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 An Update on the Geopolitical Crisis in Ukraine

Over the past week, Russia rejected Ukrainian 

sovereignty, formally recognized the separatist 

regions of Luhansk and Donetsk, sent troops 

there, and then a day later invaded the entire 

country. Russian aggression and the declaration 

of war signals a rupture to the post-Cold War 

political order in Eastern Europe, and it could 

have devastating effects on Ukrainian civilians 

and the Ukrainian and Russian economies.1 

 

But the war itself is not surprising. For weeks, 

the U.S. government has been warning that a 

Russian invasion was imminent, and it finally 

arrived this week. Markets have been pricing in 

this possibility for some time. 

 

Market volatility leading up to this moment has 

been normal from a historical perspective—

geopolitical crises and regional conflicts tend to 

hurt sentiment, create short-term uncertainty, 

and drive volatility. Looking back at 54 crisis 

events since 1907, the Dow Jones Industrial 

Average has fallen an average of -7.1% during 

the crisis period, according to global investment 

research firm Ned Davis Research. 

 

But stocks also tend to bounce back once the 

actual fighting breaks out. The same research 

from Ned Davis shows that the Dow gained an 

average of +9.7% in the six months following a 

crisis. Similarly, data compiled by BMO shows 

that the S&P 500 has averaged an +8% return in 

the 12-months after a geopolitical conflict 

commences. The fact that stocks rallied on the 

day of the Russian invasion is not that 

surprising.  

 

We also know that looking back at conflicts 

since 1925 (when reliable S&P 500 data became 

available)—the Korean War, Vietnam, the 

Cuban Missile Crisis, the Iran/Iraq War, two 

U.S. wars in Iraq, the list goes on and on—it 

was only World War II that resulted in a bear 

market. Some readers may even recall that when 

Russia invaded and annexed Crimea in 2014, 

the S&P 500 continued to move higher, and did 

so for years: 

 

 
Source: Federal Reserve Bank of St. Louis2 
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The point here is not that armed conflict is 

bullish. The point is that uncertainty leading up 

to a conflict is what tends to weigh on markets. 

Once the conflict is averted or fighting breaks 

out, the uncertainty fades and markets can start 

to price in the effects on corporate earnings, 

financial markets, and global economic growth.  

 

In this case, Ukraine’s GDP makes up just 0.2% 

of the world’s total, and the country’s investable 

market is comprised of just two companies. This 

war is likely to be devastating in many ways, 

but the bottom line is that Ukraine – and the 

other former Soviet states that could get drawn 

into the conflict from here – are simply not big 

enough to cause a ripple in the global economy. 

 

Russia is of course a different story. The 

Russian economy makes up just 2% of global 

GDP, but the country is the world’s third-largest 

oil producer (the United States is the largest, 

followed by Saudi Arabia), and it is the world’s 

largest exporter of natural gas. Russia is also a 

major producer of wheat, aluminum, nickel, and 

other metals. During a time when oil, gas, and 

metals markets are experiencing tight supplies 

and firm demand, disruptions to Russian output 

could drive up prices and particularly impact 

countries that rely heavily on Russian exports. 

 

The United States is not one of them. Russia and 

Ukraine combined makeup far less than 1% of 

total U.S. imports and exports, and Russia’s 

status as a major natural gas exporter does not 

affect the U.S., given the U.S. is also a net 

exporter of natural gas. In an optimistic 

scenario, reduced oil and gas flows from Russia 

could ultimately present an opportunity for U.S. 

oil and natural gas producers to extract and 

export more, becoming an even more influential 

player in global commodities markets.  

 

Regardless, additional near-term pressure on oil 

prices appears likely, but the effect on the global 

economy and markets may not be as drastic as 

many people fear. An analysis from Goldman 

Sachs finds that a $10 per barrel increase in the 

price of oil would boost U.S. headline inflation  

 

 

 

by 0.20% while lowering GDP growth by just 

0.1%. It is also worth remembering that oil 

prices (chart below) remained firmly above 

$100 a barrel from the beginning of 2011 

through the summer of 2014, during which time 

the U.S. economy grew and the stock market 

went up by over +50%. Higher oil prices do not 

necessarily mean economic recession or weak 

markets.  

 

 
Source: Federal Reserve Bank of St. Louis3 

 

The European Union is more exposed as a result 

of this conflict. Russia supplies some 40% of 

Europe’s gas, and the EU also relies heavily on 

other commodity exports from Russia (see 

table). 

