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March 07, 2022 

Dear Client: 

 

Researching and penning a monthly comment of interest to clients doesn’t always come easy but, on that rare 

occasion, a situation unfolds that is both hard to ignore and easy to gather data on. The closing days of 

February were one of those times, as the invasion of Ukraine commenced. While a breakout in hostilities, be 

they invasion or terror attacks, brings about tragic human suffering, such events historically haven’t been that 

meaningful to the fundamentals that drive financials markets. These horrific events exact a terrible human toll 

(casualties, human suffering, refugees), but the immediate reaction to dangerous mass conflicts tends not to 

affect equity valuations over the long term. What drives equity prices are growing corporate revenues and 

profits, and a geopolitical event -- however unforeseen -- typically doesn’t meaningfully impact either revenues 

or profits in the aggregate. This is especially true in the U.S., where vast oceans separate us from international 

conflict. We are loath to use this phrase, but we believe it applies here: this time might be different. 

 

We aren’t referring to assets -- markets were wobbly before the war, with the S&P 500 -10% YTD, reflecting 

the reality of fiscal and monetary policy withdrawal; oil was +23%, reflecting years of underinvestment; a 

basket of agriculture products was +13% higher, and industrial metals +10%, reflecting ongoing supply chain 

disruptions. The war dynamic has compounded all of these factors, as sanctions and the loss of access to key 

energy and agriculture supplies add additional opacity to the outlooks and expectations of businesses and 

consumers. 

 

Russia and Ukraine are key sources of oil, natural gas, wheat, and a host of industrial metals. Russia produces 

12% of global oil supplies, 18% of the world's wheat, and are the largest exporter of natural gas, nickel, 

palladium, titanium, and aluminum. Ukraine accounts for a staggering 25% of global wheat production and is 

the “breadbasket” for over one billion people across Europe, the Middle East, and Africa. This begets the 

question, what happens when you cut off the world’s largest exporter of wheat? Loss of access and evolving 

sanctions have sent prices for these vital, non-discretionary commodities parabolic, pushing inflation to multi-

decade highs, and exacerbating the negative supply shocks that were already in place. The chances that 

commodity prices remain elevated for many critically important commodities, especially food, are high. We 

highlighted the precarious circumstances in the global fertilizer markets and the knock-on effects these would 

have on global agriculture prices in a fall 2021 note, so we were already watching what supply chain issues 

would mean for agriculture. This is another accelerant on an already-raging commodity price inferno. History 

is littered with examples of high food prices and civil conflict, from the French Revolution to the Arab Spring. 

 

While the U.S. has some exposure to Ukraine and Russia, there is nothing we trade with those countries that 

cannot be substituted internationally or, quite frankly, domestically (we export an excess of energy and wheat). 

But our economy has a significant, 88% correlation with the European GDP, so there is no avoidance or 

“decoupling”. And the E.U. is in a tight spot: Russia is a top importer of European goods and services, while 

the E.U. depends on Russia for 40% of its natural gas and 27% of its oil. Can additional supply come on stream 

in the near term? The answer is no -- Russian energy exports, especially natural gas, are too big to be 

substituted, so there is a lot to monitor in the coming months. In the near term, we expect European economic 

growth will take a severe hit from the effects of this war, and throw up new obstacles to growth, including 

considerable inflation, for consumers, businesses, and investors everywhere. 

 

Regards, 

 
Adam S. Abelson 

Chief Investment Officer 

U.S. Large Cap Equity Strategy 
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