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Consulting Economist 

 
“This war has no historical parallel. It is a raw, 18th-century-style land grab by a 

superpower — but in a 21st-century world. This is not 1945 or 1989. The world is wired 

together more intimately than ever before by telecommunications; satellites; trade; the 

internet; road and air networks; financial markets; and supply chains. So, while the 

drama of war is playing out within the borders of Ukraine, the risks and repercussions of 

Putin’s invasion are being felt across the globe — even in China.” 

 

     Thomas L. Friedman 

     The New York Times 

     February 27, 2022   

 

World equity prices have been in a steady decline since the beginning of this year. 

The rate of decline accelerated in recent weeks along with the steady build-up of 

Russian troops on the border with Ukraine. The equity market plunged last 

Thursday on news of an official invasion of Ukraine but staged a spectacular rally 

in late trading on Thursday and all of Friday. The cumulative peak-to-trough 

decline in stock prices through Thursday’s close was 12%, as measured by the 

S&P 500 Index. 

 

▪ The most important question facing investors is whether the stock market 

decline is a result of fundamental macroeconomic factors. In my judgment, 

the answer is no. Underlying economic conditions are healthy in virtually all 

respects, including very strong demand for labor, rapid growth in household 

and business incomes, and solid private sector balance sheets. The US 

economy is arguably the healthiest in three decades. Real GDP is on track to 

grow at an above-average rate over the next four to six quarters, while the risk 

of recession remains low. 

 

▪ There are two factors that more accurately explain the sharp decline in stock 

prices since early January: (1) Geopolitical risks associated with Russia’s 

invasion of Ukraine; and (2) Economic risks associated with the upcoming 

Federal Reserve tightening cycle. Each of these issues increases the level of 

uncertainty for investors. Financial markets detest uncertainty more than 

anything and typically assume the worst possible outcome until there is at 

least some partial resolution or stabilization. 

 

 

 

 

In the short term, equity 

market weakness could 

persist for a while 

longer, as the grim 

headlines continue to 

rattle investors. Further 

declines from current 

levels should not be 

ruled out. Stock market 

corrections typically do 

not end until the market 

reaches extreme 

oversold conditions and 

investor fear becomes 

palpable and 

widespread. Investors 

should closely monitor 

the put/call ratio in the 

options markets for 

evidence of extreme 

pessimism that would 

mark an ultimate 

cyclical market bottom. 
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▪ The history of geopolitical shocks and financial markets is clear. Exogenous 

shocks tend to trigger an immediate violent market response that in most 

instances proves to be short-lived. I have examined a wide range of 

geopolitical shocks over the past 75 years, including the Korean War (1950); 

the Russian invasion of Hungary (1956); the Cuban Missile Crisis (1962); the 

Gulf War (1990); the September 11 terrorist attacks (2001); and the Iraqi War 

(2003), among others. In virtually all cases, equity market declines were in a 

range of 10% to 15%. Stocks rallied within several months, and in all cases 

were higher one year later. 

 

▪ Russia’s invasion of Ukraine is a tragic and profound humanitarian crisis.  

From an investment perspective, financial markets could remain extremely 

volatile for weeks, and further market declines cannot be ruled out. 

Stabilization of world equity markets is predicated upon two key variables:  

(1) The crisis is contained within Ukraine, which is the most likely scenario; 

and (2) Economic sanctions by the West do not result in a sustained 

disruption of energy flows between Russia and the European Union (EU). 

 

▪ The symbiotic economic relationship between Russia and the EU greatly 

complicates the future course of events. Europe depends upon Russia for 28% 

of crude oil imports and 41% of natural gas imports. Russia derives 48% of oil 

export revenues from the EU and 72% of natural gas export revenues. Overall, 

greater than one-third of imports and exports of Russian goods are with the 

EU. The worst-case scenario for the world economy and financial markets 

would be sustained interruption of energy flows between Russia and the EU. 

 

▪ From a longer-term perspective, Russian aggression against Ukraine raises 

serious issues of a military, geopolitical, and economic nature. At a minimum, 

the strategic balance of power in the world has been permanently altered, the 

global economy is at risk to slower growth over the next year, and higher 

energy and commodity prices could lift world inflation.  A deepening of the 

strategic partnership between China and Russia appears to be virtually 

assured. Finally, the outlook for globalization and world trade has darkened.  

