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Over the last week, the Russian invasion of Ukraine has intensified and international sanctions have
been levied against Russia as a result. What does this mean for the global economy and markets?
We sat down with Sarah Riopelle to get her view and how she is positioning her portfolios in the
current environment.
Markets have been reacting strongly to Russia’s actions over Ukraine. What’s your view on recent
events and their impact on the global economy and markets?
The conflict escalated rapidly over the past week and international markets reacted with a risk-off stance, meaning equity
markets sold off and bond yields fell. Volatility in global equities spiked and most major indexes entered correction
territory, falling at least 10% from their peaks. At the same time, government bond prices rallied as investors sought safe
havens, with the U.S. 10-year yield falling from just over 2.0% to as low as 1.70% earlier this week. So bonds are acting
as ballast in a diversified portfolio.
It is difficult to determine whether the recent sell-off is completely attributable to the Russia/Ukraine crisis given the current
environment of high inflation and hawkish central banks. In the near-term, Russia’s invasion of Ukraine likely means
higher energy and commodity prices, risk-off sentiment, and potentially more stringent economic sanctions on Russia than
we’ve seen over the past week. Longer-term, it could also mean higher defense spending, prioritizing energy security over
climate change, and economic decoupling from Russia.
The situation also complicates an already-challenging policy environment for central banks. Our view was that inflation
would begin to drop back to more normal levels in the second half of the year. That may not be the case anymore. But it’s
hard not to think that Fed and ECB actions will be a bit more constrained and that additional pathways to negative
outcomes have opened up. The degree to which the outlook for inflation is altered by surging energy and other commodity
prices, or that consumer and business confidence wanes during a period of already-tightening financial conditions, are
now front of mind for central bankers and investors.
We now expect global GDP growth of 3.6% in both 2022 and in 2023. Although the risk of recession has increased as
monetary conditions tighten and geopolitical risks rise, we expect the expansion to continue through the next 12 months at
least, albeit at a slower pace. Inflation remains among the biggest threats to the expansion. We continue to look for a
peak toward the middle of 2022 as pandemic-related distortions ease, although we now have our eye on the impact of
energy and other commodity shocks related to the invasion.

How have markets responded in the past to these “acts of war”?
Historically, military engagements such as these have had a limited impact on financial markets, except in rare cases
where the event ultimately changed the course of the economy. Over the years, we have tracked the impact of various
events on markets and how these types of acts of war have affected markets.
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On the equity side, the median experience was a decline over 5 days of 2.7% and full recovery within 12 days. On the
bond side, we see a similar risk-off pattern for these events where bond yields declined over a fairly short period and then
recover rather quickly.
While the median experience for markets during acts of war has been relatively benign, it’s important to recognize that
some of the worst and most significant outcomes are included in these stats. What matters is if the event alters the course
for the economy and in such cases we observe severe and long-lasting hits to markets. Although there are pathways to a
very negative outcome for markets resulting from Russia’s invasion, at this time we think these represent a low probability.
Markets will likely remain volatile as the crisis evolves. It is important for investors to keep in mind that periods of
heightened uncertainty are common during times of geopolitical tension, but that does not mean that they should abandon
their long-term investment plans.

*Reaction period: Number of days that the market declined in response to an act of w ar and then took to recover to its level prior to the
event. Source: RBC GAM, Ned Davis Research. An investment cannot be made direc tly into an index. The table does not reflect
transaction costs, investment management fees or taxes. If such costs and fees w ere reflected, returns stated w ould be low er. Past
performance is not a guarantee of future results.
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Have you made any adjustments to your portfolios to reflect this changing environment?
We have made several changes to our tactical asset mix over the past several weeks as the spike in market volatility
provided us with an opportunity to re-deploy cash reserves that we had built up over the past few quarters. The recent rise
in yields and decline in stock prices allowed us to add back to these positions at more attractive levels.
Specifically, we boosted our fixed income allocation by 0.5% in two trades in late January/early February. At the time,
bond yields had risen and removed some of the valuation risk so we felt it prudent to narrow our degree of underweight.
We also felt that a slightly higher bond allocation would provide additional cushion to portfolios in the event of a downt urn
in the economy or stocks. That said, we remain underweight fixed income, reflecting our view that bonds are likely to
deliver low to even negative returns over our forecast horizon in our base case scenario.
Over the last week, we have also added 0.5% back to our equity position, sourced from cash. Although risks to capital
markets have risen measurably over the past several months, the sell off so far this year has resulted in a significant
adjustment to equity prices, reducing valuation risk and improving expected returns.
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