
 
March 9, 2022 

News Aside, Can We Please Get to the Root of the 

Problem? 

As humans, we are inherently emotional animals. As such, right, wrong, or 
indifferent, we want an answer to a problem. Why did it happen? How bad 
will it get? How do we fix it? This year has not been pretty for the broad 
markets. International has been worst, and US Small-Cap a close second, 
but even the "go-to" bonds that have been the offset to negative 
equity markets haven't been a good place to hide either. Cash (earning 
nothing) on the sidelines, or commodities of all different ilk have been the 
only real place to go. In today's note, I'm going to go over a number of 
different issues that I feel are important to monitor and track- closely, to 
look for an answer to the elusive question of "how does this decline run out 
of steam on the downside? 

I would like to take a moment and address the issue that the news media 
has its teeth sunk into, Russia. At this point Russia may be doing what Putin 
wants to do; taking back another part of the Old Russia, but in doing so 
they seem to be doing irreparable damage to their own economy. Their 
companies are being delisted, their accounts are being frozen, and they have 
had the most draconian economic sanctions placed on them than most 
anyone has seen in the modern era. The Russian stock and bond markets 
have collapsed, along with their currency. Many investors fear that China, 
which has always wanted to control Taiwan, will use the mayhem of the 
moment to take it, but China is dramatically more involved in the 
international financial markets than Russia and this possibility has not 
gone unnoticed. Look up Hermitage Capital in 2005. Once the threat of a 
currency being debased is in the offing, they become an island. How this 
eventually plays out, nobody can be sure, but it will be far worse for Russian 
interests than it is for the US. It is happening at a time when we are in a 
state of flux with interest rates and inflation domestically, and it is therefore 
exacerbating our own "figuring it out" problems, but for them, they have 
essentially alienated themselves from the entire world.  

There was a fairly extensive report written by the Wells Fargo Investment 
Institute on Friday that covered many topics by basically corralling the 
overall expectations coming out the back end of this debacle. The key 
takeaways were as follows: 



 

 For investors, the direct economic impacts outside of Russia should 
fall most heavily on Europe, but the indirect impact via higher 
commodity prices and additional inflation, as a result, is set to be a 
global problem.  

 The ultimate impact is global inflation. Russia is at or near the top 
of global exports in oil, several industrial metals, and fertilizer. 
Ukraine is considered "The Breadbasket" of Europe. With commerce 
being stopped between Russia and the world, prices of commodities 
are sure to spike higher, particularly when demand is high already.  

 There could be a fallout effect on the financial markets due to the 
freezing of Russian assets and potential increases in cyber threats. 
Keep in mind that in August of 1998 Russian default led to the 
unraveling of Long-Term Capital Management, but since we have 
seen this before, we remember how to come out of it.  

 If one is to follow the energy dominoes, it is very clear that if Russian 
oil is cut out, and demand stays the same, prices of oil and natural 
gas spike. When they spike fuel spikes, this affects everyone, 
everywhere, on every economic level. In effect, it acts as a tax 
increase that diminishes funds available for the consumption of 
other goods and services.  

 Since the US Dollar is the world's reserve currency, it becomes a 
flight to safety capital as well which makes it go up against foreign 
currencies and in so doing makes our domestic output increase in 
price to foreign buyers on an exchange rate basis. Gold seems to be 
going up in parallel with the US Dollar as an alternative to the US 
Dollar as a safe haven, again, an inflationary action.  

In the end, according to LPL research, "Economically and Financially, Russia 
Doesn't Matter As Much As You Might Think." The US has negligible direct 
exposure to the Russian economy. Second, the weakness in the Russian 
stock market has minimal impact on the global Emerging Market Index. 
And third, some domestic sectors have more international exposure than 
others, which should be factored into sector allocation decisions given the 
rising recession risk in Europe. In looking at the chart below, it is clear that 
the amount of direct trade between Russia and the US is negligible. The US 
imports almost nothing from Russia. It is estimated that the percentage of 
revenue generated by S&P 500 companies in Russia is even lower! It is the 
emotional spillover that we are currently dealing with. The second chart 
shows the amount the Russian stock market makes up of the Emerging 
Market Index basket, again marginal exposure. Europe overall, Russia, 
Poland, Hungary, and Turkey make up only about 3% of the index. The big 
country most negatively affected is Germany due to its dependence on 
Russian exports.  



