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Surging energy prices fuel 
inflation. Oil and gas prices 
have increased by 49% and 
120%, respectively, since the 
start of the year1, pushing up 
the global inflation forecast by 
+1.5% this year to 6.1%.

Central banks are faced with 
combating spiralling inflation 
while growth lags. Rate 
increases from the Fed and 
BoE are still likely, but a more 
conservative approach 
is expected, while the ECB 
has changed its asset 
purchasing withdrawal plans 
in a hawkish move.

Global real GDP growth for 
2022 is forecast to be 0.5% 
lower than was expected in 
January, with the Eurozone 
likely to feel the most 
substantial economic pain 
outside of Russia and Ukraine 
as the impact of war and 
implications of sanctions 
spread more widely.

The fallout from the ensuing 
commodity-driven inflation 
regime will likely have a more 
direct impact on traditional 
manufacturing industries 
where businesses cannot pass 
on all additional costs.

Within service-based 
industries, we expect mission 
critical software businesses 
to fare better than others 
such as retailers where it 
might be difficult to pass on 
higher costs.

Across private markets, it 
is not a forgone conclusion 
that GPs will mark down their 
portfolios as a result of the 
public market declines, but will 
rather take a tailored approach 
to assessing the appropriate 
impact on valuations.

With the invasion of Ukraine by Russia, crude oil price 
has spiked to levels unseen since the world recovered 
from the global financial crisis, while the European 
natural gas price has also surged to an unprecedented 

level in recent days amid the European Commission’s 
announcement that the European Union will reduce 
gas imports from Russia by two thirds by the end of 
the year2.

Soaring commodity prices will have wide ranging 
implications

Key takeaways
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Figure 1: War in Ukraine has led to a spike in crude oil and natural gas prices3
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Russia is the world’s third largest oil producer behind the 
US and Saudi Arabia but is the biggest exporter of oil to 
global markets4. The UK and US commitments to ban 
Russian oil imports5 have heaped additional strain on 
the already low global supply, pushing up prices by 49% 
between the start of the year and 10 March. The EU has 
thus far resisted an oil import ban, however, should they 
follow suit, Rystad Energy forecasts that crude oil could 
rise to $200 per barrel6.

Beyond the energy market, the impact of the war is 
also being felt in the agricultural and metals markets 
as Ukraine and Russia account for almost a third of the 
world’s wheat production7, while Russia is a key exporter 
of palladium and nickel which have industrial usage, 
particularly in auto manufacturing.

While there is still a huge degree of uncertainty on where 
commodity prices will level at, what is becoming clear is 
that the recent surge is going to have a sizable impact on 
the global economy.

Central banks battle 
with inflation

The global economy has been wrestling with multi-
decade high inflation since last year, which has been 
driven by numerous factors. Chief among them has been 
the price inflation in energy and broader commodities, 
with double digit price increases over 2021 for metals 
such as copper, while oil and gas were up between 45-
55%8. Higher prices were spurred by both demand and 
supply side factors: a surge in demand as economies 
re-opened as Covid started to ease, while supplies 
remained restricted by ongoing supply chain issues in 
the fragile global system.

Supply side factors are at the heart of why Russia’s 
invasion of Ukraine has seen expectations for global 
inflation jump to 6.1% for 2022, up from 4.5% at the end 
of January before tensions started to ratchet up.
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For the US, already record inflation is being exacerbated 
by the energy and commodities price surge. While the US 
is far less reliant on Russian oil and gas than European 
countries, given it is a net energy exporter10, this does not 
insulate it from global price rises. The higher the oil price, 
the more this will feed through to CPI figures. Bloomberg 
Economics estimates that if oil stays at $120 per barrel, 
March CPI will come in at around 9%, but if it were to hit 
$200 per barrel, it would push CPI up to 10.5%11.

