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Geopolitical tensions in Eastern Europe deepen 

Investment markets endured further volatility on Thursday morning, following the escalation of the 

geopolitical crisis between Russia and Ukraine. At this stage there are many uncertainties about 

how events will play out and we are monitoring the evolving situation very closely. 

Markets have responded to heightened geopolitical risk in a typical risk-off pattern. Asian and US 

stocks are down around -2% and European stocks -4% (prices as at Thursday lunchtime). The 

biggest falls are in Eastern European (Figure 1) and cyclical stocks, like European banks and 

autos1.  

Meanwhile, global bonds, the US dollar, and gold have all rallied, while crypto assets have fallen 

and credit spreads have widened. Energy prices have been notably stronger, with oil rising to 

$105 per barrel, and natural gas prices spiking (Figure 2). 

 

Figure 1: Equity and gold prices 

  

  
Past performance is not a reliable indication of future returns.  
1 Source: Bloomberg as at 24.02.2022. Source for charts: Macrobond, Bloomberg and HSBC Asset Management, February 2022 

How could the latest events affect the economy? 

Recent events are likely to mean the stagflation tone to data, with higher-for-longer inflation and 

slower growth, extends further into this year. The main channels through which the global 

economy will be affected are: 

1. Higher energy prices. The Brent oil price has now risen by c. USD 15/barrel during 

February (Figure 2). Typically, economic models suggest a USD 10/barrel increase in 

the oil price adds around 0.4-0.5pp to year-on-year inflation in major economies while 

reducing global growth by 0.1-0.2pp. Europe, in particular, will face an additional 

challenge from the c.50% jump in natural gas prices in recent days. 

2. Confidence channel. The negative news flow and fall in risk asset prices could 

undermine household and business confidence, leading to a more negative impact on 

growth than suggested solely by energy price increases. However, the size of the 

impact is uncertain. 

The economic impact is likely to be uneven across economies. Europe is likely to be more 

heavily impacted than the US or Asia, reflecting the sharper rise in European gas prices and the 

likelihood of greater confidence effects given its proximity to the Ukraine and Russia.  

Weaker exports to Russia and Ukraine are also likely to be an issue for some Central and Eastern 

European economies. Higher food prices are likely to have bigger economic impacts in the 

MENAT region. As always, there will be relative winners and losers from higher energy prices with 

net energy importers suffering the most. 

While, at this point, the rise in energy prices does not signal a further sustained increase in 

inflation over the next 12 months from current elevated levels, it does mean inflation is likely to 

decline more slowly than previously hoped, complicating the policy decisions for major central 

banks.  
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On balance, policymakers are likely to try and look through the more extended period of high 

inflation, given the potential negative impact on growth. In this scenario, policy accommodation 

would be removed somewhat more slowly than previously indicated, provided higher-for longer 

inflation did not push up wages or dislodge longer-run inflation expectations.  

  
Figure 2: Oil & gas prices; eurozone headline inflation 

  

  
Past performance is not a reliable indication of future returns. Source: Macrobond, Bloomberg and HSBC Asset 

Management, February 2022. 2 European Harmonised Index of Consumer Prices. 

 

Investment implications 

Recent market developments reflect a rise in the geopolitical risk premium. And while 

geopolitical tensions remain high, risky asset classes are set to remain on the back foot. However, 

the situation is evolving rapidly and we need to closely monitor developments. 

Our working assumption has been that the current “stagflation tone” to the economic data (high 

inflation expectations combined with growth and profits downgrades) would give way to more 

benign news on growth and inflation during Q2. However, the recent developments, especially the 

negative shock they provide to growth expectations and investor psychology, as well as the spike 

in commodity prices, mean that we need to re-evaluate our scenario. 

We still expect inflation pressures to dissipate over the course of the year, and global growth 

expectations to stabilise. But this now looks likely to be a story for late 2022, rather than earlier – 

given higher-than-expected energy prices. Meanwhile, end-of-year inflation rates could still be 

above 4% in the main economies, higher than we previously anticipated. And there remain many 

uncertainties around this scenario. 

For now, investment markets are stuck in a regime of “inverse Goldilocks”, while the stagflation 

tone to economic data continues. Policy flexibility from the US Federal Reserve and the European 

Central Bank may be needed to counter rising market risk aversion. But much depends on how 

geopolitical events pan out. 

We continue to run investment portfolios in a conservative and defensive fashion. The 

current investment environment is unusually uncertain, however the medium-term return available 

on many safety assets remains very low. Market valuations are relatively favourable in parts of 

emerging markets like Asia and LatAm, as well as in parts of developed market equities. That 

should mean that these assets can act as defensive allocations, despite the elevated geopolitical 

risk. We are monitoring the ongoing situation closely.  
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