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Over the last week, I’ve been writing this Sight|Lines on the situation in Ukraine, and each time I’ve begun a draft,
the situation has changed dramatically. It’s now Thursday as I write this, and overnight Russia invaded Ukraine,
with markets initially selling off, but recovering later in the day. We are in a period of increased uncertainty with a
wider range of potential outcomes. Investors are grappling with questions that will fuel volatility until the situation
becomes clearer. How long will the conflict last? Will Ukrainians and the West fight back? If so, how will Putin
retaliate? What will be the economic impact? Will the Federal Reserve (Fed) change monetary policy?
In this week’s Sight|Lines, we share some thoughts and initial analysis of the implications of Russia’s invasion of
Ukraine.
Russia Invades Ukraine…and the West Responds
Following the breakup of the Soviet Union, Ukraine has oscillated between the influences of Russia and the West.
A turning point was Russia’s 2014 annexation of the Crimean Peninsula, which sparked a rise in public support
among Ukrainians for Western alliances such as NATO and the European Union. Russia’s President Vladimir Putin
has justified this week’s invasion by saying that the U.S. and its allies crossed its “red line” by expanding the
NATO alliance. The Ukrainian government has declared martial law and called for international support, including
harsher sanctions. The U.S. and EU have already imposed some sanctions, but thus far they’ve been limited in
scope and economic impact. European allies and President Biden today promised more “severe sanctions,” which
will likely deal a larger blow to the Russian economy.
Russia’s Role and Impact in the Global Economy
Russia’s presence in the global economy is somewhat muted. Its GDP totals $1.7 trillion (2021 estimate),
representing about 3% of global GDP. Its economy is highly dependent on the export of commodities. It is the
world’s third-largest producer of oil, the second-largest producer of natural gas, and the largest exporter of wheat.
The conflict has the potential to impact Europe the most out of any region given its proximity to and trade
relations with Russia. The impact would be primarly through higher commodity prices, but consumer confidence,
business investment, and financial conditions may also be affected.
Russia is Europe’s most important provider of oil and gas. Typically, about 25% of the EU’s oil imports and 40% of
its gas imports are from Russia. Conversely, the EU is the largest destination for Russian goods, with close to 40%
of exports going to the EU. This is a double-edged sword as Russia’s economy depends to a good degree on

Europe, and in turn Europe depends on Russia’s oil and gas. Taken together, the potential impact depends on the
intensity of the conflict and the degree to which supplies are restricted.
The U.S. has limited direct exposure to Russia, so any economic impact is expected to be less pronounced. Russia
and Ukraine combine for well under 1% of U.S. imports and exports. Revenue exposure of companies in the S&P
500 is about 1%. As with the EU, the conflict may impact the U.S. through higher oil prices, tightening financial
conditions, and weakening confidence. The U.S. imports about 7% of its oil from Russia. A sustained rise in energy
prices would push inflation higher and potentially weigh on GDP growth, but the U.S. may release oil from the
Strategic Petroleum Reserve to stem the rise in prices. Overall, we expect the impact on U.S. GDP growth and
inflation to be limited.
Fed Policy
Historically, the Fed has opted to delay major policy decisions during times of geopolitical uncertainty, but given
elevated inflation, traders are pricing in a 0.25% hike in March and six rate hikes for 2022. Of course, rate hikes
are designed to slow demand to help reign in inflation, but doing so in a period of geopolitical uncertainty may be
problematic. A big risk to the markets is a scenario where sustained higher prices slow consumer spending,
financial conditions tighten through market volatility and Fed policy, and businesses postpone investment. This
would lead to a slowdown in economic growth and could adversely affect corporate profits.
Our Outlook
Through the volatility of 2022, we’ve maintain a modestly positive view looking forward, holding the view that
economic growth will continue as we are still in the first half of this economic cycle. The Russian invasion and
related uncertainty has added risk to the situation, but at this point we remain positive in the medium-to-longer
term. Despite these challenges, we see earnings and economic growth continuing in 2022 as COVID restrictions
ease, supply chain issues resolve, and consumer spending remains strong. We see this next stage of the market
cycle is usually driven by the quality of earnings rather than multiple expansion. So, we are focusing further on
quality in our portfolios.
We do expect volatility to continue given gepolitical risks, pandemic uncertainty, and the unknowns of the
upcoming midterms. The Fed is looking to tighten just enough to rein in inflation, and if the situation with Russia
settles down, we expect the S&P 500 ending the year higher from here as valuations have been already reset.
Conclusion
The Ukraine situation is changing rapidly, and we’ll be focused on the West’s response to the Russian invasion,
adjusting our analysis and outlook accordingly. We invite you to join our client webinar on Monday, February 28,
2022 at 2:00 p.m. Eastern time. I will be joined by Brian Gardner, Stifel’s Chief Washington Policy Strategist, and
Lindsey Piegza Ph.D., Stifel’s Chief Economist, to discuss the situation and related implications.
Michael P. O’Keeffe, CFA
Chief Investment Officer
michael.okeeffe@stifel.com

The information contained herein has been prepared from sources believed to be reliable but is not guaranteed by us and is not a complete summary or
statement of all available data, nor is it considered an offer to buy or sell any securities referred to herein. Opinions expressed are subject to change without
notice and do not take into account the particular investment objectives, financial situation, or needs of individual investors. There is no guarantee that the
figures or opinions forecasted in this report will be realized or achieved. Employees of Stifel, Nicolaus & Company, Incorporated or its affiliates may, at times,
release written or oral commentary, technical analysis, or trading strategies that differ from the opinions expressed within. Past performance is no guarantee
of future results. Indices are unmanaged, do not reflect fees or expenses, and you cannot invest directly in an index.
Asset allocation and diversification do not ensure a profit and may not protect against loss. There are special considerations associated with international
investing, including the risk of currency fluctuations and political and economic events. Investing in emerging markets may involve greater risk and volatility
than investing in more developed countries. Due to their narrow focus, sector-based investments typically exhibit greater volatility. Small company stocks are
typically more volatile and carry additional risks, since smaller companies generally are not as well established as larger companies. Property values can fall
due to environmental, economic, or other reasons, and changes in interest rates can negatively impact the performance of real estate companies. When
investing in bonds, it is important to note that as interest rates rise, bond prices will fall. The Standard & Poor’s 500 index is a capitalization-weighted index
that is generally considered representative of the U.S. large capitalization market. The Dow Jones Industrial Average (DJIA) is a price-weighted average of 30
significant stocks traded on the New York Stock Exchange (NYSE) and the NASDAQ. The DJIA was invented by Charles Dow back in 1896. The MSCI EAFE
index (Europe, Australasia, and the Far East) is a free float-adjusted market capitalization index that is designed to measure the equity market performance
of developed markets, excluding the U.S. and Canada.
Stifel, Nicolaus & Company, Incorporated│Member SIPC & NYSE | www.stifel.com
0222.4371325.1