 

▪ It also appears increasingly likely that the Russian incursion into Ukraine will 

mark the beginning of a new Cold War with Russia. The world order is evolving 

into a multi-polar environment with China, Russia, and the US competing for 

world supremacy. Russian actions could also lead to a rise in authoritarianism 

elsewhere.  

 

▪ The odds of Chinese aggression against Taiwan have also increased. Investors 

should assume that geopolitical risks will remain elevated for an extended 

period, adding to economic and financial market instability. Putin’s directive 

to increase the readiness of Russia’s nuclear weapons is especially worrisome. 
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▪ Russia’s aggression will hasten its long-term decline both economically and 

strategically. With its military venture in Ukraine, Russia is overreaching. The 

Ukrainian insurgency will likely be ferocious and will drain Russia of vital 

resources, thereby weakening Putin’s regime in the long term. The Russian 

economy is the same size as Texas. Putin will almost certainly face a 

significant social and political backlash in coming years, increasing the odds 

of social unrest or possibly revolution. 

 

▪ The outlook for the world economy has become more uncertain because of 

Russian aggression. The European economy is at greatest risk because of its 

proximity to Ukraine and its dependence on Russian energy exports and cross-

border trade. The magnitude of global economic weakness is ultimately 

dependent upon the breadth of sanctions imposed on Russia and the extent of 

escalation in military actions. 

 

▪ Conversely, the US is at only modest direct economic risk because of its heavy 

reliance on domestic demand and its possession of massive energy resources. 

However, higher energy prices and slumping business and consumer 

confidence could dampen GDP growth somewhat in the short term. The West 

is also vulnerable to destabilizing cyberattacks from Russia that could occur at 

any time. 

 

▪ It is highly unlikely that Federal Reserve policy will be altered significantly 

under most geopolitical scenarios. However, it is possible that the Fed could 

modify the pace of tightening, depending upon the fallout from the invasion 

and economic sanctions. Even then, the Fed will continue to raise its policy 

rate in a timely manner over the next two years at a minimum in order to 

combat inflation. 

 

▪ The outlook for energy markets is predicated upon time horizon. World oil 

prices are likely to remain elevated in the short term until there is greater 

clarity with respect to sanctions on Russia, which could result in a temporary 

disruption of oil flows. Assuming only modest sanctions on Russian oil exports, 

oil prices could decline later in the year. Oil production for both OPEC and 

non-OPEC countries could surprise on the upside, allowing world inventories to 

build and market prices to decline. World oil prices could end the year below 

$75 per barrel, down from $98 today. 

 

▪ The behavior of the US Treasury market since the onset of the Ukraine crisis 

has been instructive. The normal investor response to geopolitical shocks has 

been a   re-allocation of funds into safe-haven assets, resulting in higher prices 

and lower market yields on US Treasury securities. Surprisingly, this classic 

market reaction has not been evident to date. 
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▪ Market yields on ten-year US government bonds have remained close to 2% as 

the crisis has unfolded, reflecting deep investor concerns over inflation and 

the imminent monetary tightening cycle. The message seems clear: The 

fundamentals of the bond market are structurally weak, suggesting that bonds 

may be entering a secular new era, following 40 years of interest rate declines. 

Conversely, the US dollar — another traditional safe-haven asset — could 

strengthen significantly in the face of heightened geopolitical tensions. 

 

▪ The equity market will remain extremely volatile in the short term until there is 

greater clarity regarding Russian aggression and the outlook for energy 

markets. Nonetheless, investors should view this development as a geopolitical 

incident that is likely to be limited in scope and unlikely to have a durable 

impact on the world economy. A resumption of the two-year bull market could 

begin within several months once investors develop greater conviction 

regarding the economic outlook. I continue to expect stocks to register positive 

returns in 2022.  

