
Economic impact of the war in Ukraine 
expected to fade only gradually

Business cycle outlook indicates a 
contractionary phase Stagflation: a new reality?

March 2022

Quarterly Outlook
Stagflation: a new 
reality?



Contents

Economic impact of the war in Ukraine  
expected to fade only gradually

Equity momentum expected to remain  
mildly positive

Stagflation: a new reality?

Ortec Finance Economic 
Scenario Generator

Executive summary

Beyond the cycle: low for longer

2

P3

P4

P5

P8

P9

P10Our approach

Quarterly Outlook 
March 2022

P11

P6Business cycle outlook indicates  
a contractionary phase



3
Quarterly Outlook 
March 2022

Executive summary

Russia’s invasion of Ukraine has caused a stagflationary shock and a surge in 
geopolitical tensions that roiled economies and financial markets worldwide.

The baseline assumption is that geopolitical tensions are not anticipated to 
significantly escalate further, that sanctions remain in place, and that the 
shock to commodities, inflation, and GDP is persistent on a two-year horizon. 

The Ortec Finance momentum indicator is expected to remain mildly positive, 
which balances the downward pressure resulting from the sharp rise in interest 
rates with an anticipated partial recovery from a weak first quarter. 

Rising inflation and increased investor concerns worsen the Ortec Finance 
Business Cycle Indicator outlook on a one-year horizon. The anticipated con-
tractionary phase of the business cycle translates to below trend equity returns 
and above trend credit spreads on a two-year horizon.

The anticipated moderation in economic activity combined with persistent 
supply-driven inflationary shocks and faster prospective monetary tightening, 
suggest increased stagflation risks, which translate to a cautious outlook for 
risky assets.

The outlook remains surrounded by substantial uncertainty associated with 
the war in Ukraine, as well as inflation risks. Accordingly, market volatility and 
downside risk are expected to remain elevated in the short run.
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Economic impact of the war in Ukraine expected to 
fade only gradually
Russia’s invasion of Ukraine has caused a stagflationary shock and a surge in 
geopolitical tensions that roiled economies and financial markets worldwide. In 
response to the war in Ukraine, Western economies have levied heavy sanctions 
against Russia causing additional disruption to global supply chains, next to the 
physical damage to production plants in Ukraine. Despite the relatively small fi-
nancial footprint of Russia and Ukraine, both countries play a critical role in the 
global supply chain of food, energy, and rare earth resources. Consequently, com-
modity prices have significantly increased, energy prices in particular, which adds 
to the existing upward pressure on inflation. 

A moderation in global economic activity is expected as real disposable incomes 
are being squeezed and consumer confidence is dwindling. On the other hand, 
labor market strength is anticipated to somewhat cushion the blow. The effects 
of the war, the sanctions, and of events to come, on the global economy remain 
highly uncertain. 

The baseline assumption is that geopolitical tensions are not anticipated to sig-
nificantly escalate further and that sanctions remain in place. Additionally, the 
shock to commodities, inflation, and GDP is expected to be persistent on a two-
year horizon. Although there are some encouraging signs of diplomatic engage-
ment between Ukraine and Russia, downside risks remain elevated. A potential 
further escalation of tensions could lead Russia to turn off Europe’s gas tap caus-
ing significant economic damage. More generally, additional supply shocks could 
further fuel stagflationary dynamics, which would likely significantly weigh on 
risky assets. More generally, increasing tensions between Russia and the Western 
world causes known-unknown risks that are difficult define in terms of impact. 
Conversely, a significant diplomatic agreement between Russia and Ukraine could 
cause a faster than anticipated normalization in commodity prices and energy 
prices in particular. Altogether, market volatility and downside risk are expected 
to remain elevated in the short run.

https://www.nytimes.com/interactive/2021/09/14/us/covid-hospital-icu-south.html
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Equity momentum expected to remain mildly positive

During the first quarter, the Russian invasion of Ukraine, concerns over increasing 
inflation, as well as hawkish forward guidance by central banks, have sent equi-
ties down, and government bond yields as well as credits spreads up. Moreover, 
financial market volatility has increased with investors digesting the impact of 
prolonged inflation and faster monetary tightening. With the short-end of the 
yield curve rising more quickly than the long-end, the yield curve has significantly 
flattened, hinting at weakening growth expectations. Emerging market equities 
underperformed, mainly attributed to falling Chinese equities associated with 
economic headwinds caused by renewed lockdowns in response to a spike in 
confirmed Covid-19 cases. 

