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Tactical Positioning  
 
It feels impossible to be unaffected by the full-scale invasion of Ukraine. Most importantly, we are concerned for 
the Ukrainian people in the coming months.   
 
We are also concerned about the long-term consequences of this war. The invasion could be a turning point for the 
whole of Europe, but for financial markets the impact is likely to be less significant. For now, the increase in the 
price of oil and gas will push inflation higher, but higher energy prices are known to dampen growth and can 
therefore help to alleviate inflationary pressures elsewhere. In response to the crisis, it is anticipated that central 
banks will raise interest rates more slowly and this will be viewed positively by markets. Within portfolios we 
increased exposure to broader commodities over a year ago and more recently have increased our exposure to 
cyclical sectors of the equity market. Some of these could benefit as spending on areas such as investment in energy 
infrastructure increase.  Otherwise, we do not plan to make major moves in portfolios in response to the invasion.  
 
Market Moves 

 
Note: 1Europe excluding UK; 2Bloomberg Commodity Index; 3US Treasury 10 Year Yield shows absolute, not percentage, change in yield; Source: Bloomberg 

 
Market moves have been quick and substantial in the last week. Having started the year poorly, equity markets have 
fallen further on the back of news of the invasion as investors try to price in the increased uncertainty it creates. 
 
Volatility and the flight to safety 
Commodities produced by Russia or Ukraine, such as gas, oil and wheat have moved higher, and ‘safe-haven’ assets, 
like gold, the US dollar, the Swiss Franc and US Treasuries have all risen. Russia’s actions had been flagged, yet 
equities fell further on the news of the start of the invasion. In Europe, German equities, one of the main markets 
most exposed to Russia, fell 3.2% on the day, with US large capitalisation equities down almost 15% from their peak 
on 3rd January. Emerging market indices were down nearly 5% over the fortnight with markets in Eastern Europe 
and Russia hit hardest – we have minimal exposure to these markets and managers that had any direct exposure in 
their funds have tended to liquidate their holdings in Russia over the last few weeks. 
 
The energy dilemma 
Reputational risk is abundant. Investors and companies are dissociating themselves from Russia as Western 
governments increase sanctions. Some Russian banks have been excluded from the SWIFT international payments 
system and Germany has pulled the Nord Stream 2 gas pipeline. The 40% fall in the rouble against the dollar has 
led to mass cash withdrawals by Russian citizens worried about the viability of these banks and the Russian central 
bank raised interest rates to 20% (from 9.5%), citing that ‘external conditions for the economy have changed 
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drastically’. Firms are accepting financial losses by pulling the plug on connections with Russia and sporting events 
worldwide are ousting Russian presence. But this isn’t a one-way sting. Russia accounts for 13% of global oil 
production and 17% of global natural gas production. Europe relies on it, we understand that 25% of crude oil, and 
40% of natural gas that the European Union uses comes from Russia. Sadly, the reliance on Russian oil and gas 
effectively funds part of their ambitions in Ukraine. It is unlikely Russia will cut off gas supplies, given the revenue it 
receives. 
 
The increase in energy price rises is pushing headline inflation higher in the short term and may also cause a 
recession – since the 1970’s, recessions have normally occurred after oil prices double.  
 
Central banks testing their flexibility 
Central bankers are in a difficult position. War is typically inflationary and interest rates already look too low given 
the high level of inflation, but raising interest rates could reduce demand when consumers may already be 
tightening spending to cover the cost of expensive essentials such as fuel and food. On balance, the Fed is likely to 
start raising rates in March to reduce inflationary pressures, but it will not raise rates as much as previously forecast. 
The conflict has caused the March Fed hike expectations to fall from 0.48% to 0.25% and traders now believe that 
the European Central Bank will put off raising rates until 2023. In general, bond pricing points to most investors 
thinking that inflation will be only transitory.  
 

US inflation rose more than anticipated in January   
(with CPI rising to 7.5%)  

 
‘Hottest inflation since 1982’, Bureau of Labour Statistics, Bloomberg.  

 
What next for investors? 
The conflict unfolding is clearly a humanitarian crisis, whilst the impact on asset prices overall will probably be 
limited in the long run. Market participants understand this and, other than the significant boost to the share prices 
of companies making military equipment, the price changes we are seeing primarily reflect short-term economic 
issues and risks rather than longer term geopolitical ramifications. That said, we may see new long term investment 
themes start to develop over the coming months. 
 
Economic Updates 
CPI inflation came in at 5.5% in the UK. The US and UK saw strong retail sales growth. Against this, jobless claims in 
the US were 29k worse (higher) than expected at 248k. The US housing market wobbled with new and pending 
home sales down from last month although existing home sales, performed well. It was announced that the US 
economy grew an annualised 7% in Q4 2021, up from 6.9% the previous quarter.  
 
In Europe, German GDP contracted 0.3% which was better than the 0.7% fall expected, whilst UK PMIs (“Purchasing 
Managers Index”) outperformed expectations. German manufacturing PMIs showed solid expansion, but slightly 
less than expected. Chinese manufacturing PMIs showed a slight slowdown in economic activity.  
 
