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One correctly could suggest the world entered a darker phase over the past week. One also correctly could observe that 
the skies have proceeded to darken since the dawn of the post-Soviet era. The breadth of those two observations reflects 
a proper range of thinking regarding geopolitical risk and investment management. Though the thrum of growth generally 
masks these ever-present risks, they sometimes break through and volatility surges. That in mind: 
 Markets don’t like or dislike uncertainty. Rather, markets “price” uncertainty 
 The greater the uncertainty, the higher the cost of that uncertainty, the larger the discount to assets exposed to 

that uncertainty 
 We think investors are wise to maintain both a deliberate short-term interest in and a positive long-term bias 

regarding potential impacts of an uncertain future on portfolios 

A War Begins 
Geopolitical risk generally remains in the back of the minds of most investors. Without specific incident, however, 
those thoughts don’t as often translate into specific positioning. If they did, the investor response might be a permanent 
“risk off” stance. But when such risk becomes acute—when geopolitical action forces investor reaction—investors 
generally seem to make their fears known pretty quickly, selling off risky assets in favor of cash and risk-free bonds. 
Markets tend thereafter to rebound as resolutions are found and risk subsides. What’s surprising to us, then, is the 
relative calm equity markets have demonstrated in the face of the continued escalation of and the potentially grim 
consequences of the conflict in Ukraine. 
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Markets Await 
We often hear the phrase, “markets don’t like uncertainty.” It’s better said that markets don’t care one way or the 
other. Rather, markets “price” uncertainty: the greater the uncertainty, the higher the cost of that uncertainty, the 
larger the discount to assets exposed to that uncertainty. In “normal” times, geopolitics are merely one component of 
the broader set of risks investors consider, their potential effects discounted in a non-specific manner. But such risks 
occasionally become more specific, and investors seek greater protection as a result. 

Through that lens, we could argue that investors may have long assigned a non-trivial probability to a potential surge 
in geopolitical tensions involving Russia. But, given the lack of specific pressure, investors may have thought the risks 
deserved no more detailed consideration. As Putin gathered miliary assets on Ukraine’s border earlier this year, 
however, investors arguably began to sell riskier assets as they priced in the heightened potential for war. 

 

Given the growing intensity of the war, though, we might have expected markets to have experienced greater declines. 
But stock performance since the invasion presents yet another example of the difficulty in forecasting market moves. 
Further challenging the assessment of “what’s driving this stock market” are the effects of potential shifts in monetary 
policy going forward. The war has bolstered inflationary pressures, with energy and food prices seeing particularly 
intense gains. As global central banks have been keen to adjust policy to address persistent inflation by raising target 
interest rates, the war provides further reason to do so. But equity investors seem generally more fearful of rising rates, 
so the potential for higher rates than had been expected could be seen as a bad thing. So, too, would be the potential 
for weaker macroeconomic growth on account of the war, in particular in Europe. For these reasons and more, we 
should expect markets to remain volatile as the war continues and its impacts are more clearly observed. 
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Part of a Longer Chapter 
But what of the longer term? An anecdote from history may be helpful. The Cuban Missile Crisis arose near the tail end 
of an episode in American/Soviet history that began with Cuba’s establishment of diplomatic relations with the Soviet 
Union. America followed by severing diplomatic relations with Cuba and shortly thereafter attempted to overthrow 
the Castro regime in Cuba via an invasion at the Bay of Pigs. The Missile Crisis was the culmination of that eruption in 
tension, the easing of which may have led to the sharp rebound in the U.S. stock market after a drawdown of nearly 
27% (ranked number 6 in Figure 2). 

When placed into a broader macroeconomic, geopolitical and market environment, we see that geopolitical risk tends 
to clump across several major events, with some manner of resolution eventually leading to a rebound in the equity 
market. The depth of the drawdown can be read as an investor gauge of the severity of the various events. We can 
relate the length of the drawdown to the time it takes for that resolution to be found, or for whatever tensions were 
driving investor fears otherwise to subside. In the midst of the drawdown, then, investors should be cognizant of the 
fact that further escalation of the conflict, whatever form it takes, may lead to additional bouts of volatility and decline. 

