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The Cold War is over but the old rancour has not died. Russia launched a full-blown invasion of Ukraine. 

Whether this results from an imperial ambition long in preparation, a sense of security threat from NATO’s 

expansion, a dreary pandemic sparking existential fear for a leader in isolation, or a combination of them all, 

it is hard to imagine a happy ending to the war in Ukraine.  

 

Numbing economic sanctions on Russia, the delivery of arms to the government of Ukraine to stiffen 

resistance, and the remilitarization of Europe mean there is no turning back. The world has now changed 

and it is a difficult task to sketch with any certainty the economic impact.  

 

What is clear is that the beautiful expansion that was supposed to result from the long-awaited exit from a 

painful pandemic is now a pipe dream. All data releases for February only remind us of what could have 

been. Expansionary PMIs, record-low unemployment, and robust consumption underpinned by squeaky-

clean balance sheets point to strong economic momentum at the start of this war. 2022 was hoped to be the 

year when inflation might recede. Its descent would not necessarily be rapid or complete, but it would be a 

start, with a gradual slowdown of pent-up demand further impelled by the response of monetary policy. 

 

The war will instead reignite disruptions in global supply lines and worsen inflation. The economic 

ramifications are brutal. Food and fuel are potential weapons in this war. Europe, whose dependence on 

Russia for oil and gas is formidable, could in the next 18 months brush up against an economic recession. 

The United States is more self-sufficient in its energy needs but less energy-efficient. Oil price inflation will 

hit growth and yet need unrelenting Fed policy tightening. Emerging market commodity exporters may be 

partially shielded but most will suffer from higher food prices, tightening financial conditions and  the rise 

in global risk aversion.  

 

The West’s choice to respond to military aggression with economic measures is unlikely to bring Russia to 

its knees or deter its advance. The end point of this rendezvous with destiny is unknown—common grounds 

for negotiation seem at this stage elusive. In this new and unstable environment, we consider three 

economic scenarios. 

 

First, the odds are high, at 50%, that war inflicts a stagflation shock. With some luck, growth will remain 

positive this year, propelled by the post-pandemic economic restart, but it is likely that demand is destroyed 

as inflation accelerates.  

 

In an alternative scenario, with 40% odds, central banks get emotional. They balk at tightening financing 

conditions in the midst of a war. Inflation remains higher for longer, and wages may follow, benefiting 

growth at least for some time.  

 

There is a 10% odds scenario that central banks score a home run. The fine balance they were aiming at to 

combat extraordinary pandemic inflation from supply and demand imbalances has become ever finer. Now, 



 
 

 
 

 BARINGSINVESTMENTINSTITUTE.COM  |  2

9 March 2022  |  Research Note  

they must walk the narrow path of beating inflation and warding off recession. They have the toolbox and 

can think the unthinkable, if need be.  

 

These scenarios imply downside risks to equities, higher commodity prices, and a safe haven bid. 

 
IMPORTANT INFORMATION 
 
Any forecasts in this document are based upon Barings opinion of the market at the date of preparation and are subject to change without 
notice, dependent upon many factors. Any prediction, projection or forecast is not necessarily indicative of the future or likely 
performance. Investment involves risk. The value of any investments and any income generated may go down as well as up and is not 
guaranteed. Past performance is no indication of current or future performance. PAST PERFORMANCE IS NOT NECESSARILY 
INDICATIVE OF FUTURE RESULTS. Any investment results, portfolio compositions and or examples set forth in this document are 
provided for illustrative purposes only and are not indicative of any future investment results, future portfolio composition or investments. 
The composition, size of, and risks associated with an investment may differ substantially from any examples set forth in this document. 
No representation is made that an investment will be profitable or will not incur losses. Where appropriate, changes in the currency 
exchange rates may affect the value of investments. Prospective investors should read the offering documents, if applicable, for the details 
and specific risk factors of any Fund/Strategy discussed in this document. For Professional Investors/Institutional Investors only. This 
document should not be distributed to or relied on by Retail/Individual Investors. Barings LLC, Barings Securities LLC, Barings (U.K.) 
Limited, Barings Global Advisers Limited, Barings Australia Pty Ltd, Barings Japan Limited, Baring Asset Management Limited, Baring 
International Investment Limited, Baring Fund Managers Limited, Baring International Fund Managers (Ireland) Limited, Baring Asset 
Management (Asia) Limited, Baring SICE (Taiwan) Limited, BaringAsset Management Switzerland Sàrl, and Baring Asset Management 
Korea Limited each are affiliated financial service companies owned by Barings LLC (each, individually, an "Affiliate"), together known as 
"Barings." Some Affiliates may act as an introducer or distributor of the products and services of some others and may be paid a fee for 
doing so. 
 
NO OFFER: The document is for informational purposes only and is not an offer or solicitation for the purchase or sale of any financial 
instrument or service in any jurisdiction. The material herein was prepared without any consideration of the investment objectives, 
financial situation or particular needs of anyone who may receive it. This document is not, and must not be treated as, investment advice, 
an investment recommendation, investment research, or a recommendation about the suitability or appropriateness of any security, 
commodity, investment, or particular investment strategy, and must not be construed as a projection or prediction. 
In making an investment decision, prospective investors must rely on their own examination of the merits and risks involved and before 
making any investment decision, it is recommended that prospective investors seek independent investment, legal, tax, accounting or other 
professional advice as appropriate. Unless otherwise mentioned, the views contained in this document are those of Barings. These views 
are made in good faith in relation to the facts known at the time of preparation and are subject to change without notice. Individual 
portfolio management teams may hold different views than the views expressed herein and may make different investment decisions for 
different clients. Parts of this document may be based on information received from sources we believe to be reliable. Although every effort 
is taken to ensure that the information contained in this document is accurate, Barings makes no representation or warranty, express or 
implied, regarding the accuracy, completeness or adequacy of the information.  
OTHER RESTRICTIONS: The distribution of this document is restricted by law. No action has been or will be taken by Barings to permit 
the possession or distribution of the document in any jurisdiction, where action for that purpose may be required. Accordingly, the 
document may not be used in any jurisdiction except under circumstances that will result in compliance with all applicable laws and 
regulations. Any service, security, investment or product outlined in this document may not be suitable for a prospective investor or 
available in their jurisdiction.  
 
Copyright and Trademark: Copyright © 2021 Barings. Information in this document may be used for your own personal use, but may not 
be altered, reproduced or distributed without Barings’ consent. 
 
The BARINGS name and logo design are trademarks of Barings and are registered in U.S. Patent and Trademark Office and in other 
countries around the world. All rights are reserved. 
 
22-2070967 
 


