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DOES PUTIN’S INVASION OF 
UKRAINE MARK THE DAWN OF 
A NEW ECONOMIC ORDER?

Putin’s invasion of Ukraine is a deci-
sive event with major implications, 
initially humanitarian and subse-
quently economic. It caught the 
vast majority of western observers 
off guard – including asset manag-
ers like us. 

Our bond funds held Russian debt 
in their portfolios at the time of the 
invasion, at a weighting that was re-
duced yet detrimental. Reduced, in 
light of the healthy fundamentals of 
Russian debt before the war broke 
out unexpectedly, and detrimen-
tal because of the sanctions that 
western countries have introduced 
against Russia. These holdings have 
already impacted the net asset val-
ues of some of our funds.

Both public and private Russian-debt 
instruments lost between 60% and 
80% of their value almost imme-
diately after the invasion. Russian 
companies listed in the UK – main-
ly banks and producers of oil and 
other industrial commodities – saw 
their stock prices fall 92%–99% 
between 16 February and 1 March, 
the last business day before trading 
was suspended. At the same time, 
natural gas prices in Europe tempo-
rarily shot up by a factor of 2.5 and 
oil prices jumped by 55%.

This large, nearly instantaneous ad-
justment in the prices of Russian 
assets and fossil fuels can be ex-
plained by two distinct factors.

The first is the economic sanctions, 
which a French minister boldly de-
scribed as “an all-out economic 
and financial war on Russia”, add-
ing that “we will provoke Russia’s 
collapse”. So far, the most severe 
sanctions have entailed expelling 
certain Russian banks from the 
SWIFT international payments sys-
tem (meaning account holders can’t 

eceive payment for their sales), 
freezing the assets that Russia’s 
central bank holds abroad (meaning 
it can’t prop up the rouble or ser-
vice foreign-currency Russian debt), 
forbidding western countries from 
selling technology goods and ser-
vices to Russia (causing many of 
its domestic industries to grind to a 
halt), freezing the foreign assets of 
key Russian business leaders and 
oligarchs (eroding their support for 
Putin), and introducing a US and UK 
embargo on the purchase of Rus-
sian oil and gas.

WAR IN UKRAINE SENDS OIL PRICES UPWARDS
AND PUMMELS RUSSIAN STOCKS

RDX: index of Russian 
companies traded on LSE
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Moscow has taken a series of re-
taliatory measures in response. For 
instance, it has forbidden Russian 
companies from making debt pay-
ments in any currency other than 
the rouble and banned the export 
of some commodities, which could 
engender more bottlenecks in glob-
al supply chains. The sanctions will 
weigh heavily on Russia’s economy 
and could rapidly bring it to a stand-
still, but the retaliatory measures 
will similarly affect the rest of the 
world and accen-
tuate two trends 
which had started 
before the conflict: 
rising inflation and 
slowing economic 
growth. 

The second fac-
tor is the growing 
movement by in-
vestors around the 
world to incorpo-
rate environmen-
tal, social, and governance (ESG) 
criteria into their investment deci-
sions, as part of efforts to promote 
sustainable finance. Asset manag-
ers who have committed to socially 
responsible investing, to align with 
the expectations of their clients and 
the financial advisors and fund se-
lectors they work with, cannot keep 
investing in Russia as if nothing has 
happened. The most reasonable 
and legitimate response to be taken 
by such asset managers, a category 
which includes us at Carmignac, is 
to refrain from purchasing any Rus-
sian assets until further notice. Due 
to the sheer number of asset man-
agers in this situation, it is creating 
huge downwards pressure on the 
prices of Russian securities, caus-
ing them to depreciate much fur-
ther than would be warranted by 
the sanctions alone. 

A considerable economic cost

Asset managers’ ESG commit-
ments are also pushing up energy 
prices and speeding the transition 
to renewable energy. These com-
mitments, coupled with the sanc-

tions, retaliatory measures, and 
moves by western multinationals 
to pull out of Russia, are wreaking 
economic havoc. This could have 
the advantage of bringing about a 
negotiated resolution to the conflict 
more quickly, especially since signs 
are already appearing of the war’s 
potentially devastating consequenc-
es on the global economy. 

Public opinion has largely backed 
governments’ response to Putin’s 

invasion. This re-
sponse and the 
decisions taken by 
western investors 
and multinationals 
will come with a 
considerable eco-
nomic cost. How-
ever,  they a lso 
reflect society’s 
new aspiration to 
an economy that’s 
more ethical and 
puts less of a prior-

ity on the immediate financial gains 
which had driven so many econom-
ic decisions in the past decades.

The upshot of this new aspiration 
is it will make inflation a lasting part 
of our daily lives, beyond the price 
hikes related almost exclusively to 
the war in Ukraine. The tragic event 
is resulting in policies that will fuel 
inflation by expanding the range 
of different price drivers, such as 
a swifter transition to renewable 
energy, higher defence spending, 
new energy procurement routes, 
and the repatriation of production 
plants. These shifts will underpin 
higher prices for years to come be-
fore the benefits start to be seen in 
terms of economic efficiency.

