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ARE YOU NOT ENTERTAINED?

There are a lot of things we
don’t know about Russia’s at-
tempt to invade Ukraine, but
there are also some things we
do know. Mr. Putin’s gamble,
and the West’s response, has
brought into view one of the
few existential tail risks that
isn’t a Black Swan, which is to
say, it is a known unknown:
The risk of an escalation into
war between Russia and NATO,
and the exchange of nuclear
weaponry. The continued call
on NATO from Ukraine presi-
dent Volodymyr Zelensky to

impose a no-fly zone his coun-
try is an alarming case in
point. I have no idea how to
quantify such a risk, and it is
fair to assume that markets
don’t either, at least not with
any accuracy. BCA’s sugges-
tion that you might as well be
long stocks on a 12-month ba-
sis, even if you think an ICBM
is headed your way is probably
a fair reflection of the level of
analysis you can expect from
your favourite sell-side re-
searcher. Take everything you
read with a heap of salt.

https://www.bbc.co.uk/news/world-europe-60629175
https://www.bbc.co.uk/news/world-europe-60629175
https://twitter.com/RobinWigg/status/1500059906568826882
https://twitter.com/RobinWigg/status/1500059906568826882


We also know that the war be-
tween Ukraine and Russia has
cemented a trend that finan-
cial markets aren’t too happy
about. Chris Wood, a strategist
writing for Jeffries, calls it
“goldilocks inverted”, or more
colloquially; stagflation. The
change in conditions on the
ground are easily identified;
rates and volatility are rising
and equities and credit are
suffering. Yield curves, by con-
trast, remain mixed. 2s10s in
the US and the UK are flatten-
ing—the latter is within touch-
ing distance of inversion—
while the curve in Germany is
still steepening. Commodities
and energy equities, not sur-
prisingly, are rallying.

In a goldilocks world, central
banks have the luxury of run-
ning loose monetary policy—

chiefly via asset purchases and
negative real interest rates—
without having to worry about
inflation, let alone reaching
their targets. That reality now
faces, well…a reality check.

Markets have, until recently,
been limit-long the idea that
central banks would never
reach their targets, and that if
they did, they would conjure
up a reason—average inflation
targeting etc—to keep easing.
The stimulus-fuelled mismatch
between supply and demand
after Covid has pushed this
assumption to the edge, and
the war in Ukraine could well
be the camel that breaks the
camel’s back.

This is an asymmetric stagfla-
tionary shock; the near-term
boost to inflation is certain and

fig. 01 / Volatility remains elevated… - fig. 02 / …and the MOVE curve is inverted
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uncomfortable, but it remains
unclear whether households
will stop going to shops or
restaurants, especially consid-
ering the likelihood of fiscal
support, in the manner ob-
served during Covid.

It’s possible that the war in
Ukraine eventually knocks
growth to such an extent, via
inflation driven demand de-
struction, as to bring both
monetary and fiscal stimulus
back on the table. That
wouldn’t be too bad, for mar-
kets. There is nothing like a
negative shock to keep central
banks focused on keeping the
punch bowl full. For now, how-
ever, policymakers are forced
to focus on inflation, even as
the butcher’s bill in Ukraine
rises to depressing heights.
Are you not entertained?

RUSSIA’S TERRIBLE GAMBLE
Finally, for all the things that
we don’t know about the im-
pact of Russia’s invasion in
Ukraine, permit me some
thoughts. I agree with the ini-
tial analysis by Jeremy Cliff
that Russia’s invasion
“changes everything”, as well
as former German foreign
minister Joschka Fisher’s point
that that Russia’s invasion ”is
showing a brazen disregard for
international treaties and the
law of nations.”

An argument often made is
that this is a crisis of the
West’s own making for too ag-
gressively expanding western
institutions, the EU and NATO,
without regard for Russia’s se-
curity interests. This sounds
reasonable over a few pints at
the pub. But the counterfac-
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fig. 03 / All you need to know about today’s market - fig. 04 / Flattening, mostly

https://www.bloomberg.com/news/articles/2022-03-10/ecb-unexpectedly-accelerates-stimulus-exit-citing-war-in-ukraine
https://www.nytimes.com/2022/03/10/business/economy/cpi-inflation-february-2022.html
https://www.newstatesman.com/international-politics/geopolitics/2022/02/russias-invasion-of-ukraine-changes-everything
https://www.project-syndicate.org/commentary/putin-invade-ukraine-european-and-global-implications-by-joschka-fischer-2022-02
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tual is difficult to justify in my
view. It is effectively the argu-
ment that Russia would have
been more friendly to the West
if we had just allowed it to im-
pose its will, and territorial
ambitions, on former Soviet
economies in the first place.
That’s possible, but far from
certain in my view.