 

▪ In the short term, equity market weakness could persist for a while longer, as 

the grim headlines continue to rattle investors. Stock market corrections 

typically do not end until the market reaches extreme oversold conditions and 

investor fear becomes palpable and widespread. Investors should closely 

monitor the put/call ratio in the options markets for evidence of extreme 

pessimism that would mark an ultimate cyclical market bottom. 
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This material is intended to provide information only. This material is not intended as advice or recommendation about investing or managing your retirement 
savings. By sharing this information, Prudential Retirement® is not acting as your fiduciary as defined by the Department of Labor or otherwise. If you need 
investment advice, please consult with a qualified professional. 
 
The opinions and recommendations herein do not take into account individual client circumstances, objectives, or needs and are not intended as 
recommendations of particular securities, financial instruments or strategies to particular clients or prospects. No determination has been made regarding 
the suitability of any securities, financial instruments or strategies for particular clients or prospects. For any securities or financial instruments mentioned 
herein, the recipient(s) of this report must make its own independent decisions. 
 
Certain information contained herein may constitute “forward-looking statements,” (including observations about markets and industry and regulatory 
trends as of the original date of this document). Due to various risks and uncertainties, actual events or results may differ materially from those reflected or 
contemplated in such forward-looking statements. As a result, you should not rely on such forward-looking statements in making any decisions. No 
representation or warranty is made as to future performance or such forward-looking statements. 
 
The financial indices referenced herein are provided for informational purposes only. You cannot invest directly in an index. The statistical data regarding 
such indices has been obtained from sources believed to be reliable but has not been independently verified. 

Bloomberg US Aggregate Bond Index: is a broad base, market capitalization-weighted bond market index representing intermediate term investment 
grade bonds traded in the United States. Investors frequently use the index as a stand-in for measuring the performance of the US bond market. 

Dow Jones Industrial Average: is a stock market index that measures the stock performance of 30 large companies listed on stock exchanges in the 

United States. 
 
MSCI World Excluding US Equity Index: is a stock market index comprising of non-U.S. stocks from 23 developed markets and 26 emerging markets. 

The index is calculated with a methodology that focuses on liquidity, investability, and replicability.  
 
NASDAQ: is an American stock exchange at One Liberty Plaza in New York City. It is ranked second on the list of stock exchanges by market capitalization 
of shares traded, behind the New York Stock. 
 
NYSE FANG+ Index: is an equal-dollar weighted index designed to represent a segment of the technology and consumer discretionary sectors consisting 
of highly-traded stocks of technology and tech-enabled companies. 
 
Russell 2000 Index: is a small-cap stock market index of the smallest 2,000 stocks in the Russell 3000 Index. It was started by the Frank Russell 
Company in 1984. The index is maintained by FTSE Russell, a subsidiary of the London Stock Exchange Group. 
 
Russell 3000 Growth Index: is a market capitalization-weighted index based on the Russell 3000 index. The Russell 3000 Growth Index includes 
companies that display signs of above-average growth. The index is used to provide a gauge of the performance of growth stocks in the United States. 
 
Russell 3000 Value Index: : is a market-capitalization weighted equity index maintained by the Russell Investment Group and based on the Russell 3000 
Index, which measures how U.S. stocks in the equity value segment perform by including only value stocks. 
 
S&P 500® Index: Measures the performance of 500 widely held stocks in US equity market. Standard and Poor's chooses member companies for the index 
based on market size, liquidity and industry group representation. Included are the stocks of industrial, financial, utility, and transportation companies. Since 
mid-1989, this composition has been more flexible and the number of issues in each sector has varied. It is market capitalization-weighted. 
 
The Value Line Geometric Composite Index: is the original index released, and launched on June 30, 1961. It is an equally weighted index using a 

geometric average. Because it is based on a geometric average the daily change is closest to the median stock price change. 
 
These materials are not intended as an offer or solicitation with respect to the purchase or sale of any security or other financial 
instrument or any investment management services and should not be used as the basis for any investment decision. Past performance is 
not a guarantee or reliable indicator of future results. 

The information provided is not intended to provide investment advice and should not be construed as an investment recommendation by Prudential 
Financial or any of its subsidiaries.  
©2022 Prudential Financial, Inc. and its related entities. Prudential, the Prudential logo, and the Rock symbol are service marks of Prudential Financial, Inc., 
and its related entities, registered in many jurisdictions worldwide. 
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