 

 

 

 

Let's come back stateside for a moment. On Wednesday, we got the ADP 
revised January jobs report. The report initially showed a decline in January 
of 301,000 jobs. After further analysis, this number was revised to up to 
509,000. This is a revision to the tune of 800,000 jobs!!! This is huge. This is 
also why the jobs number that came out on Friday then became even more 
important. If the ADP number was right, then the jobs number should have 
been strong as well. Bright and early Friday morning the expected number 
from the brilliant economists was for an increase in non-farm payroll jobs 
of 423,000. The number came in at 678,000- almost 50% higher than the 
number expected. Translation: economy stronger than expected, more 
hiring going on, business gaining steam and therefore more reasons for 
increased inflation and therefore the need to raise interest rates. When this 
is coupled with the Russian issue, this leads to an even greater reason for 



 

higher oil and general commodity prices which collectively, as I had said 
above, create an implied higher tax rate to the consumer due to less money 
to spend elsewhere. See the price charts of Oil, Grains, and Lumber below: 

Oil: 

 

Grains: 

 

Lumber: 



 

 

 

In closing, if you would like to read more on these subjects, please refer to 
the following articles. These are all different, but all interrelated: 

 The Markets Aren't Crazy, but People Can Be 
NY Times, Sunday, March 6th.  
This is an interview with a Nobel-winning economist, Eugene F. 
Fama, University of Chicago- father of the efficient-markets theory. 

 Stocks Can Sail Through a Crisis- Usually  
Barron's, Sunday, March 7th.  
History shows that US stocks tend to be resilient aftershocks. 
European stocks get hit the worst for the longest, the most 
important issue to follow is the course of energy prices, and last, 
how will the US Fed react? 

 Russian Sanctions Won't Doom The US Dollar 
Barron's, Sunday, March 7th.  
In the other voices section, Eswar Prasad, economics professor at 
Cornell explains. 

 Stagflation Is Here. Is Recession Next? Real Wages Hold Key 
Barron's Sunday, March 7th.  
In The Economy section, Lisa Beilfuss talks about how wages are a 
key component. This is important as it is correlated to the labor 
issue mentioned above.  

Please note that all of these seem negative and I'm not gonna lie, things 
seem a little dicey at the moment. I say, "at the moment." This doesn't mean 
a long-drawn-out period of negativity necessarily, but rather we are clearly 
in a tough time.  



 

NOTE: I will be following up this week's note with another special note on 
Friday covering what we usually see at market bottoms. We will call it a sort 
of "Market Bottom Checklist." I don't know if these points will hold true 
this time, but I believe it is important to know what to look for and be 
prepared for when the markets recover. The US Equity markets have been 
a great place to build wealth for investors for many years, I don't expect this 
to change. The question is what an investor should look for to give them 
some indications of what the beginning of a recovery could be and 
(hopefully) a resumption of the bull market we have been enjoying since 
coming out the backside of the Financial Crisis in 2009.  



 

The opinions voiced in this material are for general information only and are not 
intended to provide specific advice or recommendations for any individual. To 
determine which investment(s) may be appropriate for you, consult your financial 
professional prior to investing. All performance referenced is historical and is no 
guarantee of future results. All indices are unmanaged and cannot be invested into 
directly. 

All information is believed to be from reliable sources; however LPL Financial 
makes no representation as to its completeness or accuracy.  
 
Investing involves risks including possible loss of principal. 
 
The Standard & Poor's 500 Index is a capitalization weighted index of 500 stocks 
designed to measure performance of the broad domestic economy through 
changes in the aggregate market value of 500 stocks representing all major 
industries. 
 
The Dow Jones Industrial Average is comprised of 30 stocks that are major 
factors in their industries and widely held by individuals and institutional 
investors. 
 
The Nasdaq-100 is a large-cap growth index. It includes 100 of the largest 
domestic and international non-financial companies listed on the Nasdaq Stock 
Market based on market capitalization. 

The Russell 2000 Index is an unmanaged index generally representative of the 
2,000 smallest companies in the Russell 3000 index, which represents 
approximately 10% of the total market capitalization of the Russell 3000 Index. 

This information is not intended to be a substitute for specific individualized tax 
advice. We suggest that you discuss your specific tax issues with a qualified tax 
advisor. 

 


