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Economic and Market Update — FOCUS ON RUSSIA/UKRAINE CONFLICT (02/28/2022)

Latest Developments and Economics

Timeline of the Ukraine crisis

November 2013 -
February 2014
Euromaidan: Large,
mainly peaceful, public
protests push for closer
Ukrainian ties to the
West.

February - March 2014
Russia annexes
Ukraine's Crimean
peninsula.

June - August 2014
The Ukrainian army
pushes back separa-
tists in the regions of
Donetsk and Luhansk.

February 2015

A new ceasefire is
reached, though fra-
gile and sporadically
violated by all sides, it
largely holds until
today.

September 2020
Ukrainian President
Volodymyr Zelenskyy
confirms NATO mem
bership as a strategic
national goal.

June 2021

A US-Russia meeting
in Geneva fails to
bring the Ukraine
crisis to an end.

December 2021
Russia increases the
number of troops
near the Ukrainian
border to some
100,000.

February 2, 2022
The US sends additio-
nal troops to eastern
European NATO
members.

February 21, 2022
Russia recognizes
the independence
of separatist regions
Donetsk and
Luhansk in eastern
Ukraine. Moscow
orders its troops to
enter the breaka-
way regions.
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February 2014

Violent crackdown on
Euromaidan protesters.
Ukrainian President
Yanukovych flees to
Russia. Change of power
in Kyiwv.

March - May 2014
Pro-Russian separatists
in eastern Ukraine call
for the creation of
self-proclaimed "people's
republics" in

Donetsk and Luhansk.

September 2014

A ceasefire is negotia-
ted in the Belarusian ca-
pital of Minsk. It holds
only for a few days.

June 2017

The Ukrainian parlia-
ment votes for the goal
of joining NATO.

March - April 2021

The Kremlin sends Rus-
sian troops near the
border to Ukraine.

December 2021

Russia demands securi-
ty guarantees, including
NATO denying mem-
bership to Ukraine.

- January - February
2022

Several meetings be-
tween top Western and
Russian diplomats fail
to ease tensions over
the Ukraine crisis.

February 10, 2022
Russia and Belarus hold
joint maneuvers near
the Ukrainian border.

February 24, 2022
Russia attacks Ukraine.
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Despite the backdrop of a slowing U.S. economy, continually increasing
inflation and a period of rising interest rates the markets have been
focused squarely on the headlines coming from the unprovoked Russian
invasion of the sovereign nation of Ukraine. The priority of attention
first is to the terrible consequences for the country and its people and
the world seems unified in support of their cause. While that remains
paramount our job is to also pay attention to the economic and market
consequences from this action. Global markets have increased in
volatility over the last week — in what was already a volatile start to 2022.

To summarize where we are currently, Western nations, particularly the
U.S., had first called out the massive troop movement by Russia along the
Ukraine border and concern for an imminent invasion, but the scale of
the operation was uncertain. The Biden administration also laid out the
possible narratives which would give Russia seeming justification for an
invasion. Diplomacy was not able to defuse the situation, and after the
Olympics, the invasion started with the explanation that the Ukraine
government was committing genocide against the Russian culture and
people in the Eastern provinces of the Ukraine. A first round of sanctions
began with some allies not fully on board. Russian security concerns
scaled up the incursion into a full-scale invasion of the country with the
intent on installing a government friendly to Moscow. There have been
about 14 eastern European countries that have joined NATO since the fall
of the Soviet Union in 1990 — many with strong former Soviet ties. There
are an additional 3 countries with aspirations of NATO membership

currently —including
Ukraine. The country
is not only important

to Russia as a buffer country, but Ukraine is considered the
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$630 billion — comprised of gold and foreign currency. While the Nord Ukraine and Russia:
Comparison of military strength
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personal assets of Putin and his oligarchs may have a more direct impact.

Despite being massively outmanned and outgunned, the people of the -La

Ukraine have resisted their invaders bravely. Attacks have been increasingly -
indiscriminate, but the Russians hold little territory in the country and no . 50122
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Geopolitical events are difficult to predict, and the near-term future can take several different courses. We can,
however, forecast the economic impact of the invasion and subsequent sanctions. While the action adds to
economic uncertainty in general, the direct impact of this action on the U.S. economy is very limited. Russia
accounts for only 1.0% of U.S. imports and less than 0.5% of U.S. exports. Europe, on the other hand, will feel the
effect much harder as they trade substantially more with Russia — especially energy.