 

 

Source: Numera Analytics  

 

Vladimir Putin has stated that gas and other 

commodity exports will continue to flow, but 

the realities of war may ultimately affect supply 

in the coming months. We believe it makes 

sense to remain overweight U.S. equities.  

 

All of these factors are important when 

weighing the outlook for global economic 

growth. But a recession requires trillions of 

dollars’ worth of damage to the global economy, 

which Russia and Ukraine are simply not 

capable of delivering. After all, S&P 500 

companies have only a very small fraction of 

1% of revenue and profit exposure to Russia and 

Ukraine combined.   
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Western countries have been united in 

condemning Russian aggression, and the U.S., 

U.K., Australia, Japan, and the European Union 

have all already issued a ‘first tranche’ of 

sanctions. Notably, Germany has halted the 

approval process for the Nord Stream 2 gas 

pipeline to become operational, in a largely 

unexpected move. More severe sanctions are 

planned from here. 

 

Market volatility is likely to continue as the 

conflict escalates and sanctions (and economic 

retaliation from Russia) come into view. News 

coverage will be constant and fearful headlines 

will flood the internet and perhaps your phone 

and your inbox. Investors should brace for this 

outcome now, and try to remember that the 

desire to react to the crisis is almost always 

counterproductive and costly.  

   

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

1 Wall Street Journal. February 22, 2022. 

https://www.wsj.com/articles/oil-prices-

approach-100-on-threat-of-ukraine-war-

11645528112?mod=article_inline 

 
2 Fred Economic Data. February 24, 2022. 

https://fred.stlouisfed.org/series/SP500#0 

 
3 Fred Economic Data. February 22, 2022. 

https://fred.stlouisfed.org/series/DCOILBRENT

EU 
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Market Volatility Rises as Geopolitical 
Conflict in Ukraine Escalates 

 
Global stocks continue on a volatile streak, as 

Russia has officially begun an invasion of 

Ukraine. The S&P 500 officially entered 

correction territory. Western countries have 

been united in condemning Russian aggression, 

and the U.S., U.K., Australia, Japan, and the 

European Union have all issued a ‘first tranche’ 

of sanctions. Notably, Germany has halted the 

approval process for the Nord Stream 2 gas 

pipeline to become operational, in a largely 

unexpected move given Germany’s 

noncommittal stance established previously. As 

the situation unfolds in the coming days and 

weeks, volatility may continue at elevated levels 

– but that’s not the same as saying a bear market 

is in the offing. Stocks are likely to feel the 

impact from the hit to sentiment and 

fluctuations in oil, natural gas, and agricultural 

prices. Market volatility has also historically 

accompanied regional conflicts in the short 

term. However, it is also important to remember 

that throughout history, there have been many 

regional conflicts, including when Russia 

annexed Crimea in 2014 (stocks moved higher 

that year). Volatility tends to accompany these  

 

geopolitical flare-ups, but to date, none have led 

to a global economic recession and bear market 

– with the exception of World War II. Given 

Ukraine is not a member of NATO, the West’s 

involvement is likely to stay limited to 

economic sanctions targeted at Russia – keeping 

the conflict regional in nature, not global.1 

 

Removing Accommodation and 
Stimulus from the U.S. Economy 
 
The Federal Reserve’s plan to tighten monetary 

policy by raising interest rates, ending QE, and 

trimming its balance sheet gets all the attention. 

But there is also fiscal stimulus being removed 

from the economy by the federal government, a 

drag that could take shape in 2022. Much of the 

$3.6 trillion in federal spending enacted in 

response to the Covid-19 pandemic has run its 

course, and by some estimates was responsible 

for boosting GDP by 6%. Because that spending 

is returning to normal levels in 2022, the boost 

from fiscal spending is estimated to fall to 2%. 

Though this marks a clear hit to fiscal 

spending’s contribution to GDP growth, it 

should be noted that the overall contribution is 

still positive. In other words, it’s still stimulus, 

just not as much.2 

 

The Results are in: 2021 Set a New 
Record for Home-Price Growth   

 
We have written quite a bit in this space about 

the surge in U.S. home prices over the last year, 

as the pandemic and the onset of remote and 

‘hybrid’ work nudged many white-collar 

workers away from cities and into suburbs 

(particularly millennials, who are often first-

time homebuyers). The flood of new demand, 

which was supported by historically low 

mortgage rates, was met by historically low 

inventories – pushing up prices in the process. 