Global equity markets underperformed during the first quarter. Out- and under-
performance of markets is captured by the Ortec Finance Momentum Indicator 
which continuously adjusts to the latest information and events, and drives the 
short-term intra-year dynamics of the outlook. Equity momentum is expected to 
remain mildly positive, which balances the downward pressure resulting from the 
sharp rise in interest rates with an anticipated partial recovery from a weak first 
quarter. Going forward, one-year equity returns are expected to profit about 1% 
from the momentum outlook. Still, the outlook remains surrounded by substantial 
uncertainty associated with the war in Ukraine, as well as inflation risks.

Ortec Finance Momentum Indicator (Short-term equities and credits)
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The Ortec Finance Business Cycle Indicator has deteriorated due to increased inflationary pressures, rising 
interest rates, and elevated investor concerns, thereby suggesting recent economic and financial outper-
formance coming to an end.1 More specifically, rising inflation and increased investor concerns worsen the 
Ortec Finance Business Cycle Indicator outlook on a one-year horizon. Next to already broadening inflation-
ary pressures (signs of wage-price spiral in the US and the UK), the commodity supply shock has caused 
further upward pressure on inflation. Additionally, inflation expectations have increased, which is a cause 
for concern for central banks. In response, major central banks tightened their monetary policy stance and 
signaled faster tightening going forward. The Fed indicated to be increasingly willing to sacrifice economic 
growth for the sake of price stability. The ECB has signaled it expects to end its asset purchases by the 
third quarter of 2022 after which it would consider a rate hike before year-end. Short-term interest rates 
are expected to sharply increase in line with increased prospective monetary tightening, especially in the 
US, Canada, and the UK. The combination of tightening financial conditions and a sharp decline in real 
disposable incomes have caused a deterioration in economic prospects. The anticipated contractionary 
phase of the business cycle translates to below-trend equity returns and above-trend credit spreads on 
a two-year horizon.

Business cycle outlook indicates 
a contractionary phase
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Business cycle risks are strongly tilted to the downside. Russia’s invasion of Ukraine has significantly raised geopolitical uncertainty. Although the global power 
struggle between China and the US seems somewhat stabilized, this could quickly return to center-stage. On the macro-financial front, debt-burdened governments 
and corporates represent a key source of concern as global financial conditions are tightening and market volatility remains elevated. Finally, the duration and depth 
of the current stagflationary shock remains very uncertain, which will be further explored below. 

Ortec Finance Business Cycle Indicator (Medium-term growth, equities and credits)

1 For an interactive and historical perspective on the Ortec Finance Business Cycle Indicator visit: Business Cycle Outlook | Ortec Finance 

https://www.ortecfinance.com/en/solutions/economic-scenario-generator/business-cycle-outlook
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Stagflation: a new reality?

Stagflation can be characterized by a period of high inflation and slowing 
growth, and originally also high unemployment as experienced during the 1970s. 
Although high unemployment seems unlikely for now, there are strong signs 
that inflation will remain high and growth will slow for the coming two years. 
A perfect storm represented by a decade of extraordinary monetary policy sup-
port, unprecedented pandemic-related fiscal stimulus, the war in Ukraine, trade 
decoupling and the energy transition has triggered elevated inflation that is un-
likely to wane in the short run. Moreover, with important supply side factors driv-
ing inflation (cost-push inflation), an important necessary condition for stagfla-
tion is satisfied. Although central banks can squeeze economic demand, which 
is deflationary, they cannot resolve ongoing supply side constraints suggesting 
inflation could remain elevated for longer. Furthermore, with central banks sig-
naling increasing appetite to trade economic growth for price stability and with 
real disposable incomes as well as consumer confidence rapidly declining, the 
ingredients seem to be there for a period of stagnation as well. 

