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– Russia has invaded Ukraine. This follows Putin's speech on Monday night, in which 

he referred to a “special military operation”, and we now see this is an attack on 

the whole of the Ukraine and not ‘only’ the Eastern provinces. 

– The US, the EU and the UK immediately announced further sanctions on Thursday 

morning. In a joint approach, the member states of the G7, NATO and the EU aim to 

cut off the Russian government, banks and state companies from international 

capital markets. In addition, they want to restrict the access to technology, goods 

and software that is strategically important to Russia. 

– Financial markets reacted negatively. Typical safe havens such as German 

government bonds and gold are higher. The same goes for commodities, 

especially energy. Oil prices rose by 7% and gas prices by over 30%.

– The effects of the conflict on the economy and financial markets will depend 

heavily on its scale and duration, as well as on the sanctions measures that will be 

taken on both sides. 

Financial markets impacts
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Impact on raw materials

– Russia is a major producer of the world’s raw materials and commodities. With

the military conflict now underway and sanctions imposed by the West, the risks

of disruption in the supply of these commodities are considerable.

– Europe gets 40% of its gas imports from Russia, and 20% of its oil imports.

– Gas reserves in Europe and oil reserves worldwide are at low levels, but

disruptions in the supply and production of these commodities could have a

major effect on the prices of gas and oil.

– Much depends on sanctions or countermeasures from Russia in the conflict that

may lead to supply disruptions. Both sides will try to minimise the chances of this

happening. Europe and the US will focus on avoiding the negative economic

consequences; Russia will focus on avoiding the financial consequences,

although considerable financial buffers have been built up in recent years. In the

past, Russia has always continued to supply gas, even during periods of

geopolitical tension such as the annexation of the Crimea in 2014.

– Tensions are putting upward pressure on energy prices. In the event of further

escalation, we have drawn up two scenarios in which the degree of sanctioning

and countermeasures by Russia are the most important factor.

– Moderate impact: gas and oil prices rise 40/50% and 20/25% respectively.

– Severe impact: gas and oil prices rise 80/100% and 40/50% respectively.

– It should be noted that, in our view, the first scenario, moderate impact, is likely

to lead to the second scenario, severe impact, due to strong political resistance.

Low global reserves make prices sensitive to disruptions

Russian exports of raw materials (% of global production)
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– The Ukraine conflict affects the European economy through trade relations, 

banking exposure, financial conditions and economic uncertainty in general. The 

greatest impact is on rising energy prices as well as all of these factors. 

– Europe gets around 20% of its oil and 40% of its gas from Russia. Any disruption 

of supplies could significantly affect energy prices in Europe. 

– In the moderate impact scenario (Scenario 1 in the graph), EU inflation is expected 

to increase by 1% to 6% while economic growth declines by 1% to 3%. In the 

severe impact scenario (Scenario 2 in the graph), inflation increases by 2% to 7% 

while economic growth declines by 3% to 1%. 

– In the severe impact scenario in particular, the effects trickle down to lower 

consumer confidence and tighter financial conditions. Energy-intensive industries 

will be particularly affected. 

– Although this severe scenario may have a significant impact, it is significantly less 

than during the 1970 oil crisis. The European economy has become less energy-

intensive.

Scenarios

Economic impact
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Trade relations

The EU's trade relationship with Russia is limited and accounts for around 1.5% of 

GDP. For the US, it is only 0.1%. These volumes have halved since 2014, following the 

annexation of Crimea. The volume of trade with Ukraine is marginal at 0.2% of GDP. 

EU/Russia trade volumes halved in 2014-2020

Trade relations and banking exposure

Source: IMF, DB, Kempen. Figures are in USD billions and annualised over the period 2014-2020
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Banking relations

– Exposure to Russia in European banks is half what it was a decade ago, as a 

percentage of outstanding exposures. At $75 billion, it was 0.7% in Q3 2021. 

– Austria, Italy and France have the highest exposures to Russia through 

subsidiaries belonging to Russia's systemically important banks.

European banks’ exposure to Russia (%)

Source: BIS international banking statistics, DB
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Gulf War 1990-1991: impact on MSCI World / S&P500 (in USD)

Geopolitical crises ripple through markets

Iraq War 2003: impact on MSCI World / S&P500 (in USD)

– After recognising the independence of the regions of Lugansk and Donetsk, the

conflict escalated further with an invasion of the whole of Ukraine. With

geopolitically driven nervousness, it is difficult to anticipate what will happen

next. The impact on the economy and financial markets depends on the scale

and duration of the conflict.

– History shows, however, that the market’s reaction is often severe at first, but

ultimately relatively short-lived. After the initial shock, economic fundamentals

tend to recover over a somewhat longer period (>3 months).

– By way of illustration, an analysis of 28 geopolitical crises since World War II in

which the US played a role, the impact on the S&P 500 Index has typically not

been that pronounced, with on average, price loss around 6%. The market was

typically after three weeks, with the following three weeks showing a full

recovery from the correction. Six weeks after the initial crisis, the macroeconomic

trend had typically settled.
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– Sentiment around Russia and Ukraine currently dominates financial markets. 

Geopolitical tensions will continue.

– Macroeconomic developments and prospects were positive. This crisis is mainly 

putting pressure on the forward-looking outlook because of higher energy prices. 

As outlined, we do not expect an economic recession. This is largely due to the 

strong economic tailwinds from the reopening of global economies. 

– Inflation is and will remain a concern. Depending on the final impact on energy 

prices, it will soon be one percentage point higher. What the ECB will do is still 

unclear. A pause for reflection now seems more likely than a reversal of the 

loose monetary policy. Diminishing fears of interest rate hikes then offer some 

compensation. 

– Geopolitical events such as these rarely leave a long-term mark on financial 

markets. Ultimately, it is economic and business performance that is decisive; 

these remain solid for the present.

Interest rates: ‘safe haven’ vs inflation

Positive cycle: reopening the economy provides tailwind
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