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‒ The West is ready to impose far-reaching sanctions on Russia 

‒ Energy exports from Russia are exempt from sanctions thus far 

‒ European economy has greater exposure to conflict than other developed markets 

‒ Further deterioration in market sentiment due to energy shortages not in baseline scenario 

‒ European economy shows strong momentum; absorbs first shock 

 

 

 

On Thursday, 24 February 2022, Russia’s 
President Putin declared a general invasion of 
Ukraine. At the time, this was the worst-case 
scenario as predicted by strategists and analysts. 
After an initial shock reflected in stock markets, 
markets recovered on Friday, 25 February when 
the West’s initial sanctions were considered 
relatively minor. However, this picture has 
changed dramatically in recent days: the West, 
acting faster and more united than expected, is 
prepared for far-reaching sanctions, even if these 
have negative consequences for their own 
economies. Hopes for a de-escalation of the 
military conflict are currently low. Bright spots are 
the negotiations between Russia and Ukraine, and 
that China has indicated that it wants to mediate 
between the two countries. 

FAR-REACHING SANCTIONS AGAINST RUSSIA 

 

Heavy economic sanctions have been imposed on 

Russia, with the aim of restricting access to 

international capital markets for Russians, 

restricting the export of technologically strategic 

goods and damaging the Russian economy. In 

addition to restrictions on state-owned enterprises, 

certain sectors and Russian banks, the main 

sanctions are the banning of seven Russian banks 

from the international payment system SWIFT and 

the freezing of the Russian Central Bank’s foreign 

exchange reserves stored in the West (approx. 60-

70% of the total). 

 

The SWIFT ban means that a number of Russian 

banks will be unable to make international 

payments, making it difficult for Russian companies

 

 

 

to import or export goods. The SWIFT ban is 

effective from 12 March. 

 

A notable exception is energy, where transactions 

are still permitted. As a result, Russia's energy 

supplies to Europe are theoretically not directly at 

risk. The current measures will affect the Russian 

economy and, to a lesser extent, the eurozone; the 

impact on the eurozone’s GPS is estimated at -0.5-

1%. The European economy has withstood the initial 

shock, largely due to strong economic tailwinds 

from the reopening of global economies, when the 

eurozone’s expected growth rate for 2022 was 

around +4%. In general, the economies in the US, 

Pacific region and Emerging Markets are less 

exposed to this conflict, aside from higher 

commodity prices and potential supply chain 

disruptions. Furthermore, the likelihood of financial 

systemic risk is limited, although banks with higher 

exposure to the Russian economy will feel a greater 

impact. 

 

However, the economic uncertainties are still 

considerable. Developments between Russia and 

Ukraine follow each other in rapid succession, as do 

Western sanctions. The economic damage could be 

much higher depending on the duration and extent 

of the conflict. Europe is dependent on Russia for 

40% of its gas imports and 20% of its oil imports, 

compounded by the regional nature of gas markets 

as well as low gas reserves in Europe. 

 

Oil and gas prices in Europe have risen sharply in 

recent days due to fears of reduced supply from
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Russia. The oil price has risen by 20% since last 

week and the European gas price has more than 

doubled. At the time of writing, Russia's gas 

supplies have remained constant. Historically 

Russia has always fulfilled its energy supply 

obligations, even during the Cold War and the 

annexation of Crimea in 2014. Russia benefits from 

a positive trade balance through the export of 

energy, especially now that the Central Bank of 

Russia’s reserves have been frozen. Nonetheless, 

the unfolding crisis may well mean that the energy 

supply is affected. Europe could also make the 

political decision to stop importing energy from 

Russia, regardless of the likely adverse economic 

impact. 

 
 EUROPEAN GAS RESERVES (IN TWH) ARE LOW 

 

Source: AGSI+, OECD, Van Lanschot Kempen 

If Russia decides to take countermeasures by 

reducing Europe's energy supply, this will lead to 

much higher inflation (estimated impact of around 

2%), lower production from energy-intensive 

industries in Europe, lower consumer confidence 

and tighter financial conditions. In such a scenario, 

the economic damage to the eurozone is estimated 

at 2% to 3% of real GDP. 

