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Geopolitical risks escalate  
 

The developments in 

Russia/Ukraine have made 

geopolitical risk a live event for 

investment markets, alongside 

March’s US Fed policy lift-off 

and ongoing China macro 

uncertainty 

 

 

Given the fluidity of the 

situation, there is significant 

uncertainty in terms of what 

could happen next 

 

 

 

 

 

Our views 
 

Recent geopolitical 

developments adversely 

affect the growth/inflation mix, 

and the “stagflation tone” to 

economic data is likely to 

remain with us into Q2, amid 

higher commodity prices 

 

From mid-Q2, we expect the 

growth/inflation backdrop to 

improve, allowing risky asset 

classes to perform 

 
 
 
 
 
 
 

What’s happened and what comes next? 

On Monday, Russia’s President Putin declared two rebel-held provinces in eastern Ukraine – 

Donetsk (DNR) and Luhansk (LNR) – as independent states. He has since ordered Russian 

troops into these regions. Following President Putin's announcement, US President Biden 

issued an Executive Order, prohibiting new investment, trade and financing in DNR and LNR. 

Other countries, including the EU and the UK, have condemned President Putin's action. Given 

the fluidity of the situation, there are many questions and uncertainties in terms of what could 

happen next. We need to monitor the situation closely for further developments. 

What is the economic impact? 

Since Monday, the oil price has risen by USD 3-4 (3-4%) a barrel while the European natural 

gas price jumped by c. EUR 8-9 (12%).  Typically, a USD 10/barrel increase in the oil price adds 

around 0.4-0.5pp to year-on-year inflation in major economies. So the oil price rise seen on 

news of the incursion will have a limited impact on inflation. However, food prices are an 

additional area of concern, given Ukraine accounts for c. 7% of global wheat supply while 

Russia accounts for c. 17%. With food price inflation already running at high rates for many 

countries, we believe at this stage, the impact on overall inflation is likely to be limited. 

Figure 1: Oil and gas prices, Eurozone inflation energy driven 

  

  
Source: Macrobond, Bloomberg and HSBC Asset Management, February 2022 

The impact on economic growth is also likely to be negative, but relatively limited. Our economic 

model suggests a USD 10/barrel increase in the oil price would only reduce global growth by 

0.1-0.2pp. Confidence effects will also matter for the growth outlook. And the growth impact will 

also vary across countries; energy and commodity importers will suffer more than average. 

Investment implications 

The immediate market reaction to the Russia/Ukraine developments was “risk-off”: Treasuries 

and gold rallied while stocks, credits and crypto assets sold-off. However, markets have 

subsequently rallied back, with European stocks flat, US Treasury yields moving higher, credit 

spreads narrowing, and gold prices off their peaks (as at 22/2).  

We face a number of “event risks” during Q1 2022 (Fed policy lift-off in March, China macro 

uncertainty, and geopolitical risks) which could keep market volatility elevated, dampen overall 

investment returns, and put risk asset classes on the back foot. 

However, the “stagflation tone” of rising inflation and falling growth expectations in macro data 

should give way to a more constructive tone as we head toward Q2 (falling inflation, easing 

supply chain pressures, China policy support). But higher energy prices, in particular, could 

delay the speed at which inflation data will moderate through the rest of the year. 

All told, we are still confident in the outlook for risky asset classes over the course of 2022, 

especially for value equities (which typically outperform in rate hiking cycles) and parts of EM 

(which have already taken a lot of volatility in 2021). We do need to be realistic about the level 

of investment returns which are achievable – reflecting both today’s market price of risk, and the 

absence of a true growth surprise. We continue to monitor the market and macroeconomic 

situation closely. 
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