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Ukraine crisis a new risk to global growth

The most important event right now is clearly Russia’s attack on Ukraine. It has been
met by the harshest sanctions by the West ever seen on a country the size of Russia, see
Research Russia — The West walks the talk with unprecedented sanctions against Russia,
27 February. Certain Russian financial institutions will be excluded from SWIFT and
central bank assets have been frozen. Security analysts increasingly suggest that Putin's
aim is to replace the Ukrainian government with a Russian puppet government which
will secure that Ukraine will not become a NATO member, see FT. But uncertainty will
prevail for some time on how the conflict will develop.

We see mainly three channels through which the crisis will weigh on growth —
especially in Europe: First, the heightened uncertainty is set to weigh on business
sentiment in the short term, but unless the crisis drags out for a long time, we believe the
drag will be fairly limited and short-lived. Second, the rise in oil and gas prices will work
to erode consumers’ purchasing power and increase costs for companies. It also adds to the
upward inflation pressure limiting central banks’ ability to accommodate the shock. How
big this effect is, will depend on Russia’s retaliation on gas deliveries. Finally, growth will
be hit from direct trade with Russia in a negative feedback from the sanctions. Trade with
Russia has declined over the years, though, which should dampen the hit to exports.

While no doubt, the Ukraine crisis has added a downward risk to global growth, our
baseline scenario is, that the impact will not derail the global expansion. Europe is most
exposed whereas the effect on the US should be limited apart from the effect from higher
oil prices. A pick-up in demand growth has also materialized in Asia over the past months
and China is easing policy, which we expect to drive a moderate recovery during this year.

Inflation continues to surprise to the upside and was in January 7.5% and 5.1% in the
US and euro area, respectively. The crisis has triggered higher energy prices and
exacerbated the inflation challenge with the risk of it becoming more persistent. For this
reason, we do not see any big change to the outlook for Fed rate hikes this year.
Undoubtedly, the probability of a 50bp hike in March has come down as the current
uncertainty warrants a bit more caution and the Fed seemed split on a 50bp move even
before the Ukraine crisis. However, we still expect the Fed will need to raise rates at every
meeting this year as they are far behind the curve, see also Research US: How the coming
Fed hiking cycle will differ — and why it matters, 18 February 2022. When it comes to the
ECB, the stagflationary forces is causing challenges for ECB but barring a very negative
growth impact, we continue to look for an end to asset purchases in September and rate
hikes of 25bp in December 2022 and March 2023.

Equities have seen a strong sell-off on the back of the Russian attack with especially
European stocks taking a hit. While we have been more defensive on stocks for a while we
now see risks as symmetrical due to the repricing following the dip. We continue to look
for bond yields to move higher over the coming quarters on the back of high inflation
and Fed tightening not only via higher rates but also ‘active quantitative tightening’ by
selling bonds starting in May. Geo-politics currently mitigate the upward pressure on global
yields. EUR/USD has moved lower still to 1.12 and we expect the tightening cycle and
economic slowdown to drive a further decline on a 12-month horizon to 1.08.

Important disclosures and certifications are contained from page 3 of this report.

Key points

e The Russian attack on Ukraine creates
new downside risk to growth and further

upside risks to inflation.

e However, our baseline scenariois that it
will not derail the global expansion and
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every meeting this year and ECB to hike
in December
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Macro charts overview
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Disclosures

This research report has been prepared by Danske Bank A/S (‘Danske Bank’). The author of this research report is
Allan von Mehren, Chief Analyst.

Analyst certification

Each research analyst responsible for the content of this research report certifies that the views expressed in the
research report accurately reflect the research analyst’s personal view about the financial instruments and issuers
covered by the research report. Each responsible research analyst further certifies that no part of the compensation
of the research analyst was, is or will be, directly or indirectly, related to the specific recommendations expressed
in the research report.

Regulation

Danske Bank is authorised and subject to regulation by the Danish Financial Supervisory Authority and is subject
to the rules and regulation of the relevant regulators in all other jurisdictions where it conducts business. Danske
Bank is subject to limited regulation by the Financial Conduct Authority and the Prudential Regulation Authority
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Conflicts of interest
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Risk warning

Major risks connected with recommendations or opinions in this research report, including as sensitivity analysis
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Date of first publication
See the front page of this research report for the date of first publication.

General disclaimer
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financial instruments mentioned herein or other financial instruments of any issuer mentioned herein and/or options,
warrants, rights or other interests with respect to any such financial instruments) (‘Relevant Financial Instruments’).

The research report has been prepared independently and solely on the basis of publicly available information that
Danske Bank considers to be reliable. While reasonable care has been taken to ensure that its contents are not untrue
or misleading, no representation is made as to its accuracy or completeness and Danske Bank, its affiliates and
subsidiaries accept no liability whatsoever for any direct or consequential loss, including without limitation any
loss of profits, arising from reliance on this research report.

The opinions expressed herein are the opinions of the research analysts responsible for the research report and
reflect their judgement as of the date hereof. These opinions are subject to change and Danske Bank does not
undertake to notify any recipient of this research report of any such change nor of any other changes related to the
information provided herein.

This research report is not intended for, and may not be redistributed to, retail customers in the United Kingdom or
the United States.

This research report is protected by copyright and is intended solely for the designated addressee. It may not be
reproduced or distributed, in whole or in part, by any recipient for any purpose without Danske Bank’s prior written
consent.

Disclaimer related to distribution in the United States

This research report was created by Danske Bank A/S and is distributed in the United States by Danske Markets
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3| 1 March 2022

https://research.danskebank.com




Monthly Executive Briefing

interpretations issued by the U.S. Securities and Exchange Commission. The research report is intended for
distribution in the United States solely to ‘U.S. institutional investors’ as defined in SEC Rule 15a-6. Danske
Markets Inc. accepts responsibility for this research report in connection with distribution in the United States solely
to ‘U.S. institutional investors’.

Danske Bank is not subject to U.S. rules with regard to the preparation of research reports and the independence of
research analysts. In addition, the research analysts of Danske Bank who have prepared this research report are not
registered or qualified as research analysts with the NYSE or FINRA but satisfy the applicable requirements of a
non-U.S. jurisdiction.

Any U.S. investor recipient of this research report who wishes to purchase or sell any Relevant Financial Instrument
may do so only by contacting Danske Markets Inc. directly and should be aware that investing in non-U.S. financial
instruments may entail certain risks. Financial instruments of non-U.S. issuers may not be registered with the U.S.
Securities and Exchange Commission and may not be subject to the reporting and auditing standards of the U.S.
Securities and Exchange Commission.
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