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February 2022 Market Commentary: Ukraine/Russia Roils Capital Markets 
 

Data Source: Bloomberg 

 

February 2022 Highlights: 
• Global stocks continued to pull back from their strong CY2021 finish as prospects for tighter central 

bank policies responding to high headline inflation metrics and geopolitical risks (Ukraine/Russia) 
prompted investors to take financial asset risk off the table.  We did, however, see signs at the end of 
the month of significant intraday recoveries off overnight lows following negative headlines.  In 
February, the MSCI All-Country World Index (ACWI) dropped 2.6%.   



© Copyright 2022 3D / L Capital Management, LLC. All Rights Reserved Page 2 

 

 

• Across major regions, MSCI Asia ex-Japan and Japan outperformed the other major regions in 
February, both returning -1.1% followed by MSCI Europe (-2.8%), the U.S. (S&P 500 down 3.0%), and 
MSCI Emerging Markets (down 3.0%).  Broader Asia benefited from a combination of 1) COVID 
infection recoveries; 2) commodity exposure (especially Australia), and 3) safe haven perception 
(Japan).       

• Within the U.S., U.S. smalls caps outperformed large caps, which had not occurred in quite a while 
value stocks (primarily driven by energy) outperformed growth stocks, although growth stocks made a 
strong comeback late in the month, led by technology. The S&P 600 Index returning +1.4% versus -
3.0% for the S&P 500. S&P Pure Value outperformed Pure Growth, returning +0.8% versus -1.8%, 
respectively.   

• With spot oil prices approaching $100/barrel, Energy stocks were the standout sector performer posting 
a positive return while all other major sectors were negative for the month.  Besides Energy, traditional 
Cyclical sectors such as Industrials, Materials, and Financials and Defensive sectors such as 
Consumer Staples and Healthcare outperformed while Growth Cyclicals (Technology, Consumer 
Discretionary) and Real Estate underperformed.    

• Among risk factors, High Dividend and Value Factors outperformed all other risk factors while High 
Quality lagged.  Momentum saw a sharp recovery last several days of the month.   

• Investment grade fixed income suffered from a rise in interest rates although longer maturity rates 
dropped from the intramonth highs in response to Russia’s military incursion into Ukraine.  The 10-Year 
US Treasury yield, having risen as high as 2.18% ended the month at 1.83%.  The Bloomberg/Barclays 
U.S. Aggregate Bond Index dropped 1.1% as did the Global Aggregate ex US Index.   

• U.S. high yield marginally outperformed the broader fixed income market even though credit spreads 
widened (the lower interest rate sensitivity helped offset the rise in credit costs).  The Bloomberg / 
Barclays US High Yield Index returned -1.0%, slightly outperforming investment grade fixed income, 
while Bloomberg/Barclays Emerging Market Debt Local Currency dropped 3.4% as investors sold down 
emerging market debt exposure in reaction Ukraine/Russia.   

• Within equity alternatives, S&P GSCI Commodities Index returned 8.8% helped by a strong increase in 
energy prices and industrial metals, while S&P GSCI Precious Metals rose 6.1% on the strength of 
gold, silver, platinum, and palladium prices.  The Dow Jones REITs Index returned -3.9%.   

• The global situation remains fluid where changes in prevailing narratives can lead to volatile swings in 
financial markets.  However, just as with prospects of central bank tightening in the face of higher 
inflation, the Ukraine/Russian conflict, regardless of how/when the conflict is resolved, will leave a 
lasting impact on risk pricing ahead.  For now, lower valuations across risk-based assets and higher 
commodity prices point toward greater uncertainty as a consequence of an unwelcome mix of 
stagflation and geopolitical tensions 
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Ukraine-Russia Roils Capital Markets 

 
Source: Wall Street Journal, “Why Is Russia Invading Ukraine,” 3/1/2022 

As military developments unfold with Russia’s invasion into Ukraine proper, our hearts and prayers go out 
to those suffering from the conflict.   

