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April 2022 

Russia Upends the World Order 
On February 24, Russia invaded Ukraine, shattering the peace that had prevailed in Europe since the end of World 
War II. The invasion is taking a devastating toll, and its implications for the world are just beginning to be felt. The 
NATO alliance has strengthened, Russia has been isolated, and the risks of a global and even nuclear conflict have 
become nontrivial. Western Europe and Germany are now looking to remilitarize, trends toward deglobalization and 
autarky have accelerated, and nations may by turns delay or hasten the clean-energy transition as they prioritize 
energy security alongside climate change. Foreign investment in Russia will likely be depressed for years, but other 
autocratic regimes including China’s could also be affected, as companies think twice before putting their capital and 
businesses at risk. 

Energy Prices Surge as Strong Demand Confronts a Potential Supply Shock 
Russia is the world’s largest exporter of natural gas, the second-largest exporter of crude oil, and the third-largest 
exporter of coal.1 It supplied 25% of Europe’s oil and 40% of its natural gas in 2021.2 That supply is now at risk.  The 
U.S., U.K., Canada and Australia have all banned Russian oil imports, and pressure is mounting for Europe to follow 
suit.3 China and India are taking advantage of discounted pricing on Russian oil, mitigating the risk of a supply shortfall 
as the West effectively subsidizes Asia’s purchases.4 But supply could still decline if Russia is deprived of the investment 
and technology it needs to shore up production.5 OPEC+ has thus far declined to increase output and is already 
undershooting its quotas.6 And while the U.S. and allies are releasing record supply from strategic reserves, that 
stopgap may disincentivize higher-cost producers from bringing greater supply online.7 

Given these dynamics, we see price risk as skewed to the upside. Oil remains well below 2014 highs in real terms. The 
investment backdrop likewise seems favorable, as investors clamor for inflation hedges. Most portfolios have minimal 
direct exposure to commodities and little exposure to the energy sector, which today accounts for only 4% of the S&P 
500 and MSCI ACWI indices – about half its average weight over the past two decades.8 

Finally, it’s worth noting that the commodity fallout extends beyond energy. Russia is also the world’s largest exporter 
of fertilizer, wheat, nickel and palladium, and a major exporter of iron, steel and aluminum.9 Ukraine is a major wheat 
exporter as well and produces 50% of the world’s neon.10 Nickel is a critical ingredient in EV batteries, and neon and 
palladium are both essential to semiconductor manufacture and other metal products. The war thus poses risks to 
various industries as well as the global food supply. 

Inflation at 40-Year Highs as Pressures Continue to Mount 
U.S. inflation was already running at 40-year highs, and prices are now up 8.5% over a year ago. European inflation 
is similarly high at 7.5% – a rate not seen in Germany since 1973-74 – and rising quickly, fueled by increases in 
energy (+45%) and food (+5%).11 With supply-chain pressures already high due to elevated shipping costs, longer 
delivery times, Covid shutdowns, and chip shortages, the war has only added fuel to the fire.12 

Labor markets also tightened last quarter, as U.S. unemployment fell to 3.6%, nearing all-time lows, and European 
unemployment fell to 6.8% — a record-low since tracking first began in 1998.13 Wages rose 5.6% in the U.S. and 
may soon pick up in Europe, though real wages (after inflation) in both regions continue to fall. 14  

Finally, U.S. home prices kept climbing, up 15-19% in January vs. a year ago.15 Low rates, rising rents and strong 
household balance sheets have boosted demand, while rising construction costs, delays in bringing new homes to 
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market and record-low inventories have constrained supply.16 Houses are now more expensive than ever, even 
adjusted for inflation. We expect rising mortgage rates (up from ~3% to 5.1% YTD) to dramatically reduce affordability 
and slow the market in real terms, though with supply still so low, price increases may continue.17 

Growth Expected to Weaken, with Risks to the Downside 
U.S. growth has been robust, with spending on restaurants and travel now back at pre-pandemic levels, and overall 
consumption well above trend despite falling consumer confidence.18 But with war raging in Eastern Europe and prices 
surging everywhere, growth forecasts have been cut. U.S. growth is now expected to be around 3% vs. 3.5% 
previously.19 Germany expects a meager 1.8% real growth in 2022 vs. 4.6% expected as of November.20 And China 
now faces weaker demand from Europe and highly disruptive Covid lockdowns in major cities like Shanghai and 
Shenzhen. Chinese growth is expected to fall below 5% – a low not seen outside the depths of the pandemic.21 

Few Good Options for the Fed 
Prices are rising because demand exceeds supply – for commodities, housing, goods and services and, critically, for 
labor. We see supply increases as unlikely for any of these in the near term, so prices may keep rising unless and until 
demand weakens. Which is where the central bank comes in. The Fed hiked interest rates 25 bps in March (from 0) 
and said it would “move more aggressively” and consider hiking in 50-bp increments if needed.22 Markets are now 
pricing in 200+ bps in additional rate hikes in 2022 alone, as the Fed also looks to unwind its balance sheet.23 But 
with real rates still negative, the question is whether that tightening will be enough – or possibly too much – as the Fed 
tries to bring prices in line while still achieving a “soft landing” for the economy. 