In Europe, the inflationary forces at play are consistent 
with the US, and they also come on the back of already 
rapidly rising prices. A flash estimate for the Eurozone’s 
February inflation came in at 5.8%12 - the highest level 
on record and almost triple the European Central Bank’s 
2% target rate. The chart below shows the outsized 
effects of energy inflation on overall headline inflation.

Figure 2: 2022 Headline inflation expectations: January 
2022 vs March 20229

Figure 3: Eurozone headline inflation components13
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The combination of higher inflation, weaker growth and 
huge uncertainty in both the short and longer term is 
an unwelcome development for central banks, already 
faced with a difficult year with tightening cycles slated 
to begin. While the war could soften some central 
banks’ immediate stance, they are unlikely to deviate 
overtly from their plans in the face of even stronger 
inflationary pressures. 

US
The beginning of the year saw the Fed indicate that 
multiple rate hikes of 25 bps or more could be expected 
over the course of 2022. The Fed’s job of tempering 
extreme inflationary pressures without de-stablising 
financial conditions through overly aggressive interest 
rate hikes has become harder in recent weeks. However, 
the Fed is still expected to enact multiple rate rises this 
year - Oxford Economics expects rates to increase by 
175 bps over 2022. However, if we see a particularly 
prolonged conflict and global sentiment and financial 
conditions worsen sharply, it is plausible that the Fed 
could look to protect growth prospects and introduce 
fewer hikes than currently expected by forecasters.

UK
The Bank of England led the way on policy tightening 
in December last year with a 15 bps hike, following this 
with a further 25 bps increase in February for the first 
back-to-back increase since 200414. The rises in energy 
and commodity prices are putting enormous pressure on 
households, compounding the real income shock facing 
consumers, which is likely to feed through to sharply 
lower consumer confidence. Oxford Economics expects 
that the BoE will continue as planned in H1, but that 
there may be no action on rates in H2, with the base rate 
ending 2022 at 1% as a result.

Europe
The ECB has been consistently behind the Fed and the 
BoE in both its actions and what markets expect from 
it, given the Eurozone’s chronically low inflation for 10+ 
years. As the economy has recovered from Covid, the 
ECB has been cautious not to stunt growth as inflation 
started to rise above target. However, in the face of fresh 
record inflation highs it has decided to take some action 
by reigning in asset purchases at a quicker pace than 
previously set out only a month ago15. This reflects a 
hawkish tone, and while no immediate action on rates 
is expected, ECB President Lagarde has reinforced their 
commitment to ‘data-driven’ decisions.

How are central banks 
expected to react?

How will growth be 
impacted?

Having rebounded sharply in 2021, 2022 was expected 
to be a year of continued strong growth as the global 
economy started to settle back to a somewhat less 
volatile environment, with supply chains starting to 
flow smoother. Those expectations have been altered 
by the disruption to economic activity, the extreme 
inflationary environment, supply chain complications and 
implications of the increasing reach of broad sanctions.

Figure 4: 2022 Real GDP growth expectations: January 
2022 vs March 202216
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Recessionary risk
Assuming Putin does not decide to swiftly withdraw 
from the conflict, a recession in Russia is assured. 
However, how far the effects ripple through the global 
economy is a fast and rapidly changing equation. While 

The fallout from the ensuing commodity-driven inflation 
regime will likely affect businesses in different ways. 
Looking at the historical impact of different inflation 
regimes on sectors of the US public equity market 
(Figure 5), we can estimate which sectors may be most 
impacted by the current high inflationary environment. 
Across traditional manufacturing industries, which are 
still relatively capital-intensive and often rely on crude 
oil, we expect high energy prices to have a direct impact 
on their cost base, which will inevitably feed into higher 
prices for end users. It is not always the case that 

the current raft of sanctions and economic disruption 
will curtail growth, economists do not see the conflict 
spurring a global recession. Europe, however, with its 
more subdued pre-war growth picture may be more at 
risk if the scale of the conflict were to broaden. 

businesses can pass on all the incremental costs to 
their customers, and to the extent they cannot, those 
businesses would be faced with lower profit margins. 
Indeed, Figure 5 shows that US manufacturing stocks 
experienced negative real returns across most of the 
inflation regimes and were affected particularly badly 
(real return of -52%) during the OPEC oil embargo which 
also saw spikes in oil prices.