The Wall Street Journal is maintaining an updated feed on the Russian invasion into Ukraine which can be 
found at this link and has also warned of a return to Cold War 2.0.  For a more in-depth breakdown, we 
suggest this substack feed from Adam Tooze, on the wide-ranging implications of the shutdown of Russia’s 
capital markets.  As of the time of this writing on March 1, 2022, Russian forces continue to press inland as 
they advance towards the capital, Kyiv.  Russian and Ukrainian delegates met on Monday for an initial 
round of discussions and are expected to continue discussions in the coming days, although a ceasefire 
agreement does not appear to be imminent.  The U.S., United Kingdom, Canada, and European Union 
have imposed financial and commercial sanctions on Russian entities, including the Central Bank, as well 
as key government and business officials and have restricted trade apart from energy.  In addition, 
European corporations, such as BP and Shell, are divesting Russian-based assets and joint ventures. The 

https://www.wsj.com/articles/why-is-russia-invading-ukraine-11645570205
https://www.wsj.com/livecoverage/russia-ukraine-latest-news-2022-03-01
https://www.wsj.com/articles/russias-invasion-of-ukraine-changed-the-world-in-days-11646053550
https://adamtooze.substack.com/p/chartbook-89-russias-financial-meltdown?r=12ygf&utm_campaign=post&utm_medium=web&utm_source=url
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sanctions have had wide ramifications on Russian capital markets affecting valuations and pricing of 
equities, debt, and the ruble.  Global banks with Eastern European exposure have seen their stock prices 
drop and implied default risk on credit rise, but no major contagion has surfaced so far as the U.S. Federal 
Reserve and European Central Bank are maintaining emergency overnight funding lifelines in the event 
key financial institutions need liquidity.   

In response to the sanctions, President Vladimir Putin has banned all Russian residents from transferring 
hard currency abroad, such as servicing foreign loan contracts, potentially putting much of the country’s 
$478 billion in external debt at risk of default. It wasn’t clear if the new rules applied to sovereign debt and 
whether a default on Russian sovereign debt was imminent.  Putin also raised the alert level of Russia’s 
nuclear forces as part of countermeasures to deter further Western Military involvement.   

As was expected, investors rotated into safe haven assets such as precious metals and U.S. Treasuries 
although pro-cyclical commodities such as oil have also caught a bid, despite attempts by the U.S. and 
European Union to keep a lid on prices with the release of strategic reserves.  The U.S. is also leaning on 
Saudi Arabia to maintain planned production increases.  However, commodity prices continue to benefit 
from constrained supplies as Russia/Ukraine represent a significant exporter of ‘raw’ materials and food 
stuffs (Figures 1a and 1b).  The global market cannot easily disengage itself from Russia without seeing 
major supply disruptions; the imposed sanctions have largely spared energy exports.  And U.S. shale 
producers remain reticent to expand production beyond what has already been drilled (not to mention 
facing supply constraints of their own such as sand needed for fracking).     

Figure 1a – Russia a Significant Exporter of ‘Raw’ Materials While Ukraine a Major Exporter 
of ‘Foodstuff’  

 
Source: https://www.zerohedge.com/markets/nomura-warns-soaring-stagflation-tail-problematic-extreme-bond-positioning 

  

https://www.wsj.com/articles/oil-natural-gas-prices-vault-as-sanctions-threaten-russias-commodity-exports-11646049246?mod=article_inline
https://www.wsj.com/articles/oil-natural-gas-prices-vault-as-sanctions-threaten-russias-commodity-exports-11646049246?mod=article_inline
https://www.wsj.com/articles/u-s-shale-producers-sing-the-same-tune-11646051580
https://www.wsj.com/articles/u-s-shale-producers-sing-the-same-tune-11646051580
https://www.reuters.com/business/energy/oil-prices-soar-us-drillers-scramble-find-sand-fracking-2022-02-15/
https://www.zerohedge.com/markets/nomura-warns-soaring-stagflation-tail-problematic-extreme-bond-positioning


© Copyright 2022 3D / L Capital Management, LLC. All Rights Reserved Page 5 

 

 

Figure 1b – Ukraine a Major Exporter of ‘Foodstuff’  

 
Germany, which is largely dependent on Russian energy imports, has done an about-face on Russia policy 
as the Ukrainian invasion has largely undone decades of Social Democratic Party (SPD) policy.  In addition 
to canceling the Nordstream 2 gas pipeline, German Prime Minister Olaf Scholz announced new policy 
goals over this past weekend such as committing 2% of GDP to NATO defense spending as well as 
increasing military aid to Ukraine but without direct military intervention.  In addition, Scholz committed 
Germany to reduce its energy dependence on Russia with short-term initiatives to increase conventional 
fuel sources (liquified natural gas, coal reserves) and, perhaps, delay the shutdown of its remaining nuclear 
reactors.  The European Union also announced it would finance military purchases for Ukraine, a 
somewhat unprecedented show of support for the bloc.  

