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• Russia’s invasion into Ukrainian territory marks the end of the guessing
game on whether an invasion would occur, but opens a new period of
uncertainty.

Key takeaways

• In the near term, we expect a negative path for global equity markets
and for risk appetite more generally across capital markets.

What it may mean for investors
• We would not be buying this selloff, given the latest developments. The
uncertainty of the current markets and the difficulty of relying on
Russia’s stated intentions makes it too difficult to predict exactly how
the incursion will develop. We favor patience.
Russian armored units crossed the Ukrainian border this morning, and air
attacks began on dozens of cities, including Kyiv. After weeks of saying
that Russia had no intention of invading Ukraine, Russian President Putin
today announced that the invasion is to topple Ukraine’s government. The
assault on Ukraine today marks the end of the guessing game on whether
an invasion would occur, but opens a new period of uncertainty and
potentially rapidly moving events that we believe will accompany a
negative path for global equity markets and for risk appetite more
generally across capital markets.
A large part of the uncertainty about the immediate future is that official
statements from the Kremlin have not matched subsequent Russian
actions. We expect the Kremlin to continue to use messaging to test the
reactions of NATO and Ukrainian officials, but without necessarily
intending a commitment to those statements. This intentional
unpredictability should add downward pressure to risk markets.
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We also expect Thursday to begin new rounds of sanctions, including from the U.S. We expect much harsher
penalties on Russia than what the U.S. and other NATO members issued two days ago. The list of potential
measures for application now include curtailing Russia’s ability to participate in global trade and financial markets.
The U.S. is likely to provide its complete list quickly, but the European NATO members may need more time to
approve their measures collectively. The prospect of Russian retaliation — possibly including reduced commodity
exports and stepped-up cyber attacks — adds to the uncertainty in the immediate present.
Economic and market impact
Russia’s economy is only 3.1% of the global total, and Ukraine’s is only 0.14%, and we doubt that the invasion will
trigger the next global recession. As we described in our previous report, the second-order effects to economies
through inflation and the uncertainty about the invasion do pose new uncertainties and risks, particularly for the
European economies. Europe’s reliance on Russian energy imports means that sanctions and possible disruptions
to Russian pipelines that run through Ukraine should raise energy and food prices further, since Ukraine is a major
exporter of grains via its Black Sea ports. We see inflation risk as the main spillover risk for the global economy,
including the U.S.
Markets broadly were not expecting a full-scale invasion, so reaction has reduced risk appetite quickly. Bond yields
are down across the maturity spectrum. Perceived safe-haven currencies — such as the U.S. dollar, the Swiss franc
and the Japanese yen — are gaining, at the expense of currencies such as the euro and the British pound. Global
equity prices are broadly lower, and the S&P 500 Index has retested its January intraday low of 4,222. Additional
downside is possible, with firmer resistance at 3,850, roughly a 20% drop from the all-time high in January.
Russia’s incursion has virtually eliminated the risk of a half-point rate hike by the Federal Reserve at its March 16
meeting. In general, we expect central banks (especially the European Central Bank) to be less aggressive worldwide
on concerns of the energy price shock, combined with spill-through effects of heightened sanctions and the
potential for Russian retaliation.
Our guidance remains in place
We believe that our current guidance, in place since last November, is well-positioned to be underweight
Developed Market (ex-US) Equities and overweight commodities. It is reasonable to have some extra cash here.
We would not be buying this selloff, given the latest developments. We expect to have time to add to risk
positions, but the uncertainty of the current markets and the difficulty of relying on Russia’s stated intentions
makes it too difficult to predict exactly how the incursion will develop. We favor patience here.
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Risks Considerations
Each asset class has its own risk and return characteristics. The level of risk associated with a particular investment or asset class generally correlates with the level of return the
investment or asset class might achieve. Stock markets, especially foreign markets, are volatile. Stock values may fluctuate in response to general economic and market conditions, the
prospects of individual companies, and industry sectors. Foreign investing has additional risks including those associated with currency fluctuation, political and economic instability,
and different accounting standards. These risks are heightened in emerging markets. The commodities markets are considered speculative, carry substantial risks, and have experienced
periods of extreme volatility. Investing in a volatile and uncertain commodities market may cause a portfolio to rapidly increase or decrease in value which may result in greater share
price volatility.
General Disclosures
Global Investment Strategy (GIS) is a division of Wells Fargo Investment Institute, Inc. (WFII). WFII is a registered investment adviser and wholly owned subsidiary of Wells Fargo Bank,
N.A., a bank affiliate of Wells Fargo & Company.
The information in this report was prepared by Global Investment Strategy. Opinions represent GIS’ opinion as of the date of this report and are for general information purposes only
and are not intended to predict or guarantee the future performance of any individual security, market sector or the markets generally. GIS does not undertake to advise you of any
change in its opinions or the information contained in this report. Wells Fargo & Company affiliates may issue reports or have opinions that are inconsistent with, and reach different
conclusions from, this report.
The information contained herein constitutes general information and is not directed to, designed for, or individually tailored to, any particular investor or potential investor. This report
is not intended to be a client-specific suitability or best interest analysis or recommendation, an offer to participate in any investment, or a recommendation to buy, hold or sell
securities. Do not use this report as the sole basis for investment decisions. Do not select an asset class or investment product based on performance alone. Consider all relevant
information, including your existing portfolio, investment objectives, risk tolerance, liquidity needs and investment time horizon. The material contained herein has been prepared from
sources and data we believe to be reliable but we make no guarantee to its accuracy or completeness.
Wells Fargo Advisors is registered with the U.S. Securities and Exchange Commission and the Financial Industry Regulatory Authority, but is not licensed or registered with any financial
services regulatory authority outside of the U.S. Non-U.S. residents who maintain U.S.-based financial services account(s) with Wells Fargo Advisors may not be afforded certain
protections conferred by legislation and regulations in their country of residence in respect of any investments, investment transactions or communications made with Wells Fargo
Advisors.
Wells Fargo Advisors is a trade name used by Wells Fargo Clearing Services, LLC and Wells Fargo Advisors Financial Network, LLC, Members SIPC, separate registered broker-dealers and
non-bank affiliates of Wells Fargo & Company. CAR 0222-03956
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