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RUSSIA SHOCKS THE WORLD

Over February, global equities fell for a second straight month as markets
responded negatively to the news that Russia had launched a full-scale military:
offensive against Ukraine. The early part of the month was already negative for
equities, with central banks dominating news flow; investors increased bets

on aggressive interest rate hikes from central banks. The second half of the
month saw attention shift to the war in Ukraine, with equity markets selling

off. At the same time, commaodity prices moved swiftly higher due to Russia’s
importance as a global commodity producer. Russia’s actions in Ukraine sparked
a re-evaluation of interest rate hike expectations, with markets pricing in fewer
US Federal Reserve (Fed) and European Central Bank (ECB) rate hikes than
originally expected. Near term global growth expectations were revised lower as
oil prices moved higher and western countries launched hard hitting sanctions
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against the Russian regime and its supporters.

Russia/Ukraine

In the last week of February, Russia launched a military offensive
in Ukraine. To date, the clearest economic impact is in commodity
markets, especially oil and gas. Russia is a major player in the
global commodity space and accounts for 17% of global gas
production and 12% of global oil production. Combined, Russia
and Ukraine also account for 25% of global wheat exports. Brent
crude oil ended the month above $100/barrel, while European
gas prices rose 17% to €99/megawatt hour (mwh) over the month.
Fears that sustained higher commodity prices could impact global
growth and inflation led to a selloff in risk assets, with safe haven
assets rallying.

The overall financial market reaction to the crisis, which saw global
equities fall -2.6% through the month, has been limited by the fact
that Russia and Ukraine account for less than 2% of global GDP.

At the same time, exposures to Russian assets within the global
financial system are modest. Western sanctions on the Russian
regime and its supporters are having severe negative effects on
the Russian economy and the Russian ruble fell by more than 36%
against the euro through the month. Europe remains particularly
vulnerable to the crisis due to its dependence on Russian gas
supplies, which account for approximately 25% of European gas
usage. Concerns surrounding possible retaliatory actions from
Russia, particularly in relation to energy supplies, have increased
risk premia in European markets, which have trailed global equity
indices.
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Inflation

The ability for governments and central banks to offset the
negative economic fallout from the Ukraine crisis could be limited
by the already significant inflationary backdrop. Whether major
central banks react to higher commodity prices by increasing

the magnitude or pace of interest rate hikes, or whether they
choose to look through energy-driven inflation pressuresin a

bid to support global growth is so far unclear. Some ECB council
members have urged caution on monetary policy in the face of
the conflict, even as inflation hit a record of 5.1% year-on-year
(y/y) in February. In the US, a strong inflation reading of 7.5% y/y,
its highest level since 1982, and the ongoing recovery in the labour
market have kept the Fed on track to deliver its first rate-hike

in March. The Fed is currently expected to raise rates six times
this year, commencing in March. In the UK, the Bank of England
delivered a 25 basis points (bps) rate hike in February and began
quantitative tightening as headline inflation reached 5.5% vy/y.

Corporate earnings

Through the month, positive earnings reports were a support for
markets as fourth quarter earnings beat consensus expectations.
US companies registered earnings growth of over 28% y/y, with
European companies registering earnings growth of over 47%.
Earnings surprises were in the region of +6% and +7% in the US
and Europe respectively.
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MARKET
ROUND-UP

Equities

The MSCI AC World equity index fell -2.6% (-2.7% in €) as the Russian
invasion of Ukraine roiled markets, which had already been reeling
from fears of rising interest rates. European equities underperformed
and fell-4.3% (-4.1% in €) due to fears that higher oil and gas prices
would damage European growth. The UK outperformed, gaining
0.8% (0.6% in €), and benefitted from its relatively large weight

in energy and material stocks, which were supported by higher
commodity prices. Emerging markets fell -2.4% (-3.2% in €) as

risk assets were weighed down by news on the Ukraine crisis; falls
intensified after Russia’s full-fledged invasion. Russian assets saw
the sharpest falls as western sanctions hit markets hard. The US fell
-2.9% (-3.1% in €) as growth stocks were hit hard on the back of more
inflation focused market pricing of Fed rate hikes, while Russian
actions in Ukraine increased risk-off sentiment into month end.
Japan fell -1.2% (-1.3% in €) and outperformed global benchmarks.

Bonds

The Eurozone >5-year bond index returned -2.8% in February as
bond markets continued their sell-off from 2021. For most of the
month, markets were being driven by the outlook for inflation

and potential interest rate hikes from the ECB. Late in the month,
the events in Ukraine took centre stage as investors began to
discount a growth impact from higher commodity prices; this led

to arally in safe-haven fixed income assets. The German 10-year
yield rose 12bps, ending the month at 0.14%. Italian and Spanish
10-year spreads against Germany widened to 157bps and 98bps
respectively as markets pondered the impacts of a removal of ECB
accommodation and potential growth shocks following the Russian
invasion of Ukraine. Investment grade corporate bonds fell -2.7% as
spreads rose 41bps to 1.48%. High yield corporate bonds fell -1.4%
as yields rose 45bps to 4.92% and spreads widened 29bps to 354bps.