With respect to a negotiated settlement, Ukraine and Russia still appear to be far apart as to what 
constitutes a common understanding of ‘neutral status,’ according to Wouter Schmit Johngbloed, Head of 
Political Risk Analysis at Exante Data.  The discussions are expected to be incremental but could be 
derailed in the event that Russian-aligned forces successfully remove the Zelensky Government.   

Up to this point, global central bank policy had presented the largest risk to the bull market narrative in 
response to sustained inflationary pressures that were increasing the risk of wage-price spirals that would 
further hamper central bank efforts to stay ahead of the inflation curve.  In addition to benefiting from safe 
haven demand, long maturity sovereign debt yields dropped with the benchmark German 10-year bund 
dropping to -0.03% after having spent most of February in slightly positive territory.  According to Peter 
Schaffrik from RBC Capital Markets, the Ukrainian conflict has pulled back expectations of imminent rate 
hikes for the ECB as well as delaying a rollback of pandemic emergency lending measures.  Fed Funds 
Futures (Figure 2) are also pulling back expectations of tighter Fed policy with 4.5 rate hikes now priced in 
for 2022 (down from 7 earlier in the month), although 0.25% rate hike is still expected at the upcoming 
March meeting.     

https://www.wsj.com/articles/as-war-reshapes-europe-germany-rearms-to-counter-threat-from-russia-11645991750
https://www.wsj.com/articles/as-war-reshapes-europe-germany-rearms-to-counter-threat-from-russia-11645991750
https://www.wsj.com/livecoverage/russia-ukraine-latest-news-2022-03-01
https://www.wsj.com/livecoverage/russia-ukraine-latest-news-2022-03-01
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Figure 2 – Fed Funds Futures Expect a 0.25% Rate Hike at the March Meeting and Only 4-5 
Rate Hikes Throughout 2022  

 
Source: Bloomberg WIRP 3/1/2022 

Despite persistent inflation pressures (Personal Core Expenditure or PCE rose 5.4% YOY), ‘Putin’ has 
become the new ‘transitory’ as short-term inflation expectations continue to diverge from long-term 
expectations (Figure 3).   

Figure 3 – Short-Term Inflation Expectations Diverging Further From Long-Term  
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There is a bit of reflexivity going on where today’s high inflation is sowing the seeds for future demand 
destruction (i.e. consumer sentiment), especially if the supply chain issues and materials shortages do not 
resolve themselves over the coming year (Figure 4).  Meanwhile, more structural prices pressures 
continue to build across non-COVID sensitive areas such as housing/rental expenses and ultimately wages 
as cost-of-living-adjustments (COLA) make their way through negotiated salary and retirement obligations.   

Figure 4 – Ukraine Conflict Will Only Exasperate Global Logistics Challenges  

 
Source: The Bear Traps Report 

Prior to the Ukraine/Russia conflict, there were increasing signs of a ‘slowdown’ in U.S. economic 
sentiment, whether in manufacturing or financial conditions (Figure 5), mainly as a consequence of higher 
inflation and higher interest rates.  However, both remain at positive levels in the post-pandemic period as 
consumer demand remains elevated with further pullback of COVID pandemic restrictions.   

Figure 5 – Tightening Financial Conditions and a Slowdown in Manufacturing Sentiment 
But Not Suggesting Recession (Yet)  

 
With a significant drop in long-maturity yields (the 10-Year U.S. Treasury Yield dropping to 1.7% the 
morning of 3/1/2022), both the bond and commodity markets are implying higher risks of stagflation, a 

https://www.wsj.com/articles/inflation-raises-expenses-for-pension-funds-11646000689
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global economic environment characterized by anemic economic growth combined with high inflation, 
primarily energy and food-related, at least over the short-term.  Yet, longer-term inflation expectations as 
implied by the 5-Year/5-Year forward breakeven rate between TIPS and nominal Treasury yields continues 
to drop alongside the flattening 2-10 year term structure, strongly suggesting today’s high inflationary 
environment is sowing the seeds for future demand-driven slowdown and lower inflation down the road.   

