
Geopolitical Risks Collide with Monetary Policy

All eyes are on Russia and Ukraine this week, as Putin’s incursion into the separatist areas in the eastern region of Ukraine has set off 

alarm bells around the world. Not surprisingly, China has been conspicuously quiet since the event on Monday, as Putin patiently waiting 

to invade until after the Olympic closing ceremonies was a tacit nod to Xi Jinping. 

The first round of sanctions from Europe and the US were, on balance, weaker than many expected. Although putting a moratorium on 

trading Russian sovereign bonds sounds ominous, only approximately 20% of OFZ government bonds are held by foreigners, and Russia is 

in a budget surplus. Additionally, only a few oligarchs were targeted by the sanctions (not Putin) and two banks that are not globally 

strategically important (Sberbank and VTB) were omitted from the list.

Unanswered Questions About The Situation Abroad 

The coming actions and events will be monitored closely as many questions remain unanswered: Will Putin encroach further into the 

country toward Kyiv? Will the US and Europe step up sanctions and kick Russia out of the SWIFT network? Or, will they impose an export 

ban on Asian technology equipment? Will Russia weaponize the price of the oil that Europe so desperately needs? Soon, we should have 

our answers. 

Thus far, market reactions have been as expected, with increased volatility in risk assets such as equities, credit and emerging markets, 

and acute pressure on Russian and Ukrainian local assets. That being said, Ukraine sovereign credit default swaps are sitting at ~700 bps, 

still a far cry from their ~4000bps peak in 2014 during the Crimea power grab. Energy prices are expected to stay elevated in the near 

term, making central bank policy even more difficult as inflation stays high in the face of slowing global economies and heightened 

geopolitical risks.

The US Taking Steps to Fight Inflation 

In the US, the Federal Reserve (the “Fed”) is fighting inflation and is expected to start raising rates in a few weeks. By mid-year, the Fed is 

also expected to end quantitative easing and will start reducing their balance sheet. Tightening policies in a slowing economy with fiscal 

impact going in reverse as Covid-era policies expire will present a difficult set of circumstances. Investors and savers could utilize the 

~200bps of Fed tightening already priced into the market, by extending the more risk tolerant portion of their cash out on the curve. 

Well-diversified fixed income portfolios in the short-end of the yield 

curve, utilizing individual securities or fixed income funds, may allow 

investors to add yield without increasing risk to a great degree. Notably, 

in every rate hike cycle since 1980, the successive peak in rates has been 

lower than the prior one. For example, the last rate hike cycle that 

ended in 2017, peaked at 2.25%. We would argue the pattern is 

expected to continue with this cycle. As illustrated in the image, over 70 

years of Fed Funds Effective Rate history, the peaks are getting smaller:
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Investment advisory services are offered through YieldX Advisers, LLC, an affiliate of YieldX, Inc. Yield Advisers, LLC is an investment 

adviser registered with the Securities and Exchange Commission (SEC).  Registration of an investment adviser does not imply any 

specific level of skill or training and does not constitute an endorsement of the firm by the Commission.  YieldX Advisers, LLC only 

transacts business in states in which it is properly registered or is excluded or exempted from registration.  A copy of YieldX Advisers, 

LLC's current written disclosure brochure filed with the SEC which discusses among other things, YieldX Advisers, LLC 's business 

practices, services and fees, is available through the SEC's website at: www.adviserinfo.sec.gov.


 


Please note, the information provided herein is for informational purposes only and investors should determine for themselves whether 

a particular service or product is suitable for their investment needs. Please refer to the disclosure and offering documents for further 

information concerning specific products or services.


 


All investment strategies have the potential for profit or loss; changes in investment strategies, contributions or withdrawals may 

materially alter the performance and results of a portfolio. Different types of investments involve varying degrees of risk, and there can 

be no assurance that any specific investment will be suitable or profitable for a client's investment portfolio. Past performance is not a 

guarantee of future results. There is no guarantee that investment objectives or targets will be achieved.


 


This document may contain forward-looking statements relating to the objectives, opportunities, and the future performance of the 

U.S. market generally. Forward-looking statements may be identified by the use of such words as; “believe,” “expect,” “anticipate,” 

“should,” “planned,” “estimated,” “potential” and other similar terms. Examples of forward-looking statements include, but are not 

limited to, estimates with respect to financial condition, results of operations, and success or lack of success of any particular 

investment strategy. All are subject to various factors, including, but not limited to general and local economic conditions, changing 

levels of competition within certain industries and markets, changes in interest rates, changes in legislation or regulation, and other 

economic, competitive, governmental, regulatory and technological factors affecting a portfolio's operations that could cause actual 

results to differ materially from projected results. Such statements are forward-looking in nature and involve a number of known and 

unknown risks, uncertainties and other factors, and accordingly, actual results may differ materially from those reflected or 

contemplated in such forward-looking statements. Prospective investors are cautioned not to place undue reliance on any forward-

looking statements or examples. None of YieldX Advisers, LLC or any of its affiliates or principals nor any other individual or entity 

assumes any obligation to update any forward-looking statements as a result of new information, subsequent events or any other 

circumstances. All statements made herein speak only as of the date that they were made.


 


Certain information herein has been obtained from third party sources and, although believed to be reliable, has not been 

independently verified and its accuracy or completeness cannot be guaranteed. No representation is made with respect to the 

accuracy, completeness or timeliness of this document.
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