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THE SAVAGERY OF THE MATRYOSHKA STRATEGY

Putin has unleashed his most colonialist ambitions by marching his forces into Ukraine. 

By placing his thirst for conquest above the economic consequences, which will be difficult to reverse, the 
matryoshka game continues to play out. Russia’s long-standing expansionist strategy is very much alive, as if they 
were building layers of dolls within dolls: Transnistria, the 2008 war against Georgia over Abkhazia and South 
Ossetia, and the 2014 annexation of Crimea, among others. 

The West’s reaction seems clear; it will not engage in military conflict but has decided to strangle the Russian 
economy with severe trade sanctions. Notably, this raft of measures has meant that Russia can no longer finance 
its debt and its central bank has no way of accessing approximately 50% of its total international reserves.

These decisions are already being felt within the Russian economy, which will undoubtedly enter a severe 
recession and has hiked interest rates to 20% (from the previous 9.5%) in a desperate bid to cushion the fall of 
the plummeting rouble, which has lost more than 33% against the dollar. The people of Russia must now contend 
with the inevitable rise in inflation, loss of purchasing power and shortages of many products from abroad, as the 
nation grapples with the liquidity crunch.

Although Russia and Ukraine together account for relatively little of the much larger global economy (3.1% of 
world GDP), the events now transpiring will mean lower global growth, further inflationary pressures due to 
higher commodity prices and increased market volatility. However, it might also prompt central banks to hold off 
a bit longer before pressing ahead with the irreversible withdrawal of stimuli, which had been weighing on stock 
markets since the beginning of the year. 

Beyond the profound human tragedy and the displacement of more than one million refugees, Europe is now 
entering the trade war despite being heavily reliant on Russia. The EU is Russia’s largest customer and where 38% 
of its exports end up, 68% of which are energy raw materials and account for 40% of our collective gas needs. 

Aside from the risk of a spillover of military risk outside Ukraine, our energy dependence on Russia is, in our view, 
the biggest threat to the economy and markets. Given Russia’s current international isolation — with few allies 
apart from China — surely Putin would not dare limit energy exports to Europe, especially now that the winter 
is about to end. But if he did, would Europe be able to find the 1,600 TWh of gas it receives annually from Russia 
elsewhere? 

While, as an alternative to the northern pipelines, 
Europe does have sufficient capacity to regasify 
liquefied product coming from elsewhere by sea 
(1,900 TWh), it is actually very difficult to get hold 
of more liquefied gas, given that 20% comes from 
Russia and the main exporters — America, Australia 
and Qatar — are already producing at full capacity. 
Moreover, this is a market largely absorbed by Asia, 
where contracts are generally (70%) fixed for 10 
years. As the diagram shows, even if Europe were 
to increase production alternatives, it would still 
have a gas deficit of 37% of what we currently 
import from Russia.

ALTERNATIVES TO RUSSIAN GAS WERE THE SUPPLY 
TO BE INTERRUPTED
Sources: Brueghel, Eurostat and Banca March
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This means that even if a diplomatic solution could be reached in the short run, energy prices would remain high 
for a prolonged period of time due to the increase in the risk premium, and when we say prolonged we mean 
years rather than months. In any case, Europe would have to undergo a drastic change of model to mitigate its 
external energy dependence, which would mean increasing investment in renewable energies, nuclear power and 
other alternatives, while also picking up the pace with efficiency programmes to further streamline consumption.

Meanwhile, the energy independent United States has the luxury of being able to approach this serious problem 
with a good deal more calm, due to its low trade exposure to Russia and Ukraine — 4% of its exports and less 
than 1% of S&P 500 companies’ sales.

History has shown us that wartime is often a bad time to rush decisions in the financial markets. Beyond the 
short-term outlook, it is important to remain calm, take a longer-term view and remember that in the past wars 
have actually created some good buying opportunities: following the invasion of Crimea, or the Cuban missile 
crisis — in ‘62 — the markets rallied back to previous levels within a month. The Kuwait invasion in 1990, when 
energy prices took a heavy hit, was one of the events in which the S&P 500 took the longest time to recover, 
requiring months on that occasion.

