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February 2022 

 The Russia-Ukraine conflict is not new, but it has intensified in recent days. Russia’s latest actions raise the 
likelihood of sustained military conflict between the two nations. 

 The most important actions investors can take to ensure peace of mind is to confirm that their long-term 
strategic portfolio allocations are aligned with their investment objectives and tolerance for risk. 

 At a high level, our strategies do not have significant direct exposure to Russia.

Events have accelerated in Eastern Europe with Russian forces moving aggressively into eastern Ukraine and 
reports of explosions in parts of western Ukraine. 

The Russia-Ukraine conflict is not new, but it has intensified in recent days. Russia’s commencement of overt 
attacks against Ukraine follows its unilateral recognition of the independence of Ukraine’s two easternmost 
regions, Luhansk and Donetsk (known together as the Donbas). These actions raise the likelihood of sustained 
military conflict between the two nations. 

Many Western countries have responded by ratcheting up sanctions on Russia, including Nord Stream 2 AG and 
high-profile Russian individuals. This raises key questions about the global economy and financial markets. 

 

How likely is a continued escalation of the conflict? 

The current state of affairs in Ukraine is almost certainly not Russia’s desired endgame and there may well be 
more deterioration to come. The situation is fluid and could go on for months. 

Perhaps the most extreme scenario would see the conflict extend to the Baltic countries of Estonia, Latvia and 
Lithuania as they are members of the EU, euro area and NATO. Fortunately, this appears to be a remote risk at 
present. Nevertheless, because it would represent a game-changing escalation, we should not discount this as a 
possibility. 

 

What impacts could escalation within Ukraine—and subsequent additional sanctions from 

the West—have on commodity prices? At what point would higher prices start to dent 
global business activity and consumer demand? 

This is a critical risk, but global economic activity has remained strong as the scope of lockdowns and other 
pandemic measures continue to recede. We don’t think the world economy is at risk of recession in the near 
term. 

While high commodity prices are favourable to Russia, its economy is heavily dependent on external trading 
relationships. Energy price pressures could also hasten negotiations with Iran to bring its oil production back onto 
global markets. 

Furthermore, both OPEC (that is, the Organization of the Petroleum Exporting Countries) and non-OPEC oil 
production remains below pre-pandemic levels, which means there’s spare capacity that could help offset high 
prices. 
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What would the combined effects of an energy price shock be on inflation, interest rates 
and the expected trajectory of central bank policies? 

Central banks were already in a difficult situation given that both ongoing supply bottlenecks and robust demand 
pressures were causing inflation to run hot. While adding a high-profile geopolitical conflict to the mix could 
further complicate central bankers’ jobs, this was already a well-established concern. 

 

Would a relatively successful incursion or invasion by Russia embolden China with regard 

to Taiwan, raising the risk of military conflict in Asia? 

First, let’s define a successful invasion from Russia’s perspective as one that neither invites a coordinated military 
response nor cripples the Russian economy via sanctions. While this could impact the strategic calculus for China, 
this was already a well-established risk. 

 

At what point might Western sanctions begin to undermine confidence and activity in 
emerging markets more broadly? 

This is a valid concern, but emerging-market assets have been lagging developed-market counterparts for some 
time. Most risk assets are likely exposed to further escalation of the conflict, but in the case of emerging markets, 
risk premia are already fairly wide (and have widened further in the case of Russian and Ukrainian assets). 

 

SEI’s view 

There is a wide range of risks and ever-present uncertainties associated with the conflict in Eastern Europe. 
While there are no simple answers, investors should keep in mind that geopolitical conflicts occur with a fair 
amount of regularity. 

Russia’s aggression toward Ukraine will not be the last geopolitical conflict with the potential to impact markets 
and portfolios. These situations are just one of the many risks that call for sound portfolio diversification and 
disciplined rebalancing. 

As bleak as the news about Russia and Ukraine may appear, the most important actions investors can take to 
ensure peace of mind is to confirm that their long-term strategic portfolio allocations are aligned with their 
investment objectives and tolerance for risk. 

