Market Commentary
Update on Russia/Ukraine
Russia’s decision to invade Ukraine has dominated the headlines in recent weeks. We are saddened
to see the impact on the innocent lives involved in this crisis. This is obviously a very fluid situation,
and we are evaluating all developments closely.

Stocks could be volatile for a while, but the impact to stocks from geopolitical events historically has
tended to be short-lived.

Using history as a guide, we note in the chart below, the S&P 500 fell 5% on average in 20 major
geopolitical events dating back to the attack on Pearl Harbor in 1941. Importantly, the S&P 500
recovered those losses in fewer than 50 calendar days on average.

Source: S&P Dow Jones Indices, CFRA
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Broader Implications:
Based on our research, it does appear that the Russian invasion of Ukraine could depress global GDP
growth and intensify already elevated inflation. The big question is to what extent?
Russian and Ukrainian economies combine to account for less than 3.5% of global GDP and
just 2% of global business sales according to data compiled by Carlyle.
A contraction of 10% in these economies would subtract modestly from global GDP in 2022
and increase inflation rates by a similarly small magnitude.
In terms of global demand in current dollars, this is roughly equivalent to a war between the
U.S. states of Florida and Nebraska.
The ultimate economic impact of the Russian invasion is therefore likely to depend on the impact on
the commodity markets.
Direct sanctions are hardly the only risk facing energy markets. Energy supplies could be
disrupted by hostilities, foreign banks’ unwillingness to transact with Russian counterparties
amid a web of legal risks, or Russian retaliatory supply restrictions.
With global oil and gas production remaining well below levels one would expect at current
prices, energy markets are likely to remain tight and prone to exaggerated price swings in
the coming days and weeks.
Other important markets such as palladium, wheat, are also strained and the broader impact
on global GDP will take some time to evaluate.
We can’t control markets, but we can adapt and take advantage of opportunities.

We have been reviewing our current portfolios to estimate the direct impact from
Russia/Ukraine. Importantly, we are trying to anticipate secondary implications that could
result such as pressure on European banks that have exposure to the region, elevated
commodity prices even beyond oil that could lead to higher costs or outright shortages (i.e.,
wheat, precious metals, neon gas) and the ultimate impact on individual companies.
As we evaluate the companies we own (and ones we don’t own but are studying), we are
looking for great companies that have a competitive product/service and pricing power to
handle the higher prices that are likely to result from this conflict. We are finding great
opportunities in companies that are now trading at a discount.
The only free lunch in investing is diversification. Although many stocks and bonds are
negative on the year, real estate and a number of other assets classes continue to perform
well. The large dislocation between asset classes creates opportunities for long term
investors.
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We are evaluating opportunities to rebalance, which will allow us to maintain our desired
allocation to stocks. Rebalancing helps us stick to our investment policy, while buying stocks
at lower prices.

Lessons on Volatility
This is normal. Since 1990, the average intra year decline in the S&P 500 is ~14%. In 2021,
the largest decline was 5% and today we are down approximately 12%.
If anything, last year was the abnormal year because there was no volatility. Unfortunately,
volatility is the price that we all must pay for higher returns over time.
As we have discussed before, we are most concerned with volatility that also involves a
recession. Based on what we know today, we believe we are seeing normal volatility, but are
paying very close attention to our recession indicators.

DISCLOSURE:
Canal Capital Management’s opinions are subject to change from time to time and do not constitute a
recommendation to purchase or sell any security nor engage in any type of investment strategy. The information
contained herein has been obtained from sources believed to be reliable and cannot be guaranteed for accuracy.

3
9 SOUTH 5th STREET RICHMOND, VIRGINIA 23219 | www.canalcapitalmanagement.com | T +1 804.325.1450 | F +1 866.381.5362