There are multiple supply factors that contribute to persistent price pressures. 
For example, the shock to food prices is unlikely to fade any time soon as sanc-
tions and the physical impact of the war in Ukraine continue to push up, among 
others, wheat and fertilizer prices.2   The same holds for rising energy prices, 
particularly gas. That will likely have a compounding effect on inflation, espe-
cially in Europe. The recent lockdown in Shanghai also signifies that the Covid-19 
pandemic can still provide additional shocks to global supply chains. Structur-
al trends such as the energy transition and trade decoupling from Russia and 
China will likely drive cost-push inflation for years to come. Accordingly, it is ex-
pected that, despite efforts from central banks, inflation is expected to remain 
above target over a two-year horizon. 

Tightening global financial conditions, declining purchasing power, and dwin-
dling consumer confidence are expected to slow economic activity. At the same 
time, current economic activity seems to hold up relatively well, as indicated by 
hitherto relatively strong producer confidence and labor market strength. The 
potential release of excess savings accumulated during the pandemic could also 
limit economic headwinds. As a result, developed economies are expected to 
grow by a meagre 0.5-2% year-on-year over a two-year horizon, effectively 
putting an end to the post-pandemic recovery of above trend growth.

Uncertainty about the economic outlook is high and central banks face a  
difficult challenge engineering a soft landing. Light central bank intervention 
could mean unanchored inflation expectations, while heavy intervention could  
trigger a deep recession. Accordingly, the economic future seems to be balancing  
between a financial repression scenario with high inflation but low interest rates, 
and a stagflation scenario with high interest rates. The latter seems more likely 
given increasingly hawkish central banks combined with persistent cost-push 
inflation. Moreover, a potential further rise in geopolitical tensions triggering 
more supply disruptions and a confidence crisis could translate into a prolonged  
period of stagflation. In any case, there is limited upside to the economic out-
look, and stagflation risks have significantly increased, which translates to a 
cautious outlook for risky assets.3

2 Ukraine accounts for 10% of global wheat production and Russia 20%. Russia and Belarus account for 40% 
of the total global exports of potash which is an important fertilizer input.

3 Please contact Hens.Steehouwer@Ortec-finance.com for a detailed impact analysis of a stagflation 
scenario.

https://www.ecb.europa.eu/pub/economic-bulletin/articles/2021/html/ecb.ebart202008_02~bc749d90e7.en.html
https://www.ecb.europa.eu/pub/economic-bulletin/articles/2021/html/ecb.ebart202008_02~bc749d90e7.en.html
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Beyond the cycle: low for longer 

Beyond short-term momentum and medium-term cyclicality, the Ortec Finance 
Trend Indicator covers the long-term outlook many decades into the future. This 
outlook is driven by global economic developments, and accounts for regional 
differences.

Global economic growth and interest rates are evolving around the lowest trend 
levels seen since World War II. Nonetheless, long-run prospects remain mildly 
optimistic. The trend in growth is expected to improve, driven by technological 
progress, structural reforms, and the rise of Emerging Markets or combinations 
of these positive long-term forces. Growth will recover first before interest rates 
normalize. 
 
As triggered by the current highest inflation levels in decades, (trend) inflation is 
expected to remain skewed where inflation scenarios have more upward than 
downward dispersion. Additionally, interest rates and inflation are anticipated 
to normalize somewhat faster to historical trend levels fueled by the current 
upward inflationary pressures.

With unprecedented policy stimulus over the past decade, the economy and 
financial markets have entered uncharted territory: valuations are high, debt 
levels have rapidly increased, and interest rates are at historically low levels. 
In combination with developments such as climate change, the consensus 
amongst economists and market participants about where the economy is going 
has diminished significantly. Altogether, the long-term outlook is accompanied 
by significant uncertainty. 

