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UKRAINE

For the second time in two years, discussion of global investment markets and investment strategy seems totally inappropriate 
when there is a threat to civilisation. 

Nevertheless, markets are reacting to the world’s condemnation of Russia’s actions: 
• Higher commodity prices, notably corn 
• 50% fall in Russian ruble to the dollar 
• Spike to 30 in the Volatility Index (VIX) 
• European bank shares plummet over concern of extent of exposure to Russia  
• Norway’s sovereign wealth fund to sell / write off all investments in Russian assets 
• Germany to spend 2% of its budget on defence  
• BP to sell / write off its 20% holding in Russian oil and natural gas producer Rosneft (BP’s investment 

represents half of its oil and gas reserves and a third of its production) 
• Russia hikes interest rates to 20% in an attempt to prevent Russians selling the ruble for dollars  
• Clean Energy, cybersecurity, defence and materials get a strong bid - cybersecurity is up 20% in a week, 

clean energy stocks all rose double percentage digits on the last day of trading for February 
• Mastercard denies access to its payments system to multiple Russian financial institutions  
• Disney halts cinematic releases to Russia 
• Sberbank (Russia financial services) share price falls 74% 
• Schroders suspends its Emerging Europe fund 
• Gold in February had its best month since May 2021 - Russia begins buying gold to hedge currency losses 
• Dollar index rises back toward 97 

Any time the dollar is worth more, so are foreign investors’ US stockholdings in their own currency.  The dollar is buoyed by 
safe haven and liquidity status.  The pound’s liquidity is also favoured among foreign investors at times of geopolitical tension. 
 

Dollar index (DXY) 6 months (Source: marketwatch.com) 

Oil prices prior to the invasion of Ukraine were already high and pushing $100 per barrel.  (Oil is at its highest level since 
September 2014.). Equity markets were already at correction levels (down 10% from their highs), indeed many stocks were 
between 15-50% lower than their first week of January highs before the war started, on nervousness of the likely impact of 
interest rate rises and inflation.  (25% of the SP500 is now down 15% or more.) 

Many investment funds (‘collectives’) were hit hard in January: Scottish Mortgage Investment Trust (Baillie Gifford) fell 
20%; Fundsmith Equity fell 9%; Rathbone Global Opportunities fell 13%.  Since January, Russia’s assault on Ukraine has 
simply added to nervousness and risk-off sentiment. 
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It is worth noting: 
• Ukraine is the fifth largest exporter of grain on the world  
• Ukraine is the No 1 supplier of corn to China 
• Ukraine supplies over 10% of the food to 14 countries around the world  
• Russia supplies 25% of Germany’s petroleum and 32% of Germany’s natural gas  
• 25% of all electricity in Germany comes from natural gas  
• Germany has no Liquified Natural Gas ports (source for all of the above: The FarrCast podcast https://

podcasts.apple.com/us/podcast/the-farrcast-wealth-strategies/id1293006829) 
• UK’s dependence on Russia for natural gas is just 5% (half UK’s supply comes from our own [dwindling] 

resources in the North Sea, and roughly half from Norway 
• Looking ahead post Brexit, the UK and Ukraine signed a Strategic Partnership Agreement in October 2020 

to allow Ukraine to boost exports to the UK in a bid to see “economic ties strengthen considerably”.  Boris 
Johnson at the time said Britain was Ukraine’s “most fervent supporter” 

Materials and commodity companies’ share prices have been steadily rising over the last two years.  Incredibly, most hard 
and soft commodities are in backwardation (where spot prices are higher than forward prices) as evidence of near-term demand 
outpacing supply.  Not only are commodities in backwardation, some are in super-backwardation, a very rare circumstance. 

As far as oil is concerned, there has been no real increase in capital expenditure (capex) to try to boost supply.  Petroleum 
companies were burnt badly by negative oil prices in April 2020.  Prior to the last 2 years, returns for oil producers or anyone 
in the energy space over the preceding 5-8 years had been terrible, so raising additional finance for shale or new oil research 
has been tough.  By way of illustration, according to Goldman Sachs, in 2021 $300 bn was invested into commodity related 
research and development, $299 bn of which went into ESG, green energy and decarbonisation themes.  Even with oil at $100 
there is no sign of any improvement in the imbalances between continual demand to fuel internal combustion engines (ICEs) 
and available supply.  Prior to the Ukraine crisis and the plethora of sanctions imposed on Russia, Russia was unable to meet 
its agreed oil production quota for the world’s consumption.  Only Saudi Arabia, the UAE and Iraq have ‘spare’ capacity which 
could be made available.  Even the US is some 1.5 million barrels per day below its output in 2020.  $125 per barrel oil looks a 
near certainty this year.  Some analysts are even talking $200 per barrel oil at some point in 2022. 

It is not only oil for which demand is outstripping supply.  Goldman monitors price movements for 27 different commodities, 
and all are in backwardation.  Initially, in 2020 during covid, prices spiked because of logistical constraints ie physical 
movement of goods; now in 2022 the squeeze on prices is due to supply shortages to meet demand. 

Aside from Ukraine’s position as a major exporter of wheat and corn to Europe, weather patterns in Australia and Latin 
America have not been kind to crop farmers such that inventories for many soft commodities are low. 

Demand for soft and hard commodities is going to continue, driven by volume need for food and an ongoing drive for climate 
change.  At the core of the metals story is the expectation that in this decade $16 trillion of capex will be made in green 
investments, the equivalent according to Goldman of what China spent in the decade 2000-2009.  In the next decade, 
2030-2039, it is estimated that double that, $32 trillion, will be spent on green investment and decarbonisation, at the centre of 
which will be copper.  Copper will become the new oil.   