Viewed from this perspective, the 
war in Ukraine marks the end of a 
four-decade-long trend of disinfla-
tion caused by ardent globalisation 
and favourable demographics, and 
is ushering in a new economic or-
der. The new order will be one of 
deglobalisation, or the de-integra-
tion of global economies as coun-
tries erect barriers and prioritise 

energy and manufacturing inde-
pendence – an issue which the 
pandemic and now the geopoliti-
cal tensions have propelled to the 
top of the agenda. This long-term 
trend reversal from disinflation to 
secular inflation will restore the 
appeal of long-forgotten sectors of 
the old economy, provided that the 
many constraints involved in bring-
ing them back on domestic soil are 
rationally assessed. Many of today’s 
technological advancements should 
help restore these sectors and give 
them a formidable level of econom-
ic efficiency, at the end of the day. 
The world after COVID-19 and the 
invasion of Ukraine?
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Viewed from this 
perspective, the 
war in Ukraine is 
ushering in a new 
economic order



Investment strategy

February was a month of heighte-
ned volatility in financial mar-
kets. Even before Russia invaded 
Ukraine, markets were already 
stressed by the prospect of mone-
tary tightening as announced by 
major Western central banks. And 
recent developments have only un-
derscored trends we had spotted 
previously – i.e., resilient infla-
tion and a slowdown in economic 
growth – and which had already 
prompted us to begin reshuffling 
our portfolios. So far, Russian as-
sets have experienced the most 
severe price correction, but we can 
expect to see widespread conta-
gion to other asset classes – espe-
cially since the possibility of a re-
cession can no longer be ruled out.

Our hedging strategies helped sup-
port the performance of our mixed 
funds during the market turbulence. 
The holdings of Russian sovereign 
and corporate debt in our Carmi-
gnac Patrimoine fund cost us, even 
though they accounted for under 
5% of the portfolio. We made these 
investments nearly two years ago 
with a long-term perspective and af-
ter considering both financial and ex-
tra-financial criteria, as we always do. 
The conflict in Ukraine took investors 
and the international community by 
surprise. And given the current dislo-
cation in Russian markets, we haven’t 
been able to liquidate all our holdings 
under conditions that would be in our 
clients’ best interests. In February 
we further reduced risk levels in our 
portfolios, especially as geopolitical 
tensions escalated.

EQUITIES: We have 
taken additional 
steps to shift Carmi-
gnac Patrimoine’s 
equity portfolio 

towards more defensive stocks, parti-
cularly those in the healthcare sector, 
since they tend to hold up well in 
slowing economies. That said, we still 
have exposure to cyclical stocks in the 
energy sector, both directly and indi-
rectly through positions on indices. 

This exposure includes traditional en-
ergy companies whose stock prices 
are correlated with oil and gas prices, 
as well as renewable-energy compa-
nies, which are seeing renewed inte-
rest as Western countries seek to re-
duce their dependency on Russian 
exports. Current events have also 
prompted us to initiate a position in 
gold miners, as they tend to do well in 
times of geopolitical tension and ri-
sing inflation. Given the risk of conta-
gion beyond Russian assets, we have 
decided to keep our equity exposure 
fairly low and manage it actively 
through short positions on US and Eu-
ropean stock-market indices.

FIXED INCOME:
Our fixed-income 
portfolios are posi-
tioned defensively 
on short- and me-

dium-term maturities, and more bul-
lishly on very long-term maturities. 
This will enable us to weather the 
upcoming monetary-policy normali-
sation and the economic slowdown. 
It also means we are neutral in our 
duration strategies. We are in the 
process of scaling back our holdings 
of corporate credit, in line with the li-
quidity offered by this asset class. As 
risk premiums rise, the carry strategy 
on our corporate credit allocation will 
help us better manage the increased 
volatility. Russian bonds – both sove-
reign and corporate – now account for 
around 1% of Carmignac Patrimoine’s 
assets. We will dispose of the remai-
ning Russian securities in our port-
folios in accordance with prevailing 
market conditions, so as to protect 
our clients’ interests – our number 
one priority.

CURRENCIES: Our 
US dollar exposure 
is not (or only margi-
nally) hedged. That’s 
because we believe 

the current climate will reinforce the 
greenback’s safe-haven status, espe-
cially since Europe is seen to be the 
main economic victim (in the Western 
world) of the conflict in Ukraine.

We are closely monitoring the effect 
the conflict could have on central 
banks’ plans to tighten monetary po-
licy. It is unlikely to significantly alter 
the US Federal Reserve’s trajectory, 
but the story is different in the eu-
rozone. Given that the currency bloc 
is located much closer to Ukraine and 
the impact on its economy will be 
greater, the European Central Bank 
(ECB) is more likely to adjust its po-
licy stance – even though at its most 
recent meeting a week ago ECB 
President Lagarde said the bank still 
intends to follow the path outlined 
at its previous meeting in February. 
At that meeting, she announced the 
ECB would halt its asset purchases by 
the third quarter of 2022 at the latest. 
However, she was much more hesi-
tant about giving a date for an upco-
ming rate hike, preferring instead to 
keep some flexibility. 

In light of all of the above, we have 
decided to maintain a highly de-
fensive positioning – at least until 
we start to see a resolution to the 
conflict, fiscal stimulus policies in 
Europe and China, or a broad mar-
ket sell-off. We will keep a close eye 
on developments in Ukraine and 
the outlook for monetary tighte-
ning. When the time is right, we 
will increase our exposure by pa-
ring back our hedges. The current 
market volatility will give rise to a 
number of investment opportuni-
ties, which we fully intend to seize.

(As we write this Note on 14 March, the 
equity allocation of our Patrimoine range 
of funds is under 5% and the modified 
duration of our bond portfolio is close to 
zero.)



Source: Bloomberg, 10/03/2022.
* Risk Scale from the KIID (Key Investor Information Document). Risk 1 does not mean a risk-free investment. This indicator may change over time.
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MAIN RISKS OF THE FUND:

EQUITY: The Fund may be affected by stock price variations, the scale of which is dependent on external factors, stock trading volumes or market capitalization. 
INTEREST RATE: Interest rate risk results in a decline in the net asset value in the event of changes in interest rates. CREDIT: Credit risk is the risk that the 
issuer may default. CURRENCY: Currency risk is linked to exposure to a currency other than the Fund’s valuation currency, either through direct investment 
or the use of forward financial instruments.

The Fund presents a risk of loss of capital.