 

Our strategies1 

At a high level, our strategies do not have significant direct exposure to Russia: 

 International Equity has negligible exposure to Russia.  

 Emerging Markets Equity has a neutral position to Russia compared to its benchmark. 

 Global Managed Volatility has negligible exposure to Russia.  

 

 

  

                                                             
1 Investment strategy positioning information is sourced from BlackRock and FactSet as of February 23, 2022. 
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Glossary of Financial Terms 

Hard-currency debt: Hard-currency debt is debt issued in the currency of the largest industrialized nations and 
is mostly composed of U.S. dollar, euro, sterling or Japanese yen. 

Local currency debt: Local currency debt refers to assets denominated in local currencies. 

OPEC: OPEC is a permanent intergovernmental organization of 13 oil-exporting developing nations that 
coordinates and unifies the petroleum policies of its member countries to make collective high-level decisions 
about oil production levels. 

Recession: A recession is a period of broadly declining economic performance that lasts for several months or 
more. 

Risk premium/premia: A risk premium refers to the additional potential return available to investors in assets 
that are perceived to be riskier. This additional potential return can serve as compensation for the additional 
risk being taken. 

Sanction: A sanction is an economic penalty imposed by one or more nation into one or more other nations. They 
tend to use trade, financial and foreign exchange markets to impose these penalties as a non-military form of 
coercion in pursuit of dispute resolution. 

Important Information 

SEI Investments Canada Company, a wholly owned subsidiary of SEI Investments Company, is the investment fund 
manager and portfolio manager of the SEI Funds in Canada.  

The information contained herein is for general and educational information purposes only and is not intended 
to constitute legal, tax, accounting, securities, research or investment advice regarding the Funds or any security 
in particular, nor an opinion regarding the appropriateness of any investment. This information should not be 
construed as a recommendation to purchase or sell a security, derivative or futures contract. You should not act 
or rely on the information contained herein without obtaining specific legal, tax, accounting and investment 
advice from an investment professional. This material represents an assessment of the market environment at a 
specific point in time and is not intended to be a forecast of future events, or a guarantee of future results. 
There is no assurance as of the date of this material that the securities mentioned remain in or out of the SEI 
Funds. 

This material may contain "forward-looking information" ("FLI") as such term is defined under applicable Canadian 
securities laws. FLI is disclosure regarding possible events, conditions or results of operations that is based on 
assumptions about future economic conditions and courses of action. FLI is subject to a variety of risks, 
uncertainties and other factors that could cause actual results to differ materially from expectations as expressed 
or implied in this material. FLI reflects current expectations with respect to current events and is not a guarantee 
of future performance. Any FLI that may be included or incorporated by reference in this material is presented 
solely for the purpose of conveying current anticipated expectations and may not be appropriate for any other 
purposes. 

Information contained herein that is based on external sources or other sources is believed to be reliable, but is 
not guaranteed by SEI Investments Canada Company, and the information may be incomplete or may change 
without notice. Sources include Bloomberg, FactSet, MorningStar and BlackRock. 

There are risks involved with investing, including loss of principal. Diversification may not protect against market 
risk. There may be other holdings which are not discussed that may have additional specific risks. In addition to 
the normal risks associated with investing, international investments may involve risk of capital loss from 
unfavourable fluctuation in currency values, from differences in generally accepted accounting principles or from 
economic or political instability in other nations. Emerging markets involve heightened risks related to the same 
factors, in addition to those associated with their relatively small size and lesser liquidity. Bonds and bond funds 
will decrease in value as interest rates rise. 

Index returns are for illustrative purposes only, and do not represent actual performance of an SEI Fund. Index 
returns do not reflect any management fees, transaction costs or expenses. Indexes are unmanaged and one 
cannot invest directly in an index. 

Commissions, trailing commissions, management fees and expenses all may be associated with mutual fund 
investments. Please read the prospectus before investing. Mutual funds are not guaranteed, their values change 
frequently and past performance may not be repeated.  