JONATHAN BELL, IVO COULSON, GEORGE MARTIN                 28th February 2022  
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Important Information 
 
The information contained herein (the “Information”) has been prepared by the Stanhope Group. The Stanhope Group comprises Stanhope 
Capital (Switzerland) SA and its subsidiaries, including Stanhope Capital LLP and Stanhope Capital SAS. Stanhope Capital (Switzerland) SA is a 
company incorporated in Switzerland and a member of the Swiss Association of Asset Managers (SAAM), a Self-Regulating Body approved by 
the Swiss Financial Market Supervisory Authority (FINMA). Stanhope Capital LLP is a limited liability partnership incorporated in England and 
Wales authorised and regulated by the Financial Conduct Authority (FCA). Stanhope Capital LLP is regulated by the US SEC under firm number 
162512. Stanhope Capital SAS is a “Société par Actions Simplifiées” incorporated in France and regulated by the Autorité de Marchés 
Financiers (AMF). Acceptance of delivery of any part of this Information constitutes acceptance to the conditions of this legal disclaimer. 
 
The Information attached is being disclosed by the member of the Stanhope Group indicated in the Information and exclusively to the 
intended recipient (the “Recipient”). 
 
The Information does not constitute an offer to sell or a solicitation of an offer to buy any investment fund or other financial products. The 
Information does not constitute investment advice or advice with respect to the suitability of any investment. 
 
Restrictions 
The Information is private and confidential and provided for information purposes only. No part of the Information is to be distributed, 
copied or disseminated directly or indirectly to anyone other than the Recipient and its professional advisers (for the sole purposes of 
obtaining advice). The Information should not be relied upon for tax, auditing or other purposes. The Information is not intended for any 
person in any jurisdiction (by way of nationality, residence, domicile or otherwise) where the publication or availability of it would be in 
contravention of any applicable law or regulation. 
 
Opinions, estimates and statements contained in the Information constitute judgments of the Stanhope Group at the time of their 
preparation and are subject to change without notice. 
The value of investments can fall as well as rise; potential income or profits are accompanied by the possibility of loss. The Recipient may not 
receive back the original amount invested. Past performance is not a reliable indication of future results. Performance figures included in the 
Information are unaudited except where indicated. Please refer to the risk warning notes provided next to any performance figures included 
in the Information. In certain circumstances prices stated may be historic because of the delay in obtaining prices and/or valuations from 
third parties. Valuations are based on either market prices available at the time of the preparation of the Information or on the Stanhope 
Group’s reasonable estimates thereof at the time made. Valuations based upon other models or assumptions or calculated as of another 
date or time may result in different values. The valuation or returns on investments in currencies other than the base currency of a client’s 
account may increase or decrease as a result of currency fluctuations. 
 
The Stanhope Group may recommend or make investments for its clients in illiquid or volatile instruments or funds which may carry a high 
degree of default risk or in funds which utilise leverage/gearing which can exaggerate performance and may lead to large falls in value. 
 
Any description of any investment process or investment management process described in the Information may change from time to time 
at the discretion of the Stanhope Group or otherwise. 
While reasonable skill, care and diligence have been taken to ensure that the Information was accurate as at the date of writing, the 
Stanhope Group has not verified and accepts no legal responsibility for any third-party Information. In addition, the Stanhope Group makes 
no representation, warranty, undertaking or guarantee, express or implied, as to the accuracy or completeness of the Information and 
opinions therein. No members of the Stanhope Group shall be responsible for or have any liability to any Recipient or third party for losses or 
damages (whether consequential, incidental or otherwise) arising (i) out of errors, omissions or changes in market factors, conditions or 
circumstances or (ii) from making any use of the Information. 
The Information does not replace, supplement or amend the contractual documentation entered between the relevant member of the 
Stanhope Group and the Recipient, including but not limited to (i) the required qualifications of the Recipient in order for such Recipient to 
receive the Information and (ii) the disclaimers and limitation of liability contained in such contractual documentation. Further, the 
Information does not replace, supplement or amend the documentation applicable to any investment fund or other financial products 
referred to in the Information. 
 
United Kingdom 
To the extent that the Information is aimed at residents of the United Kingdom, the Information has been approved for issue in the United 
Kingdom by Stanhope Capital LLP. Stanhope Capital LLP’s advice is categorised by the Financial Conduct Authority as “restricted” because it 
advises on investment funds, which are only one type of “retail investment product”. Stanhope Capital LLP does not provide investment 
advice on other retail investment products, such as life insurance, stakeholder pensions or personal pension schemes. 
 
France 
Stanhope Capital SAS does not provide investment advice on retail investment products, such as life insurance, stakeholder pensions or 
personal pension schemes.  
 
United States 
The Information is not intended for residents of the United States or for any U.S. Person. The Information is not an offer to sell any securities 
to or for the benefit of United States persons or the solicitation of any offer to buy securities on the part of or for the benefit of any such 
United States persons. For the avoidance of doubt a U.S. Person does not include a U.S. Citizen resident outside the U.S. 
 