 

CAUTIOUS FLIGHT TO SAFETY 

The further escalation of the conflict and tightening 

sanctions against Russia have understandably had 

an impact on world’s financial markets. Since 

President Biden's (USA) speech on 11 February, 

when he pointed out that a Russian invasion of 

Ukraine was likely, the European stock market has 

fallen dramatically (-5.2% MSCI Europe Index in 

EUR). Developed markets as a whole fared better (-

0.4% MSCI World Index in EUR), as the USA and the 

Pacific region are less dependent on imports, 

including energy, from Russia. 

 

Sectors that have benefited thus far are gold (+8.5% 

in EUR) and commodities (+15.2% in EUR). In addition 

to energy, Russia is also an important exporter of 

base metals and, in cooperation with Ukraine, of 

grain, corn/maize and sunflower oil. 

 

Areas that have fared worse include emerging 

markets bonds: quoted in USD (-3.2% in EUR 

unsecured) and quoted in local currency (-5.3% in 

EUR unsecured). These sectors have a relatively 

larger exposure to Russia and Ukraine (in USD: 3% 

Russia, 2% Ukraine; in local currency: 6% Russia) 

and the sanctions that ban Russia from international 

capital markets are causing severe restrictions on 

liquidity in Russian government bond trading. 

 

In addition to direct exposure to Russia and Ukraine, 

emerging markets sovereign bonds are affected by 

the flight to safe assets, and higher commodity 

prices are driving higher inflation expectations in 

emerging markets. 

 

Exposure to Russian equities is more limited (3% in 

the MSCI Emerging Markets Index on 11 February, 

down to 1.5%). Ukrainian companies are not listed in 

the MSCI or FTSE Russell emerging market indices. 

MSCI, FTSE Russell and Stoxx have announced that 

they will remove Russian equities from their equity 

indices from 9, 7 and 18 March respectively. 

 

In view of the geopolitical turbulence, bond 

market movements in industrialised countries 

were initially limited. Since the beginning of this 

week, however, there has been a marked decline 

in capital market interest rates. The German ten-

year yield has fallen by around 20 basis points to 

0.02% since last Friday. In the US, the ten-year 
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yield fell to a level of 1.9% (2.0% on Friday) and a 

similar movement was observed in the UK (now 

1.3%, last Friday 1.5%). As a result, developed 

market government bonds continue to 

demonstrate their added value as a safe-haven 

assets in an investment portfolio. 

 
TEN-YEAR GOVERNMENT BOND YIELDS FALL 

 

 

Source: Bloomberg, Van Lanschot Kempen 

German capital market interest rates have fallen 

because investors expect the ECB to be cautious 

about tapering its relaxed monetary policy due to 

the political situation and its economic 

consequences. This would prevent the eurozone 

economy being deprived of oxygen on both sides. 

In fact, this seems likely, even though inflation in 

the eurozone is high and higher commodity prices 

could push inflation higher in the short term. The 

chance of the Fed, the US federal reserve, 

postponing interest rate hikes is much lower. 

Economic dependence on Russia is limited, 

current inflation is high, the labour market is tight, 

and with fewer anticipated oil exports from Russia, 

oil price inflation provides further support. 

However, the likelihood of a 50 basis point rate 

hike in March appears to have fallen following 

speeches by Fed officials. 

 

Financial markets appear to be pricing in the 

economic consequences as well as political risks 

of the unfolding crisis, taking into account the solid 

macroeconomic outlook for 2022 and companies’ 

performance. if renewed measures mean that 

Russia's energy supply to Europe is further 

jeopardised, including economic expectations, 

financial markets could fall further. However, this 

is not our baseline scenario. 
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Disclaimer 

This publication of Kempen Capital Management NV (KCM) is for information purposes only. The information in this document is incomplete without the verbal 

explanation given by an employee of KCM. KCM is licensed as a manager of various UCITS and AIFs and authorized to provide investment services, and, as 

such, is subject to supervision by the Netherlands Authority for the Financial Markets. KCM explicitly wants to prevent the benchmarks being used in this 

presentation from being published or made available to the public within the meaning of the Benchmark regulation. Therefore, the benchmark data in this 

presentation is made available to you, exclusively to internal business and non-commercial purposes. 

No part of this presentation may be used without prior permission from KCM. 

 

 


