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Ukraine & Rising Oil Prices

In conjunction with the war in Ukraine we have seen oil prices continue to soar.  
The US benchmark for oil (West Texas Intermediate or “WTI”) has increased 
more than 85% over the past 12 months. There are several reasons behind this 
rise. Supply has been constrained by pandemic-induced production delays as 
well as political and social pressures to curtail oil production and exploration. 
Additionally, the global demand for oil recovered faster than many expected. 
And most recently, the Russian invasion of Ukraine has accelerated the price 
climb with WTI breaching the $100 per barrel level and is trading near $130 as 
we write this Sunday evening.

Prior to the Ukraine invasion, inflation and rising interest rates dominated the 
headlines. Now we need to consider how the price of oil impacts economic 
growth.

There are a limited number of times when oil prices increased by more 
than 85% during a year.  However, this has typically occurred near the time 
of a recession. Some instances occurred during recessions (i.e., 3Q 1990 & 
2Q 2008) and others occurred ahead of a recession (i.e., Q4 1999), but the 
overarching theme is the rate of economic growth historically slows after oil 
prices soar. While surging oil prices don’t necessarily indicate the U.S. economy 
is headed for an imminent recession, higher energy costs can be a catalyst 
for decelerating economic growth. Oil’s use as a transportation fuel means it 
touches nearly every aspect of the economy, and oil is used as an input in many 
products, including chemicals and plastics. Higher oil prices increase costs, 
which in turn pressures economic activity. A simple example is when a family 
decides not to take a long road trip vacation, meaning less lodging demand, 
dining out, tourist excursions, and a related drop in local tax dollars. It all adds 
up.

The increase in oil prices augments our belief that economic growth could 
slow through 2022. The narrowing of the 10-year Treasury vs. 2-year Treasury 
yield spread supports this theme. At the beginning of the year, this spread was 
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Ultimately, the biggest 
influence over stocks 

domestically are the 
fundamentals of the U.S. 

economy, the Federal 
Reserve actions, and 

corporate profits. 
How the invasion affects 

consumer psychology 
will also play a role.

76 basis points. Now it is 23 basis points. While not a perfect indicator, the 10 vs 2 
spread tends to decrease and ultimately invert ahead of recessions.

Investors had been bracing for a possible Russian invasion of Ukraine for much of 
February. We saw it in increased market volatility and a drop in the major indexes, 
though the decline up to the invasion was generally modest. We now have our first 
official correction (defined as a decline of at least 10%) in equity prices since the early 
days of the pandemic. As we mentioned above, the market sell-off cannot be entirely 
attributed to the Russia-Ukraine crisis. However, this crisis and the resulting increase 
in the price of oil are driving the recent negative sentiment.

Looking Into A Murky Crystal Ball 

How the war affects the U.S. and global economy poses several questions for 
investors.  What will happen to oil prices? How might sanctions play out? Could we 
see cyberattacks or a wider war that involves NATO? Will the invasion rein in the Fed’s 
current timeline to increase interest rates?

These are difficult questions to answer.

Ultimately, the biggest influence over stocks domestically are the fundamentals 
of the U.S. economy, the Federal Reserve actions, and corporate profits. How the 
invasion affects consumer psychology will also play a role.

We realize that market volatility can be stressful.  But through diversification and 
reallocating considering current conditions, we can take steps to help manage risk. 
When corrections end, the historical trends have been positive. Since 1980, there 
have been 32 instances where the S&P 500 Index has shed at least 10% (excluding 
the current correction). One year after reaching these bottoms, the index was up 
24.8% on average, ending up positive over 90% of the time.

 We will continue to keep you informed and provide our views on economic and 
geopolitical events as they unfold. Please remember that we are here to assist you.  
Should you want to discuss the markets or your individual portfolio, do not hesitate 
to contact us.
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