These factors all worked together to push U.S.  
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home price growth to a record in 2021. The 

CoreLogic Case-Shiller National Home Price  

Index soared 18.8% in the 12-months ending in 

December 2021, the highest year-over-year 

increase since 1987.3 

 

 
Source: Federal Reserve Bank of St. Louis4 

 

Total home sales climbed to a 15-year high, 

matched only by the housing boom fueled by 

subprime loans. There are signs the housing 

market will remain strong for the foreseeable 

future – demographics suggest many new 

homebuyers will enter the markets in the 

coming years and the backlog of homes 

awaiting construction are at their highest levels 

since 1999.  

 
December, and labor force participation ticked 

up to 62.2%, the highest rate since early 2020.4 
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1 Wall Street Journal. February 23, 2022. https://www.wsj.com/articles/global-stocks-markets-dow-

update-02-23-2022-11645605416 

 
2 Wall Street Journal. February 20, 2022. https://www.wsj.com/articles/fiscal-stimulus-is-turning-into-a-

fiscal-drag-in-a-big-headwind-for-growth-11645369202 

 
3 Wall Street Journal. February 22, 2022. https://www.wsj.com/articles/home-price-growth-hit-record-

in-2021-11645538484?mod=djemRTE_h 

 
4 Fred Economic Data. February 22, 2022. https://fred.stlouisfed.org/series/CSUSHPISA#0 

 

DISCLOSURE 
  
Past performance is no guarantee of future results. Inherent in any investment is the 
potential for loss. 
  
Zacks Investment Management, Inc. is a wholly-owned subsidiary of Zacks Investment Research. Zacks 
Investment Management is an independent Registered Investment Advisory firm and acts as an investment 
manager for individuals and institutions. Zacks Investment Research is a provider of earnings data and other 
financial data to institutions and to individuals. 
  
This material is being provided for informational purposes only and nothing herein constitutes investment, legal, 
accounting or tax advice, or a recommendation to buy, sell or hold a security. Do not act or rely upon the 
information and advice given in this publication without seeking the services of competent and professional legal, 
tax, or accounting counsel. Publication and distribution of this article is not intended to create, and the information 
contained herein does not constitute, an attorney-client relationship. No recommendation or advice is being given 
as to whether any investment or strategy is suitable for a particular investor. It should not be assumed that any 
investments in securities, companies, sectors or markets identified and described were or will be profitable. All 
information is current as of the date of herein and is subject to change without notice. Any views or opinions 
expressed may not reflect those of the firm as a whole. 
  
Any projections, targets, or estimates in this report are forward looking statements and are based on the firm’s 
research, analysis, and assumptions. Due to rapidly changing market conditions and the complexity of investment 
decisions, supplemental information and other sources may be required to make informed investment decisions 
based on your individual investment objectives and suitability specifications. All expressions of opinions are 
subject to change without notice. Clients should seek financial advice regarding the appropriateness of investing 
in any security or investment strategy discussed in this presentation. 
  
Certain economic and market information contained herein has been obtained from published sources prepared 
by other parties.  Zacks Investment Management does not assume any responsibility for the accuracy or 
completeness of such information. Further, no third party has assumed responsibility for independently verifying 
the information contained herein and accordingly no such persons make any representations with respect to the 
accuracy, completeness or reasonableness of the information provided herein. Unless otherwise indicated, 
market analysis and conclusions are based upon opinions or assumptions that Zacks Investment Management 
considers to be reasonable. Any investment inherently involves a high degree of risk, beyond any specific risks 
discussed herein. 
  
The S&P 500 Index is a well-known, unmanaged index of the prices of 500 large-company common stocks,  
 
mainly blue-chip stocks, selected by Standard & Poor’s. The S&P 500 Index assumes reinvestment of dividends 
but does not reflect advisory fees. The volatility of the benchmark may be materially different from the individual 
performance obtained by a specific investor. An investor cannot invest directly in an index.  
 

http://www.zackspcg.com/
https://www.wsj.com/articles/global-stocks-markets-dow-update-02-23-2022-11645605416
https://www.wsj.com/articles/global-stocks-markets-dow-update-02-23-2022-11645605416
https://www.wsj.com/articles/fiscal-stimulus-is-turning-into-a-fiscal-drag-in-a-big-headwind-for-growth-11645369202
https://www.wsj.com/articles/fiscal-stimulus-is-turning-into-a-fiscal-drag-in-a-big-headwind-for-growth-11645369202
https://www.wsj.com/articles/home-price-growth-hit-record-in-2021-11645538484?mod=djemRTE_h
https://www.wsj.com/articles/home-price-growth-hit-record-in-2021-11645538484?mod=djemRTE_h
https://fred.stlouisfed.org/series/CSUSHPISA#0