Figure 6 – Rising Risks of Stagflation as a Flattening Term Structure Implies Economic 
Slowdown While Long-Term Inflation Expectations Remain Anchored Above 2%  

 
Meanwhile, China’s economic outlook is starting to brighten as credit impulse measures improve due to 
central bank policy (lower interest rates and relaxation of lending restrictions to stressed property 
developers).  Government yields are starting to rise from their 4Q2021 depths while the yuan continues to 
strengthen against the U.S. dollar (Figure 7).  Following the Winter Olympics, the National Party Congress 
will be meeting over the spring where it is widely expected that Chairman Xi Jinping will be reappointed to 
an unprecedented third term.  China continues to benefit from strong export recovery and shows little sign 
that higher inflation and the Ukraine/Russian conflict are impeding economic activity.    

Figure 7 – Economic Picture Continues to Brighten for China with Rising Bond Yields and 
a Strengthening Currency  
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A constrained supply outlook, exasperated by the Ukraine/Russian conflict and post pandemic-driven 
demand, continues to provide a bullish backdrop for energy and industrial metals prices (Figure 8).  We 
display the 3-month generic oil futures contract (trading near $90/barrel), but the oil market is trading in 
steep backwardation as front-month delivery prices (breaking north of $100/barrel) are higher than later-
dated delivery prices, indicating significant supply constraints, a far cry from April 2020 when front-month 
delivery traded at negative prices due to a glut of supply at the height of pandemic lockdowns.   

Figure 8 – Constrained Supplies and Robust Demand Support Higher Commodity Prices  

 
Perhaps a bit more worrisome is the rise in borrowing costs for the more leveraged corporate borrowers as 
lower investment-grade rated and high yield credit spreads have risen in the face of 1) tightening Fed 
policy amidst economic deceleration and 2) western financial sanctions that could add funding stress for 
global banks, even for those with minimal direct exposure to Russian markets.  What is interesting is that 
borrowing costs for below investment grade energy borrowers are converging with non-energy borrowers 
suggesting that high commodity prices are helping to support the energy debt markets and that energy 
borrowers remain disciplined in their capital allocation as opposed to aggressively expanding production.   
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Figure 9 – Corporate Borrowing Costs Have Risen Over Prospects of Tighter Fed Policy and 
Western Financial Sanctions 

 
Perhaps mitigating the stress from tightening financial conditions and financial sanctions is a stable U.S. 
dollar versus major trading currencies, suggesting that global dollar liquidity remans sufficient for overseas 
borrowers (Figure 10). 

Figure 10 – U.S. Dollar Remains Stable Despite Financial Sanctions and Tighter Liquidity 
Conditions 

 
The global situation remains fluid where changes in prevailing narratives can lead to volatile swings in 
financial markets.  However, just as with prospects of central bank tightening in the face of higher inflation, 
the Ukraine/Russian conflict, regardless of how/when the conflict is resolved, will leave a lasting impact on 
risk pricing ahead.  For now, lower valuations across risk-based assets and higher commodity prices point 
toward greater uncertainty as a consequence of an unwelcome mix of stagflation and geopolitical tensions.   
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February 2022 Market Review 
Global stocks continued to pull back from their strong CY2021 finish as prospects for tighter central bank 
policies responding to high headline inflation metrics and geopolitical risks (Ukraine/Russia) prompted 
investors to take financial asset risk off the table. We did, however, see signs at the end of the month of 
significant intraday recoveries off overnight lows following negative headlines.  In February, the MSCI All-
Country World Index (ACWI) dropped 2.6% as ex-U.S. developed markets outperformed the U.S. and 
Emerging Market regions.  Across major regions (Figure 11), MSCI Asia ex-Japan and Japan 
outperformed the other major regions in February, both returning -1.1% followed by MSCI Europe (-2.8%), 
the U.S. (S&P 500 down 3.0%), and MSCI Emerging Markets (down 3.0%).  Broader Asia benefited from a 
combination of 1) COVID infection recoveries; 2) commodity exposure (especially Australia), and 3) safe 
haven perception (Japan).           

