctions imposed on Russia have caused sharp fluctuations in financial markets [30].
Stocks have been steadily declining throughout the year, spreading to different countries and affecting the global
financial sector. [4]

3. Monetary and Fiscal Policies

3.1. Monetary Policies

3.1.1. Interest Rate Adjustments

The Federal Reserve raised interest rates by 0.25% to 0.5% to combat rising inflation, which was exacerbated by the
war's impact on global energy and commodity prices [21]. This tightening of monetary policy aimed to curb inflationary
pressures but also had the potential to slow down economic growth [30].

3.1.2. Quantitative Tightening

The Fed (The Federal System) reduced its balance of Treasury securities and mortgage-backed securities by $20 billion
per month [22]. This process, known as quantitative tightening, is done to decrease the money supply and further
control inflation.

3.1.3. Inflation Targeting

The Fed maintained a clear focus on its inflation target, emphasizing the need to bring inflation back to the 2% goal [23].
This involved close monitoring of inflation indicators and adjusting policies accordingly.

3.1.4. Communication and Forward Guidance

The Fed used forward guidance to manage market expectations, providing clear communication about future policy
directions to ensure that financial markets and the public were well-informed about its plans. [17]
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3.2. Fiscal Policies

3.2.1. Energy Sector Support

The U.S. government allocated $10 billion in grants and tax incentives to support domestic oil and gas production,

aiming to stabilize energy prices and reduce reliance on imports. [23]

3.2.2. Defence Spending

The U.S. has increased defence spending and military support to NATO allies in response to the conflict. This additional
spending has implications for the federal budget and fiscal policy [4][25]. The US has sent more than $44 billion in
security assistance to the Ukrainian government since February 24, 2022, primarily through presidential drawdowns
and the Ukraine Security Assistance Initiative (USAI) [25][27]. Security assistance comes in the form of equipment and

weaponry.
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Figure 5 U.S. Security Assistance to Ukraine (April 2022 - January 2024)

3.2.3. Economic Aid and Humanitarian Assistance

;J(.}S‘;sDepar.ment of Defense budget for FY

i
P s

;g;;;eaz payment on federal debt for FY

State of Virginia budget for FY 2023

Ukraine aid bill for FY 2024 - $618

Ukraine aid bills for FY 2023 - $608

Ukraine aid bills for FY 2022 . $548

NASA budget for FY 2023 l $308

Ukraine's military budget in 2021 | $68

Sources: LS. Department of Defiense; 1S, Treasury Department; Vigginia Legislative Tnformation System; Congressional Budzet Egg:.g;""’
SAspercing eov. RELATIONS

Figure 6 How the Ukraine Aid Bills Compare to Other U.S. Spending

The US Agency for International Development (USAID) has provided more than $23 billion in humanitarian and
economic assistance to Ukraine since July 2023 [26]. It's spent $2.8 billion specifically on humanitarian aid, including
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nearly $2 billion to support displaced Ukrainians in neighbouring countries [27]. It’s also has spent over $20 billion on
economic aid, strengthening Ukrainian industries, job creation, and exports. The country’s economy contracted by an
estimated 31% in 2022 after Russia’s invasion, resulting in significant unemployment and trade challenges, among
other issues [30]. USAID has also given additional economic assistance towards paying salaries for civil servants such
as educators, healthcare workers, and first responders, among other initiatives [32].

3.2.4. Supply Chain Resilience

Policies were introduced to enhance supply chain resilience, including investments in critical infrastructure and
incentives for domestic manufacturing to reduce reliance on international supply chains disrupted by the war [27]. $15
billion was allocated for infrastructure investments and incentives [28].

3.2.5. Inflation Relief Measures

The government introduced a $30 billion package of tax cuts and direct payments to lower-income households, aimed
at mitigating the impact of rising prices on consumer purchasing power [29].

3.2.6. Economic Stimulus

A $100 billion economic stimulus package was passed to fund infrastructure projects, job creation initiatives, and small
business support programs, stimulating economic growth and recovery. [29]

3.3. Combined Impact

The combination of these monetary and fiscal policies aimed to stabilize the U.S. economy, control inflation, and address
the various challenges posed by the Russia-Ukraine war. While the Federal Reserve's monetary tightening sought to
manage inflation, the government's fiscal measures provided targeted support to mitigate the war's adverse effects on
energy prices, supply chains, and economic stability [26]. The overall strategy involved a delicate balance between
controlling inflation and sustaining economic growth amidst a complex and evolving global economic landscape [29].

4. Global Outlook

Global growth projections have eroded since the beginning of the war. Forecasts have fallen by 1.0 percentage points
for 2022 and by 0.4 percentage points for 2023 since February 18, just before Russia’s recognition of two independent
republics inside Ukraine that preceded the start of the war [30]. Over the same period, global CPI inflation forecasts also
jumped about 2.3 percentage points for 2022 and 0.9 percentage points for 2023. [31]
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Figure 7 Global CPI Graph
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Global growth projections have fallen below the 3.6% pre-pandemic (2010-19) average, with global inflation exceeding
the pre-pandemic (2010-19) average of 3.1%. The deterioration of the global outlook beyond 2022, although still
modest, is consistent with a growing recognition that the scarring effects of the war could be longer-lasting. [31]

2022-23 Outlook: Global Growth Weakens, Inflation Worsens After Russia Invades Ukraine
Percent
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8 4 7.7

mFeb. 18, 2022
7 4

mMay 6, 2022

NOTES: Aggregates are generated using time-varying weights taken from the Database of Global Economic Indicators
methodology. Emerging and world aggregates exclude Venezuela, Costa Rica and Nigeria due to data limitations and in 2023
India due to lack of data. Prewar forecasts were collected on Feb. 18, 2022, the last business day before the Russian
goverment's recognition of independent states in Ukrainian territory, Feb. 21, 2022. GDP is gross domestic product; CPl is
Consumer Price Index.

SOURCES: Consensus Economics; authors' calculations.
Federal Reserve Bank of Dallas

Figure 8 2022-23 Global Economic Outlook: Impact of Russia-Ukraine War.

5. Global Economic Interdependencies

5.1. Impact on Global Supply Chains

The Russia-Ukraine war caused significant disruptions to global supply chains, particularly in industries reliant on
Ukrainian exports such as grains and metals [18]. Companies worldwide faced supply shortages and increased costs
due to supply chain disruptions [32].

5.2. Alliances and Economic Partnerships

The geopolitical fallout from the war led to shifts in alliances and partnerships. Countries and regions reassessed their
geopolitical strategies, potentially forming new alliances or strengthening existing ones to enhance economic and
security cooperation [19]. In response to geopolitical changes and economic disruptions, countries explored new trade
agreements and economic partnerships. These agreements aimed to promote economic stability, diversify trade routes,
and mitigate the impact of supply chain vulnerabilities [32].

6. Conclusion

The Russia-Ukraine war significantly impacted the U.S. economy, driving inflation, disrupting supply chains, and
influencing both monetary and fiscal policies [31]. The Federal Reserve's aggressive interest rate hikes and quantitative
tightening aimed to control the inflation spurred by rising energy and food prices, while government fiscal measures
targeted energy sector support, defence spending, and economic aid. These combined efforts illustrated the delicate
balance between curbing inflation and maintaining economic growth [30]. The conflict also highlighted the
vulnerabilities of global supply chains and the importance of strategic economic resilience and international
cooperation. Ultimately, navigating the economic challenges posed by the Russia-Ukraine war required adaptive
policies and robust frameworks to ensure long-term stability amidst ongoing global uncertainties.
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