  

Zacks Investment Management        www.zackspcg.com 

 

 

Mitch on the Markets – Weekly Client Commentary 

 

February 25, 2022 

The MSCI ACWI captures large and mid-cap representation across 23 Developed Markets (DM) and 27 Emerging 
Markets (EM) countries. With 2,986 constituents, the index covers approximately 85% of the global investable 
equity opportunity set. An investor cannot invest directly in an index. The volatility of the benchmark may be 
materially different from the individual performance obtained by a specific investor. 
 
The MSCI UK All Cap Index captures large, mid, small and micro-cap representation of the UK market. With 819 
constituents, the index is comprehensive, covering approximately 99% of the UK equity universe. An investor 
cannot invest directly in an index. The volatility of the benchmark may be materially different from the individual 
performance obtained by a specific investor. 
 
The Russell 1000 Value Index is a well-known, unmanaged index of the prices of 1000 large-company value 
common stocks selected by Russell.  The Russell 1000 Value Index assumes reinvestment of dividends but does 
not reflect advisory fees.  An investor cannot directly invest in an index.  The volatility of the benchmark may be 
materially different from the individual performance obtained by a specific investor. 
 
The Russell 1000 Growth Index is a well-known, unmanaged index of the prices of 1000 large-company growth 
common stocks selected by Russell. The Russell 1000 Growth Index assumes reinvestment of dividends but 
does not reflect advisory fees. An investor cannot invest directly in an index. The volatility of the benchmark may 
be materially different from the individual performance obtained by a specific investor. 
 
The Russell 2000 Index is a well-known, unmanaged index of the prices of 2000 small-cap company common 
stocks, selected by Russell. The Russell 2000 Index assumes reinvestment of dividends but does not reflect 
advisory fees. An investor cannot invest directly in an index. The volatility of the benchmark may be materially 
different from the individual performance obtained by a specific investor. 
 
Zacks Investment Management, Inc. is a wholly-owned subsidiary of Zacks Investment Research. Zacks 
Investment Management is an independent Registered Investment Advisory firm and acts as an investment 
manager for individuals and institutions. Zacks Investment Research is a provider of earnings data and other 
financial data to institutions and to individuals. 
  
This material is being provided for informational purposes only and nothing herein constitutes investment, legal, 
accounting or tax advice, or a recommendation to buy, sell or hold a security. Do not act or rely upon the 
information and advice given in this publication without seeking the services of competent and professional legal, 
tax, or accounting counsel. Publication and distribution of this article is not intended to create, and the information 
contained herein does not constitute, an attorney-client relationship. No recommendation or advice is being given 
as to whether any investment or strategy is suitable for a particular investor. It should not be assumed that any 
investments in securities, companies, sectors or markets identified and described were or will be profitable. All 
information is current as of the date of herein and is subject to change without notice. Any views or opinions 
expressed may not reflect those of the firm as a whole. 
  
Any projections, targets, or estimates in this report are forward looking statements and are based on the firm’s 
research, analysis, and assumptions. Due to rapidly changing market conditions and the complexity of investment 
decisions, supplemental information and other sources may be required to make informed investment decisions 
based on your individual investment objectives and suitability specifications. All expressions of opinions are 
subject to change without notice. Clients should seek financial advice regarding the appropriateness of investing 
in any security or investment strategy discussed in this presentation. 
  
Certain economic and market information contained herein has been obtained from published sources prepared 
by other parties.  Zacks Investment Management does not assume any responsibility for the accuracy or 
completeness of such information. Further, no third party has assumed responsibility for independently verifying 
the information contained herein and accordingly no such persons make any representations with respect to the 
accuracy, completeness or reasonableness of the information provided herein. Unless otherwise indicated, 
market analysis and conclusions are based upon opinions or assumptions that Zacks Investment Management  
considers to be reasonable. Any investment inherently involves a high degree of risk, beyond any specific risks 
discussed herein. 
 
The S&P 500 Index is a well-known, unmanaged index of the prices of 500 large-company common stocks, 
mainly blue-chip stocks, selected by Standard & Poor’s. The S&P 500 Index assumes reinvestment of dividends 
but does not reflect advisory fees. The volatility of the benchmark may be materially different from the individual 
performance obtained by a specific investor. An investor cannot invest directly in an index. 