The global supply chain, already fragile from the 
impact of Covid, will indirectly affect businesses and 

Figure 5: Impact of inflation regimes on sectors of US equity market17

Real return in specified inflation regimes

US enters
WW2

End of
WW2

Korean
War

Ending of 
Bretton 
Woods

OPEC oil
embargo

Iranian
Revolution

Reagan’s 
Boom

Start date Apr 1941 Mar 1946 Aug 1950 Feb 1966 Jul 1972 Feb 1977 Feb 1987

End date Apr 1941 Mar 1947 Feb 1951 Jan 1970 Dec 1974 Mar 1980 Nov 1990

Sector

Retail -25.0% -24.0% +19.0% +14.0% -64.0% -27.0% +6.0%

Financials -20.0% -29.0% +18.0% +23.0% -53.0% -5.0% -24.0%

Manufacturing -23.0% -23.0% +27.0% -9.0% -52.0% -12.0% -2.0%

Health -18.0% -8.0% +18.0% +25.0% -42.0% -2.0% +43.0%

Utilities -43.0% -20.0% +12.0% -24.0% -38.0% -22.0% +8.0%

Chemicals -25.0% -17.0% +27.0% -23.0% -37.0% -24.0% +9.0%

Energy -14.0% -10.0% +25.0% -19.0% -19.0% +31.0% +31.0%

Telecoms -32.0% -25.0% +3.0% -19.0% -15.0% -24.0% +41.0%

Which sectors are going to feel the most pain?
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exert upward pressure on the cost of intermediate 
goods. At the more extreme end of the spectrum, 
businesses may even be forced to temporarily halt 
production. This has indeed been the case for some 
European automakers. BMW has already shut several 
factories in Germany, Austria and the UK because 
of shortages of key electrical components such as 
taillights and entertainment systems which it used to 
source from Ukraine.

We also expect to see rising inflation impacting a wide 
range of sectors, with retailers historically performing 
badly during most inflation regimes. This is likely to be 
driven by higher cost of goods as well as labour. Without 
the ability to pass on those additional costs, one would 
expect rising inflation to have an outsized drag on 
retailers’ overall profitability. The retail sector is no longer 
dominated by traditional bricks and mortar businesses. 
Many now have both offline and online presence. We 
would expect rising inflation to remain a challenge for 
traditional bricks and mortar retailers as evidenced 
by the -64% real return during the OPEC oil embargo 
in the early 1970s (Figure 5). Online retailers, aided by 
technology infrastructure, may in comparison fare better.

On the other hand, software businesses, particularly 
those deemed as mission-critical (e.g., cyber security 

or core business software) should be able to weather the 
higher inflation regime better. Their revenues are often 
contractually tied to inflation which should help to cushion 
the impact of rising labour costs.

Will the current environment impact 
valuations?
With higher inflation comes higher interest rates. This 
is almost inevitable given the need to tame inflation. 
In the most basic form, as the discount rate increases, 
the present value of a company’s future earnings would 
decrease, leading to a decline in the valuation. Public 
markets have to a certain extent already priced in future 
interest rate increases with corrections across equity 
markets before the war. Across private markets, it is not a 
forgone conclusion that GPs will mark down their portfolio 
companies as a result of the public market decline. GPs 
will have started to evaluate their portfolio companies on a 
case-by-case basis, and in some cases, if they have already 
valued the asset conservatively, there may not be any 
material impacts on the valuation. 

The situation on the ground in Ukraine and Russia is 
moving fast and requires constant monitoring. We will 
make every effort to provide timely updates as the situation 
progresses, and the consequences of the economic 
sanctions and humanitarian disaster become clearer.
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