
 



 
 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Evolving geopolitical worries have created an 

additional layer of volatility to an already-

fragile market, amid inflation concerns and 

signals from the Federal Reserve in relation to 

an interest-rate hike next month. Despite 

Russian President Vladimir Putin insisting that 

his government has no plans to invade Ukraine, 

several experts including United States 

national security advisor Jake Sullivan suggest 

that an attack could still be imminent.    

In the event that Russia were to choose to 

ignore all warnings sent their way, 

repercussions would be swift and costly, 

sending shockwaves throughout the entire 

financial system. Unlike the sanctions imposed 

following Russia’s takeover of Crimea in 2014, 

administration officials have stressed that 

penalties imposed will be far wider reaching, 

likely targeting the country’s banks and 

propelling an amassment of capital outflows, a 

depreciating currency, and a chain of bank 

runs.  

Even though Russian military forces are yet to 

make their first move, investors into the 

country began to feel the brunt of it, as the 

benchmark Russian Trading System (“RTS”) 

stock index was subjected to a plunge of over 

twenty-five percent at the start of the week in 

comparison to its late October 2021 high, 

recovering some ground on the news of 

Russia’s partial withdrawal of its troops from 

the Ukraine border a day later.  

According to the Institute of International 

Finance (“IIF”), Russia’s five largest banks – 

Gazprombank, Sberbank, Rosselkhozbank, 

Otkritie and VTB Bank collectively account for 

over sixty percent of the assets in circulation in 

the country’s banking system. Sberbank alone, 

which the Russian central bank has a majority 

 

stake in, issues payments for over half of the 

nation’s workforce and its pensioners. This 

structure makes it very easy to understand why 

a depositor run should not be ruled out. 

Furthermore, if the U.S. move to ban its banks 

and corporations from conducting business 

with any of Russia’s mega-banks, this could 

create serious difficulty for Russian institutions 

looking to make cross-border payments.  

As part of Putin’s plan to establish the country 

as a ‘global fortress’, a domestic payment 

system known as the System for Transfer of 

Financial Messages was introduced by the 

Central Bank of Russia back in 2014, and while 

the system is able to process all domestic 

transactions, its international outreach is 

heavily capped. At the end of September 2021, 

according to Basel’s Bank for International 

Settlements, Russian borrowers owed banks 

around the world a combined total of $121.5 

billion. Even though that is approximately half 

of what they owed back in early 2014, French 

and Italian banks in particular are still owed a 

significant portion – standing at roughly $25 

billion each, while U.S. bank lenders are owed 

just under $15 billion.  

However, in the near term, this should not be 

a sign of concern, as Putin’s Administration has 

leveraged higher oil prices to build a 

stronghold of foreign exchange reserves, up 

from $356 billion in 2015 to roughly $630 

currently. These reserves can be utilised to 

protect the ruble in the event of heavy selling 

pressure, as well as to bail out considerably 

effected state banks. More so, if the invasion 

were to take place, energy prices are likely to 

soar, possibly propelling the price of crude 

above the $100-per-barrel mark – levels not 

seen since 2014. 
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However, brent crude is not the only catalyst to look out for. Through its role in the global 

economy, Russia also acts as a dominant supplier of materials such as palladium for catalytic 

converters in the automotive industry and titanium, notably for Boeing airplanes. Since reaching 

its mid-December low, palladium has increased by over forty-five percent. More so, the U.S. 

aviation industry is heavily reliant upon Russia for the production of titanium, an element used in 

jet engines. A few months ago, the world’s largest titanium producer – Russian-based VSMPO-

AVISMA, signed an agreement with Boeing which would see it become the largest supplier of 

titanium for a significant portion of Boeing’s fleet. Rolls-Royce, Pratt & Whitney, General Electric 

and Airbus are among an array of other multi-national corporations which make use of VSMPO-

AVISMA’s materials.  

The setback becomes increasingly vivid when considering that over 1,300 European-based firms 

have a minimum of one direct (tier-1) supplier in Russia, while an estimated 1,100 U.S. firms have 

the same connection. Should Ukraine come under attack, an additional 400 European and U.S. 

entities will experience supply chain disruptions, adding to concerns surrounding bottlenecks - a 

predicament which the global economy has been experiencing over the past few months. The 

uncertainty caused by the Russia-Ukraine conflict is likely to keep near-term market volatility 

elevated. While tension is expected to ease over time, mounting pressure on energy and oil prices 

may continue. The market's 'flight to safety' attitude is set to become increasingly apparent, as 

investors look to Treasuries and the U.S. dollar as a safe-haven. 
 

General disclosure: This material is intended for information purposes only, and does not constitute investment advice, a recommendation 

or an offer or solicitation to purchase or sell any securities to any person in any jurisdiction in which an offer, solicitation, purchase or sale 

would be unlawful under the securities laws of such jurisdiction. The opinions expressed are for the date of publication, and are subject to 

change without notice. Reliance upon information in this material is at the sole discretion of the reader. Investing involves risks. 
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