At the present, we cannot know how this war will end. We therefore want to remind readers that such uncertainty and 
the volatility that may rise around it can stymie efforts to meet short-term financial goals. Those with longer-term 
investment time horizons, however, may find that patience through such times of market declines and increased 
volatility tends to find reward in more positive outcomes over the long-term. Either way, we welcome any discussions 
you may wish to have regarding our understanding of the events as they are evolving in the context of your exposure 
to broad-market risk. 
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Important Information 
Statera Asset Management is a dba of Signature Resources Capital Management, LLC (SRCM), which is a Registered Investment Advisor. 
Registration of an investment adviser does not imply any specific level of skill or training. The information contained herein has been prepared 
solely for informational purposes and is not an offer to buy or sell any security or to participate in any trading strategy. Any decision to utilize the 
services described herein should be made after reviewing such definitive investment management agreement and SRCM’s Form ADV Part 2A and 
2Bs and conducting such due diligence as the client deems necessary and consulting the client’s own legal, accounting and tax advisors in order 
to make an independent determination of the suitability and consequences of SRCM services. Any portfolio with SRCM involves significant risk, 
including a complete loss of capital. The applicable definitive investment management agreement and Form ADV Part 2 contains a more thorough 
discussion of risk and conflict, which should be carefully reviewed prior to making any investment decision. Please contact your investment adviser 
representative to obtain a copy of Form ADV Part 2. All data presented herein is unaudited, subject to revision by SRCM, and is provided solely as 
a guide to current expectations. 

The opinions expressed herein are those of SRCM as of the date of writing and are subject to change. The material is based on SRCM proprietary 
research and analysis of global markets and investing. The information and/or analysis contained in this material have been compiled, or arrived 
at, from sources believed to be reliable; however, SRCM does not make any representation as to their accuracy or completeness and does not 
accept liability for any loss arising from the use hereof. Some internally generated information may be considered theoretical in nature and is 
subject to inherent limitations associated thereby. Any market exposures referenced may or may not be represented in portfolios of clients of SRCM 
or its affiliates, and do not represent all securities purchased, sold or recommended for client accounts. The reader should not assume that any 
investments in market exposures identified or described were or will be profitable. The information in this material may contain projections or other 
forward-looking statements regarding future events, targets or expectations, and are current as of the date indicated. There is no assurance that 
such events or targets will be achieved. Thus, potential outcomes may be significantly different. This material is not intended as and should not be 
used to provide investment advice and is not an offer to sell a security or a solicitation or an offer, or a recommendation, to buy a security. Investors 
should consult with an advisor to determine the appropriate investment vehicle. 

The S&P 500 Index measures the performance of the large-cap segment of the U.S. equity market. 

The Bloomberg U.S. Aggregate Bond Index is a broad-based benchmark that measures the investment grade, U.S. dollar-denominated, fixed-rate 
taxable bond market. Components of the index include Treasury, Corporate, Agency and Securitized bonds. Source for Bloomberg Index data is 
Bloomberg Index Services Limited. BLOOMBERG® is a trademark and service mark of Bloomberg Finance L.P. and its affiliates (collectively 
'Bloomberg'). Bloomberg or Bloomberg's licensors own all proprietary rights in the Bloomberg Indices. Bloomberg does not approve or endorse 
this material or guarantee the accuracy or completeness of any information herein, nor does Bloomberg make any warranty, express or implied, as 
to the results to be obtained therefrom, and, to the maximum extent allowed by law, Bloomberg shall not have any liability or responsibility for injury 
or damages arising in connection therewith. 

One cannot invest directly in an index. Index performance does not reflect the expenses associated with the management of an actual portfolio. 

Investing in any investment vehicle carries risk, including the possible loss of principal, and there can be no assurance that any investment strategy 
will provide positive performance over a period of time. The asset classes and/or investment strategies described in this publication may not be 
suitable for all investors. Investment decisions should be made based on the investor's specific financial needs and objectives, goals, time horizon, 
tax liability and risk tolerance. 
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