Emerging market (EM) local debt fell -5.1% in euro terms during the
month following Russia’s invasion of Ukraine as yields rose over
40bps to 6.3% and EM currencies fell over 2%. EM hard currency
debt fell -7.8% (-7.5% in €) as Russian, Ukrainian, and Belarusian
debt fell sharply. EM hard currency yields rose to 6.6%, while spreads
widened to over 450bps.

Currencies and commodities

The euro fell to 1.1205 against the US dollar, with the dollar rising
due to its safe haven status in times of market stress. Commodities
rose +8.8% (+8.6% in €), bringing their year-to-date return to 21.4%
(22.9% in €). WTl oil was up +8.6%, bringing its year-to-date increase
to 44.6%. Oil prices breached $100/ barrel during the month,
reaching their highest level since 2014. European gas prices rose
17.3% to €99/mwh. In addition to oil and gas, the Russia-Ukraine
conflictis also impacting fertilisers, metals and grains prices. Russia
is a major producer of aluminium, nickel and palladium, all of which
rose sharply on supply concerns and uncertainty around the impact
of Western sanctions. Gold rose 4.0%, supported by safe-haven
demand.
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Market returns (EUR)
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Source: ILIM, Bloomberg. Data is accurate as at 1 March 2022.

Source: MSCI. The MSCI information may only be used for your
internal use, may not be reproduced or redisseminated in any form
and may not be used as a basis for or a component of any financial
instruments or products or indices. None of the MSCI information is
intended to constitute investment advice or a recommendation to
make (or refrain from making) any kind of investment decision and
may not be relied upon as such. Historical data and analysis should
notbetakenasanindication or guarantee of any future performance,
forecast or prediction. The MSCI information is provided on an “as
is” basis and the user of this information assumes the entire risk of
any use made of this information. MSCI, each of its affiliates and
each other person involved in or related to compiling, computing
or creating any MSCI information (collectively, the “MSCI Parties”)
expressly disclaims all warranties (including, without limitation,
any warranties of originality, accuracy, completeness, timeliness,
non-infringement, merchantability and fitness for a particular
purpose) with respect to this information. Without limiting any of
the foregoing, in no event shall any MSCI Party have any liability
for any direct, indirect, special, incidental, punitive, consequential
(including, without limitation, lost profits) or any other damages.
(www.msci.com)
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THE ILIM VIEW
- LOOKING AHEAD

Over the next twelve months, the outlook for equity markets is
dependent on several factors. This includes central bank policy,
growth, inflation (both expected and realised) and the evolution of
the Russia/Ukraine crisis.

We believe we are still in the early to mid-stage of the current
economic cycle, a period that is typically associated with positive
equity markets, even though the pace of returns tends to be
lower than those experienced in the initial recovery from market
lows. Having grown by almost 6% in 2021, the global economy is
expected to slow this year, with growth of 4.0% expected. This,
however, remains well above trend growth of 2.7% and exceeds
levels experienced in the last cycle following the Global Financial
Crisis. Sustained higher commodity prices, particularly stemming
from the war in Ukraine, or further positive inflation shocks are
risks to the current growth outlook.

Equities have recently found a support on an absolute valuation
basis and remain extremely attractive on a relative valuation basis
with current bond yields suggesting mid double digit upside to get
back to fair value versus bonds. On a medium term view, assuming
the impact from the Russia/Ukraine crisis on growth is relatively
limited, we can see equities generating positive returns over the
next twelve months.

THE MONTH AHEAD

Economic data releases

8 March US Balance of Trade (Jan)
ECB Interest Rate Decision

10 March .
o US Inflation Rate YoY (Feb)
16 March Fed Interest Rate Decision

Source: ILIM, Trading Economics. Data is accurate as at 28 February 2022.

Even as monetary stimulus is being reduced, financial conditions
remain loose. This is highlighted by real yields, which remain close
to historic lows - levels that are consistent with further gainsin
equities. Historically, equities have, on average, continued to rise
in the initial stages of a rate hiking cycle as the economic and
earnings backdrop generally remain strong.

Longer term potential risks to the equity outlook include
unexpected additional central bank policy tightening due to the
persistence of high inflation, significant rises in bond yields, which
would diminish the relative valuation case for equities, or a further
deterioration in geopolitical conditions.

The persistence of higher inflation is seen as the greatest medium-
term risk to markets, with the most imminent short-term risk to
markets being a further escalation in the Russia/Ukraine crisis.
While our outlook for equity markets is positive in the medium-
long term, the array of short-term risks facing markets mean that
volatility will likely remain a feature in the near term.
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