Ortec Finance Trend Indicator (Long term inflation)
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Our approach

At Ortec Finance, we are committed to help our clients manage the complexity of 
investment decision making. We believe that models in general – and scenario 
models in particular – are the most helpful tool for this, because of the consis-
tency, objectivity, transparency and efficiency that working with proper models in 
a proper way can bring [1: Relevance of scenario models].

We primarily follow a data and model-driven approach to construct our scenarios 
and resulting outlook. To ensure that our scenarios are as realistic as possible, we 
augment our approach with views and expert opinion [2: Ortec Finance scenario 
approach]. This outlook is the result of our model-driven approach applied to all 
information available at the end of March 2022.

https://www.ortecfinance.com/en/insights/whitepaper-and-report/whitepaper-relevance-of-scenario-models
https://www.ortecfinance.com/en/insights/whitepaper-and-report/ortec-finance-scenario-approach
https://www.ortecfinance.com/en/insights/whitepaper-and-report/ortec-finance-scenario-approach
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Ortec Finance Economic Scenario Generator

The Ortec Finance Economic Scenario Generator integrates short and long 
investment horizons consistently across all asset classes and economies 
[3: Ortec Finance Economic Scenario Generator]. Instead of the traditional 
complex, inconsistent and inefficient mix of models, a wide range of investment 
and risk management applications (ALM, SAA, ORSA, ECAP etc.) can now be served 
with one model. 

By using one integrated and consistent methodology, the Ortec Finance 
Economic Scenario Generator provides realistic stochastic risk and return 
scenarios for all relevant time horizons and balance-sheet-level applications in 
one go. This approach brings important consistency and efficiency to 
enterprise-wide investment decision-making and risk management processes. 

Its proprietary frequency domain methodology, combined with dynamic factor 
models, has been developed specifically to capture the complex realities of 
financial and economic markets for all horizons and asset classes at any point in 
time. This is substantiated by back-testing results that indicate a 10% 
outperformance compared to competing approaches.

Contact Hens.Steehouwer@ortec-finance.com for more information.

More information
[1] Read more in whitepaper Relevance of scenario models

[2] Read more in whitepaper Ortec Finance scenario approach

[3] Find out more our Economic Scenario Generator 

https://www.ortecfinance.com/solutions/economic-scenario-generator 
mailto:Hens.Steehouwer%40Ortec-finance.com?subject=
https://www.ortecfinance.com/en/insights/whitepaper-and-report/whitepaper-relevance-of-scenario-models
https://www.ortecfinance.com/en/insights/whitepaper-and-report/ortec-finance-scenario-approach
https://www.ortecfinance.com/en/insights/whitepaper-and-report/ortec-finance-scenario-approach
https://www.ortecfinance.com/en/insights/blog/a-true-out-of-sample-back-test-of-the-ortec-finance-scenarios
https://www.ortecfinance.com/solutions/economic-scenario-generator
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Disclaimer

Please note that this report has been prepared with care using the 
best available data. This report may contain information provided 
by third parties or derived from third party data and/or data that 
may have been categorized or otherwise reported based upon client  
direction. This report is not intended as an investment advice.  
Ortec Finance assumes no responsibility for the accuracy,  
timeliness, or completeness of any such information. Ortec  
Finance accepts no liability for the consequences of in- 
vestment decisions made in relation on information in this  
report. All our services and activities are governed by our 
general terms and conditions which may be consulted on  
https://www.ortecfinance.com/ and shall be forwarded free of 
charge upon request. Any analysis provided herein is derived 
from your use of Ortec’s software and does not constitute 
advice as to the value of securities or the advisability of in-
vesting in, purchasing, or selling securities. All results and 
analyses in connection with Ortec’s software are based on 
the inputs provided by you, the client. Ortec Finance is not 
registered as an investment adviser under the Investment 
Advisers Act of 1940.

https://www.ortecfinance.com/


Rotterdam Amsterdam London Zurich Toronto Melbourne

contact@ortecfinance.com | www.ortecfinance.com 
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