There is comparatively little investment in the commodity space.  Most of the $250 trillion invested capital around the world  
is in the ‘expectation’ arena, ie the expectation that such-and-such a company will produce such-and-such a return in the future.  
Little is invested in the ‘volume’ arena: so much of this is needed to provide for that.  Not even 1% of the total amount of 
assets under management around the world is invested in commodities at present.  There will no doubt be a big awakening 
moment. 

Corn, 3 years (Source: marketwatch.com) 
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       Brent crude oil, 6 months (Source: marketwatch.com) 

 

Copper, 5 years (Source: tradingview.com) 

 

Copper, gold & molybdenum producer Freeport McMoran share price, 3 years (Source: marketwatch.com) 
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Increases in commodity prices may do some of the work of central banks this year but they are unlikely to deter the path which 
most economists believe will result in the Federal Reserve raising rates by 0.25% on five or six occasions to try to quell 
consumer price and wage inflation.  Yet pent up demand and consumer liquidity in the wake of covid still exists.  Corporate 
earnings should again be strong this year.  Credit (bonds) can be expected to maintain its safe-haven place but other than that 
bonds become back-peddlers in an environment of rising rates. 

Art Cashin has been a floor trader on the New York StockExchange for more than 50 years.  He said last week that his mentor 
when he started his career warned him not to bet on the end of the world.  He was told: “The odds are long and it only happens 
once”. 

Tax Year End 

With just 4 weeks left to the end of the UK tax year, now is the time for investors to make the most of the tax system - one of 
the most lenient in the world, not counting Monaco, Singapore, or the UAE. 

• Make use of capital gains to Bed & ISA or Bed & Pension 
• Use losses to mitigate gains or carry them forward indefinitely against future gains 
• Use pension allowances - pension is still the most tax-efficient investment available in the UK: 

• Tax free gains 
• Tax relief at highest marginal rate 
• Inheritance tax (IHT) exempt under most circumstances 
• Allowance up to net relevant earnings with a maximum allowance of £40,000 unless carry forward from prior 3 tax 

years is available or unless adjusted earnings are in excess of £240,000 
• Contributions can be made for non-earning spouses, children, grandchildren up to £2880 per annum net (grossed up 

to £3600) - excellent tax planning for grandparents with excess capital although LISAs may be preferred.  Year by 
year the contributions mount up. 

• Gross contributions to an individual’s pension by small limited companies not only fall outside the employees salary  
(but must be within the annual allowance and taper rules) but they also relieve corporation tax  

• Even in retirement, pension £2880 net each year from savings or a General Investment Account up to the age of 75.  
The contribution receives tax relief, reduces income tax, saves inheritance tax and can always provide a small tax 
free lump sum if needed. 

• Use ISAs to fund pension if necessary.  This is especially prevalent for higher rate taxpayers. 
• Those over 57 should consider using otherwise undrawn tax free cash to help their spouse or children to fund their 

pension 
• Basic rate taxpayers aged 18-40 and not in a company or employer pension scheme should consider a LISA in 

preference to pension saving  
• Grandparents may also be in a position to use the annual IHT gift exemption of £3000 twice at one time, since if unused 

from the previous tax year it can be used in the current one.  If in good health, the annual exemption can be used 
effectively for annual premium payment of a life assurance policy in trust to reduce estate duties. 

• Once ISA and pension are fully used, consider use of offshore bonds (from which potentially up to £18,570 of non-
taxable income can be derived by non-taxpayers from underlying gains in excess of the 5% annual ‘allowance’) 

• ISAs, offshore bonds and Venture Capital Trusts (VCTs) are all excellent investments for school fee planning 
• Those with excess taxable income can make use of the IHT exemption of being able to gift excess income without tax 

consequence to them but with considerable advantage to the beneficiary which could be a family member or a trust.  
Widows / widowers finding themselves inheriting a defined benefit pension often simply accrue additional income when 
they don’t need it, potentially exacerbating IHT problems.   

• As with all measures taken to mitigate IHT, document it! 
• Those with ‘old-style’ pensions should examine death benefits.  Some schemes offer only ‘return of contributions’.  

Some do not allow drawdown under the 2014 flexi-access rules.  In both cases a transfer to a ‘new-style’ flexi access 
drawdown policy should be considered. 

Favoured investment plays: 
Nil risk: 
Cautious risk: Cash  
Balanced risk: Managed / Multi-asset funds  
Market risk: Multi-asset funds, UK equity  
Adventurous risk: Asia, Europe, Japan, US equity 
Speculative risk: Technology, Energy, Commodities, Emerging Markets 

Disclosure: 
Nicholas Chappell has the following personal investment exposure: Technology (all US, including fintech & green energy) 50%, China 9%, Asia 7%, Global 
Equity 2%, UK Equity 15%, European equity 7%, US Equity 9%, US smaller companies 1% 

Important information: This communication is for informational purposes only.  It is not intended as an offer or solicitation for the purchase or sale of any financial 
instrument or as an official confirmation of any transaction.  The price of shares and the income from them may fall as well as rise.  Past performance is no guarantee of future 
returns and investors may not get back the full amount invested, particularly in the early years.  Exchange rates may also cause the value of underlying overseas investments to go 
down or up. Investments in emerging markets and hedge funds can be more volatile and the risk to capital is greater.  All market prices, data and other information are not warranted 
as to completeness or accuracy and are subject to change without notice.  Some quoted analysis is a resume of data supplied to McLaren Wealth Management by some of the world’s 
leading investment houses and although McLaren Wealth Management has given its opinion as to how the data can be interpreted, investment should not be embarked upon without 
full analysis of the risks involved and a careful study of the sales prospectus, where applicable. 
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