It is also the argument that
the West should not stand up
to the likes of Ukraine out of
fear of Russian aggression.
But this is in effect ensures
that Russia can, in the first
place, unilaterally decide what
it wants to do with former So-
viet countries, if anything.
That, in particular, seems
wrong to me.

The difference between alle-
giance to the Western part of
Europe and the East is the dif-
ference between Slovenia,
with a GDP per capita of $25K,
and Belarus, with a GDP per
capita of just over $6K. It is
not surprise that the long arc
of history has bent in such a
way as to push former Soviet
Eastern European countries
into the arms of the West. It
seems reasonable that Mr.
Putin should think about why
this is, though judging by his
reasons for the assault on
Ukraine, he is way past such
considerations at this point.

By contrast, the west does
have some responsibility of
what happens next, or at
least, it has agency. It warms
my blue and gold-starred
heart to see Europe finally ris-
ing to the challenge in mo-
ments of crisis. Covid
strengthened the fiscal inte-
gration in the EU, and Mr.
Putin’s war in Ukraine has sim-
ilarly galvanised Europe’s joint
sense of urgency on defence/
security and energy, two areas
where EU countries’ objectives
invariably overlap, even if out-
right interests sometimes vary.

Yet, I can’t be the only one
struck by the grim irony of Eu-
ropean leaders meeting in Ver-
sailles to agree on an ex-
tended sanctions list, and the
swift accession of Ukraine, and
perhaps even Moldova and
Georgia, into the EU. Is there
any version of this misery
that does not end with war
with between the West and
Russia 5-to-10 years down
the line?

I ask this question knowing
full well that the west doesn’t
have a choice. The barrage of
economic sanctions—which
could well end up driving Rus-
sia to default on its USD
debt—was the only thing we
could do, absent a conven-
tional military intervention.
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At some point, however, we
have to ask when the screw
will stop turning, and the risk
if it continues to do so. This
decision, of course, is linked to
the military contest itself. We
have to assume that the bal-
ance of power eventually will
force one of the fighting par-
ties to seek a deal. It will be
interesting to see whether the
West at some point applies
pressure on Ukraine to accept
a ceasefire, even if such a deal
means a carve-up of the coun-
try, and no NATO membership.

The situation leaves me with
two emotions. First, anger that
a European country is now be-
ing destroyed. Even in the
best possible outcome,
Ukraine’s infrastructure and
major cities will be ruined.
This, incidentally, is the sec-
ond time in recent memory
that Mr. Putin’s war machine is
laying waste to an otherwise
reasonably well functioning
civil society. The first, of
course, was Syria, at the be-
hest of Assad. Shame on him.

Secondly, however, I can’t help
but feel that the West, Europe
in particular, is running from
one extreme to the other in its
triumphant “cancellation” of
Russia. Former German Chan-
cellor Angela Merkel’s adher-
ence to “Putinversteher” is

now being cast as a hopelessly
naïve strategy, epitomized by
the recent announcement by
new Chancellor Olaf Scholz
that Germany will now spend
2% of GDP on defence, adding
a €100B in an immediate in-
jection, for good measure.
Other countries, primarily in
Scandinavia, have followed
with similar announcements.
In short, if Mr. Putin want’s a
tussle with Europe, Europeans
are now getting ready for it.

An increase in European de-
fence spending was long over-
due, if only for the political
signal this sends to the rest of
the world about the region’s
desire for autonomy. I can’t
help but feel, though, that you
need both Putinversteher and
more defence spending to en-
joy a stable relationship with
Russia. After all, Russia is, ge-
ographically speaking, a Euro-
pean country, and if you buy
gas from Mr. Putin, or whoever
else is in charge, there is a
smaller risk that you end up in
a conventional military, let
alone nuclear, exchange.

The problem is that such a po-
sition does not help the likes
of Ukraine to whom the West
has a responsibility. If they
want to be part of our sphere,
they should be welcomed, per-
haps even if it means war.

https://en.wikipedia.org/wiki/Putinversteher