The impact on other commodities has also 
been notable, with aluminium and nickel 
trading at decade highs, for example, and 
strong tensions within food markets as 
Russia and Ukraine are major exporters of 
cereals and fertilisers. More precisely, they 
produce 12% of global wheat and 4% of 
maize, but account for 20% of world exports. 
In addition, most of these raw materials are 
exported through Black Sea ports, which are 
currently in a war zone, making shipments 
impossible for the time being.

SHARE OF WORLD COMMODITY PRODUCTION VS. 
PRICE INCREASES (SINCE 1 FEB)
Sources: FAO, U.S. Department of Defense, BP, Bloomberg y Banca March 

S&P 500 PERFORMANCE DURING EPISODES OF GEOPOLITICAL TENSION
Sources: Bloomberg and Banca March 
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Event Date -1 month +1 month +3 months +6 months
16/09/2019 -3.6% -0.3% 5.7% -9.6% 17 36
28/07/2017 -1.3% -1.2% 3.6% 14.8% 4 6
20/02/2014 0.2% 1.5% 2.6% 7.7% 1 5
17/12/2010 -5.3% 4.0% 2.4% 1.7% 0 0
05/07/2005 -0.7% 2.6% 1.8% 3.6% 1 4
11/03/2004 1.4% 1.4% 1.6% -0.9% 0 0
11/09/2001 8.9% 0.4% 4.3% 6.6% 11 31
02/08/1990 2.5% -8.2% -13.5% -4.4% 71 189
06/10/1973 -4.3% -3.9% -10.0% -14.1% 1 2
05/09/1972 -0.7% -2.1% 5.9% 0.9% 42 57
05/06/1967 6.8% 3.3% 5.9% 6.9% 0 0
22/11/1963 4.9% 6.7% 11.5% 15.9% 0 0
16/10/1962 3.2% 5.1% 14.2% 20.5% 8 17
25/06/1950 -2.5% -10.0% 1.6% 4.9% 23 82

AVERAGE 0.7% -0.1% 2.7% 3.9% 13 31

S&P 500 performance Days to
recover
levels

Days to
mark

minimums

Saudi drone attack Arranco
Missile crisis North Korea
Invasion of Crimea
Arab Spring outbreak
London Underground bomb
11-M
11-S
Iraqi invasion of Kuwait
Yom Kippur War
Munich Olympics
Six-Day War
Kennedy assassination
Cuban Missile Crisis
Korean War
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Leaving aside the enormous sadness of the invasion of Ukraine and the fact that this game of matryoshkas in 
2022 has nothing to do with the joy, prosperity and wisdom these dolls supposedly represent (they are supposed 
to reflect one’s inner self), the outlook for the stock markets is perhaps not quite as gloomy as our hearts might 
be telling us, particularly for the US stock market.

Joan Bonet Majó
Chief Investment Strategist
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IMPORTANT REMARK:

The contents of this document are merely illustrative and do not pretend, are not and cannot be considered 
under any circumstances as an investment recommendation towards the contracting of financial products. This 
document has only been prepared to help the customer make an independent and individual decision but does 
not intend to replace any type of advice needed for the contracting of such products. The terms and conditions 
described in this document are to be viewed as preliminary terms only, subject to discussion and negotiation as 
well as to the agreement and final drafting of the terms affecting the transaction, which will appear in the contract 
or certificate to be issued. Consequently, Banca March, S.A. and its customers are not bound by this document 
unless both parties decide to embark on a specific transaction and agree on the terms and conditions concerning 
the final documents to be approved. Banca March, S.A. does not offer any guarantee, expressly or implicitly, in 
relation with the information shown in this document. All terms, conditions and prices contained in this document 
are merely informative and subject to modifications depending on the market circumstances, changes in laws, 
jurisprudence, administrative procedures or any other issue which may affect them. The customer should be 
aware that the products mentioned in this document may not be appropriate for his/her specific investment 
targets, financial situation or risk profile. For this reason the customer must make his/her own decisions by taking 
into account such circumstances and by obtaining specialised advice in tax, legal, financial, regulatory, accounting 
issues or any other type of information required. Banca March, S.A. does not assume any responsibility for any 
direct or indirect costs or loss which may result from the use of this document or its contents. No part of this 
document can be copied, photocopied or duplicated in any way or through any means, redistributed or quoted 
without a previous written authorisation by Banca March, S.A.