Oil to Triple Digits? The first economic impact would be to
$100 & $125 December 2022 Brent call options open interesthéi);: commodities. The sanctions will create a supply
i i e ron shock as Russia produces about 10% of oil
:ZZZ: consumed around the world making it the third
- 0000 largest global producer. Russia also accounts for
_A_g__s;_,_,—:"— S N — ™ about 33% of Europe’s natural gas supply. With
Source: Bloomberg Wzm E—— o E— the world returning to normal after COVID the
demand for oil was already increasing. Once the
sanctions were announced Brent crude oil
surpassed $100/barrel for the first time since
2014 and natural gas prices have risen 6.5%. A
deal with Iran for oil supply would help alleviate
the energy situation. The attacks in Ukraine
could cause a disruption to farming, in a country that is a major grain producer. In addition, Russia and Ukraine
are major suppliers of Potash, Uranium, Palladium and Titanium. This increase in commodity costs is likely to
worsen the inflation picture globally. Finally, the supply bottlenecks that have been in place since COVID may
take longer to recover.




Second, the conflict could result in a further slowing of global growth. If the sanctions linger it could get to the
point where the increase and duration of inflation will cause consumers to spend less and cause a drag economic
growth. The U.S. is not as vulnerable given the expected continued recovery post-Omicron COVID restrictions
though political global unrest does have a negative effect on confidence. There is also still an excess of open
jobs to be filled (almost 11 million) in the United States. Europe is far more vulnerable given its reliance on the
food and energy supply from Russia and Ukraine. The specter of stagflation may not be out of the question in
Europe should the sanctions continue for a long period. Moreover, Europe will also carry most of the burden of
initial care of the refugees emanating from Ukraine. At this point there is not an expectation that this conflict
widens to include more European countries.

Third, this will cause a reassessment of current plans by central banks. The U.S. Federal Reserve was turning their
attention to addressing significant inflation, but this may cause a slightly different path. When the Fed meets in
the middle of March an increase in interest rates is expected. There was some thought that is may be as much as
0.50% as a larger move would send a stronger signal about the Fed’s seriousness in bringing down inflation.
While geopolitical events have caused the Fed to delay rate increases or even ease rates in the past, inflation is
more urgent this time. The base case is that the Fed continues plans to increase rates in March but only 0.25%.

Of course, this is developing situation and the hope is that it comes to a peaceful resolution soon rather than
escalating into something broader or longer (especially for the people affected in Ukraine).

Financial Markets

U.S. 10 Year Treasury (US.10:Tradeweb)
The fixed income markets had quickly moved to a ‘risk

off’ situation due to the developments in Ukraine. The 1.97% aom0oms
10-year U.S. treasury yield fell back to 1.927% after
climbing recently to as high as 2.045% based on Fed
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begin to address inflation as well but the war much
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despite the crisis likely contributing to further inflation. tCNBC
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8.00% so far in 2022 reflecting the impact of inflation and a

rising rate environment. It is mainly driven by a rerating of

multiples since company earnings are still expected to rise by =~ 27-99 e

2% in 2022. The Russia/Ukraine conflict adds more
uncertainty to the mix. This is reflected in the elevated VIX |
(fear gage). The VIX spiked at 36 on Tuesday morning - LA A ‘
(anything above 20 is generally considered a stressed market) h

before falling back to 27.59 by Friday 2/25.

CBOE Volatility Index (.VIX:Exchange)
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Geopolitical risks While the particulars of this
Fundamentals are more likely to determine medium term equity market returns geopolitical event have yet to be
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recovery. For selected specific past
O Cazenove events you can see that in all but
three of the twelve events the
market had fully recovered the losses and was up an average of 5.5% in six months and 8.6% after twelve
months. History doesn’t always repeat but the significant events on the list were much larger in impact.

In the short-term recession risks in the near term seem limited. In addition to the progress on settling the conflict
the key macroeconomic variables we will be keeping an eye on include: The price of oil and impact on inflation;
Federal Reserve action and comments in mid-March and the behavior of the consumer and spending activity.

Should you have any questions please contact us.
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