Within the U.S., U.S. smalls caps outperformed large caps, which had not occurred in quite a while value 
stocks (primarily driven by energy) outperformed growth stocks (Figure 12), although growth stocks made 
a strong comeback late in the month, led by technology. The S&P 600 Index returning +1.4% versus -3.0% 
for the S&P 500. S&P Pure Value outperformed Pure Growth, returning +0.8% versus -1.8%, respectively.   

Figure 12 – Large Caps Outperform Small Caps But Value Outperforms Growth 
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With spot oil prices approaching $100/barrel, Energy stocks were the standout sector performer posting a 
positive return while all other major sectors were negative for the month (Figure 13).  Besides Energy, 
traditional Cyclical sectors such as Industrials, Materials, and Financials and Defensive sectors such as 
Consumer Staples and Healthcare outperformed while Growth Cyclicals (Technology, Consumer 
Discretionary) and Real Estate underperformed.   

Figure 13 – Energy Sector Was the Standout Sector Performer in February 

Among risk factors (Figure 14), High Dividend and Value Factors outperformed all other risk factors while 
High Quality lagged.  Momentum saw a sharp recovery last several days of the month.      

Figure 14 – High Dividend and Value Outperformed All Other Risk Factors While High 
Quality Lagged 
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Investment grade fixed income suffered from a rise in interest rates although longer maturity rates dropped 
from the intramonth highs in response to Russia’s military incursion into Ukraine.  The 10-Year US 
Treasury yield, having risen as high as 2.18% ended the month at 1.83%.  The Bloomberg/Barclays U.S. 
Aggregate Bond Index dropped 1.1% as did the Global Aggregate ex US Index (Figure 15).  U.S. high 
yield marginally outperformed the broader fixed income market even though credit spreads widened (the 
lower interest rate sensitivity helped offset the rise in credit costs).  The Bloomberg / Barclays US High 
Yield Index returned -1.0%, slightly outperforming investment grade fixed income, while 
Bloomberg/Barclays Emerging Market Debt Local Currency dropped 3.4% as investors sold down 
emerging market debt exposure in reaction Ukraine/Russia.   

Figure 15 – Fixed Income Had Another Negative Month As Interest Rates and Credit Risk 
Rose in February  
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Within equity alternatives (Figure 16), S&P GSCI Commodities Index returned 8.8% helped by a strong 
increase in energy prices and industrial metals, while S&P GSCI Precious Metals rose 6.1% on the 
strength of gold, silver, platinum, and palladium prices.  The Dow Jones REITs Index returned -3.9%.     

Figure 20 – REITs and Precious Metals Withstand Risk-Off Selling While Commodities 
Were Dragged Down by Lower Energy Prices 

 

Disclosure: 

The above is the opinion of the author and should not be relied upon as investment advice or a forecast of 
the future. It is not a recommendation, offer or solicitation to buy or sell any securities or implement any 
investment strategy. It is for informational purposes only. The above statistics, data, anecdotes, and 
opinions of others are assumed to be true and accurate however 3D/L Capital Management does not 
warrant the accuracy of any of these. There is also no assurance that any of the above are all inclusive or 
complete.  This article does not constitute an offer to sell or a solicitation of an offer to purchase interests in 
any investment vehicles or securities.  This article is not a prospectus, an advertisement, or an offering of 
any interests in either the Strategy or other portfolios.  This article and the information contained herein is 
intended for informational purposes only. It does not constitute investment advice or a recommendation 
with respect to investment. Investing in any strategy should only occur after consulting with a financial 
advisor. 

3D/L does not approve or otherwise endorse the information contained in links to third-party sources. 3D/L 
is not affiliated with the providers of third-party information and is not responsible for the accuracy of the 
information contained therein. 

Past performance is no guarantee of future results. None of the services offered by 3D/L Capital 
Management are insured by the FDIC and the reader is reminded that all investments contain risk. The 
opinions offered above are as of March 1, 2022 and are subject to change as influencing factors change. 

More detail regarding 3D/L Capital Management, its products, services, personnel, fees and investment 
methodologies are available in the firm’s Form ADV Part 2 which is available upon request by calling (860) 

https://3dlfinancial.com/wp-content/uploads/3DL-Capital-Management-Form-ADV-Part-2A-3-31-2021.pdf
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291-1998, option 2 or emailing sales@3dlfinancial.com or visiting 3D’s website at www.3dlfinancial.com. 
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