Stocks and Bonds Sell Off 
Equities suffered losses as markets ended the quarter down 5.4% globally.24 The S&P 500 returned -4.6% while 
performance was worse in European markets, and Chinese stocks fell as much as 30% before recovering most of their 
losses.25 Despite the modest headline losses, there was significant dispersion, as value stocks and sectors outperformed 
growth by 14.4% in the U.S., led by commodity producers.26 

Rising inflation and a more hawkish Fed led bonds to their worst quarter since 1980, as the US Aggregate Bond Index 
returned -5.9%.27 The 10-year yield has spiked from 1.51% to 2.83% YTD.28 With the curve now flat to inverted, 
market participants are debating whether a recession lies ahead.29 

Equity-Heavy Portfolios Look Vulnerable and Could Benefit from Better Diversification 
Two years ago, the world faced a once-in-a-century pandemic. Despite Covid’s toll, the economy quickly rebounded 
on the back of massive fiscal and monetary intervention. Today, with capacity tight, prices surging, and growth 
expected to weaken, governments have fewer levers at their disposal. 

Conventional, equity-heavy portfolios are a bet on positive earnings surprises and falling inflation that may be 
vulnerable in the current climate. And with inflation increasingly driving performance, stocks and bonds have become 
more correlated, leaving portfolios even less diversified. In a world with so many unknowns, we think it is vital to ensure 
that portfolios are robust to a wide range of outcomes. While inflation might fall, for example, it might not, in which 
case investors could benefit from hedges like commodities, inflation-linked bonds and gold. In addition, we think 
alternatives that rely on manager skill can offer a compelling risk-reward in this environment, particularly where they 
are less sensitive to the economic cycle. 
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IMPORTANT INFORMATION 

Past performance is not an indication of future results. 

Advanced Research Investment Solutions, LLC (“ARIS”) and Evoke Wealth, LLC (“Evoke Wealth”) (collectively referred 
to hereinafter as “Evoke Advisors”) are SEC-registered investment advisers that provide investment advisory services 
and investment consulting services to a select set of clients and pooled investment vehicles. None of Evoke Advisors’ 
services are intended to represent a complete investment program.  

This publication is for educational, illustrative and informational purposes only and does not represent investment 
advice or a recommendation of or as an offer or solicitation with respect to the purchase or sale of any particular 
security, strategy or investment product, or any Evoke Advisors investment product mentioned herein. Past performance 
is not indicative of future results.  

Different types of investments involve varying degrees of risk, including possible loss of the principal amount invested. 
Therefore, it should not be assumed that future performance of any specific investment or investment strategy (including 
the investments and/or investment strategies recommended and/or undertaken by Evoke Advisors), or any non-
investment related content, will be profitable, equal any corresponding indicated historical performance level(s), be 
suitable for a client’s portfolio or individual situation, or prove successful. Nothing contained herein is intended to 
predict the performance of any investment. There can be no assurance that actual outcomes will match the assumptions 
or that actual returns will match any expected returns.  

This publication does not constitute, and should not be construed to constitute, an offer to sell, or a solicitation of any 
offer to buy, interests in any Evoke Advisors-sponsored fund, which can only be made by means of an offering 
memorandum and other governing documents for the respective fund. 

This publication does not take into account your particular investment objectives, financial situation or needs, should 
not be construed as legal, tax, financial or other advice, and is not to be relied upon in making an investment or other 
decision. 

Certain information contained herein constitutes forward-looking statements (including projections, targets, 
hypotheticals, ratios, estimates, returns, performance, opinions, activity and other events contained or referenced 
herein), which can be identified by the use of terms such as “may,” “will,” “should,” “expect,” “anticipate,” “project,” 
“estimate,” “intend,” “continue” or “believe” or other variations (or the negatives thereof) thereof. Due to various risks, 
assumptions, uncertainties and actual events, including those discussed herein and in the respective analyses, actual 
results, returns or performance may differ materially from those reflected or contemplated in such forward-looking 
statements. As a result, you should not rely on such forward-looking statements in making any investment decisions. 

Certain information contained herein has been obtained or derived from unaffiliated third-party sources and, while 
Evoke Advisors believes this information to be reliable, neither Evoke Advisors nor any of its affiliates make any 
representation or warranty, express or implied, as to the accuracy, timeliness, sequence, adequacy or completeness of 
the information.  

The information contained herein and the opinions expressed herein are those of Evoke Advisors as of the date of 
writing, are subject to change due to market conditions and without notice, and have not been approved or verified by 
the United States Securities and Exchange Commission (the “SEC”), the Financial Industry Regulatory Authority 
(“FINRA”), or by any state securities authority.  

This publication is not intended for redistribution or public use without Evoke Advisors’ express written consent. 
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