
 

March 2022
Market Highlights

 

1 
 

777 Third Avenue  New York, NY 10017  USA  tel. +1.212.355.1234  fax +1.212.355.8873
 

 
 
 

In Brief  
 
The stock market continued its correction in February rattled by fear of accelerating inflation, and 
the Ukraine-Russia war. The S&P-500 was down 1.1% in February, and 8% year to date. The 
correction was across all sectors with the exception of energy which makes up 3.8% of total market 
capitalization. Market volatility more than doubled from a low of 15 on Oct. 21, 2021 to 33 on Mar. 
1, 2022. At times the intra-day trading range was as high as 6% in either direction. 
Russia’s invasion of Ukraine poses significant risks to a global economy, which is already suffering 
from soaring inflation. Severe sanctions from the West have lit the fuse on a financial crisis in 
Russia.  
There are three scenarios for how the conflict may impact global growth, inflation, and monetary 
policy. In an optimistic scenario, the end to the conflict would be swift due to increasing sanctions. 
Energy prices would stabilize at current levels, the Federal Reserve Bank would raise interest rates 
at a slower pace than expected, thus preventing a sustained global risk-off shock. If that scenario 
happens, the combination of financial turmoil, higher inflation, and broken supply chains would 
push Russia into a recession. Europe would face higher energy costs, but would avoid a severe 
downturn. The U.S. would face higher energy costs with some impact on growth, and the most 
hawkish trajectories for monetary policy would be off the table.  
In a less optimistic scenario, a protracted conflict, would cause disruption to Europe’s energy 
supply, and a global risk-off shock, triggering a more significant economic impact. In the U.S. the 
Federal Reserve Bank would prioritize risks to growth over the energy inflation shock, and the path 
for interest rate increases in the second half of the year would become more dovish.  
In a worst-case scenario, Europe’s gas supply would be cut off, triggering a severe recession. For 
the U.S. a combination of higher energy prices, significantly higher interest rates, and negative 
trade spillovers from Europe’s recession would significantly impact growth. Assuming inflation 
expectations remain anchored, the path for the Fed would likely become markedly more dovish. 
The employment report in February highlights a steadily improving, though extremely tight labor 
market. The unemployment rate edged down to 3.8%. Wage growth slowed sharply. 
It is hard to sense a direction in the U.S. Treasury markets. Safe-haven-liquidity is driving the 
continuous flattening of the yield curve. The difference between the 2- and 5-year yields shrank 
to just 0.2%. It will not take much for the yield curve to become inverted, which can be an early 
indicator of a recession to evolve months later. 
The Fed is very aware of this. Hence Powell reaffirmed that they will increase interest rates by 
0.25% this month, and commence a series of interest rate increases to curb the highest inflation 
in decades, though the Ukraine-Russia war means they will move ”carefully.”   
The U.S. serves as a safe-haven, and is likely to be less impacted economically. Demand is driving 
liquidity. The U.S. dollar has strengthened by 4% against the Euro, and U.S. equity markets have 
corrected over 40% less than European markets. U.S. economic fundamentals are strong, 
corporations, on average, are liquid, and have strong balance sheets.  
 
 


