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Escalation is not a given, but tensions might last 

for longer  

DESPITE RISING TENSIONS, OUR BASE CASE REMAINS THAT A LARGE-
SCALE RUSSIAN MILITARY INVASION IN UKRAINE WILL BE AVOIDED 
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_ Our base case continues to pencil in only a lasting rise in underlying risk awareness, rather than significant 
further military escalations. 

_ For now, we expect diplomatic activities to continue, with serious efforts to offer Russia face-saving ways to 
back down.  

_ While developments certainly give us plenty to think about, we do not see sufficient reason yet to alter our 
fundamentally constructive outlook.  

 

Escalating tensions between Russia and Ukraine: our base case 

Belatedly, financial markets around the world have woken up to the rising geopolitical tensions in Ukraine over Russian demands to reverse 

the decade-long expansion of the Western security alliance NATO. That a resurgent and increasingly assertive Russia might eventually 

pose a threat to economic stability further afield does not necessarily count as news, though. Our base case continues to pencil in only a 

lasting rise in underlying risk awareness, rather than significant further military escalations. That is, we can certainly imagine tensions and 

Russian threats of an invasion to continue at an elevated level for a while yet. Further escalatory steps could include cyber-attacks, more 

intense fighting in eastern Ukraine and, potentially, Russian aerial bombardment to test the response from Kiev and “the West”. These 

would probably result in additional sanctions being imposed on Russia, while Russia would keep gas deliveries tight. Even a change of the 

government in Kiev could happen along the way, but it is not our baseline scenario.  

One crucial assumption behind our base case of further escalation falling short of a full-scale ground war is that we expect diplomatic 

activities to continue, with serious efforts to find a way to offer Russia face-saving ways to back down. European efforts to revive the ideas 

of the second Minsk treaty of February 2015 could yet prove acceptable to both Kiev and Moscow, though the issue of how free and fair 

elections are to be organized in the breakaway regions of Donetsk and Luhansk could once again prove a stumbling block.1 In that regard, 

one positive sign for the prospects for further diplomacy has been the vote in the Russian Duma to refrain from recognizing the self-pro-

claimed independence of those regions, at least for now.2 

Could things get worse? Yes, alas: market and policy implications  

But should not economic self-interests alone dictate a diplomatic solution of some sort to emerge fairly swiftly, anyway? Judging by the 

sharp market reaction, that certainly seems to have been the view in broader equities and fixed income markets.  

In our view, Putin has been preparing for a potential conflict for several years. The government has been following a strict fiscal austerity 

plan since 2017 to reduce the dependency of the Russian economy on external suppliers. It has been ready to sacrifice growth for this (and 

continues its disciplined saving of oil price windfall profits during the Covid pandemic). Russian corporate sector leverage is down to historical 

lows. Likewise, unlike 2014, Russia’s banking system is now highly concentrated and dominated by state-controlled institutions, while for-

eign banks do not have any systemic importance. Meanwhile, Europe’s dependency on Russian gas remains high and will probably shrink 

 

1 https://www.unian.info/politics/10788002-steinmeier-formula-explained.html  
2  https://www.themoscowtimes.com/2022/02/14/russian-lawmakers-to-urge-putin-to-recognize-breakaway-ukraine-regions-independence-a76378; https://intel-

linews.com/russian-duma-steps-back-from-declaring-donbas-independent-234925/?source=russia 

https://www.unian.info/politics/10788002-steinmeier-formula-explained.html
https://www.themoscowtimes.com/2022/02/14/russian-lawmakers-to-urge-putin-to-recognize-breakaway-ukraine-regions-independence-a76378
https://intellinews.com/russian-duma-steps-back-from-declaring-donbas-independent-234925/?source=russia
https://intellinews.com/russian-duma-steps-back-from-declaring-donbas-independent-234925/?source=russia
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over the next decade or so, as renewable energy continues to expand. Moreover, various pipeline projects have made it possible to bypass 

Ukraine.3 None of which means that further escalation is now inevitable. Countless column inches have lately been devoted to psychoan-

alyzing Russia’s leader, or endlessly analyze some particular sentence or phrase.4 In our view, such attempts to analyze tend to fall short 

in two critical respects. First, Vladimir Putin can be hard to interpret, even for native Russian speakers. In the earliest days of his presidency, 

Putin’s folksy turn of phrases or cultural references gave rise to handy dictionaries of what this or that “Putinism” might actually mean.5 Such 

implausible deniability may partly be deliberate. As an influential analysis widely read in Western security circles put it a few years ago: 

“Russia’s leadership is pursuing an emergent strategy common to business practice and the preferred path of startups (…) The hallmarks 

of this approach are fail fast, fail cheap, and adjust, (…) prizing adaptation over a structured strategy. This is confusing to follow when 

Russia’s goals are set, and yet operational objectives change as they run through cycles of adaptation. It is also a method whereby success 

begets success and failure is indecisive, simply spawning a new approach.”6 Whether this is correct or not, it certainly appears to have 

informed Western decisions to declassify information in order to complicate any Russian plans to invade Ukraine.7 

Against this backdrop, it is certainly too early to rule out a Russian pivot towards quick de-escalation. Equally, though, any of the parties 

involved could trigger, or even stumble into conflict that eventually does result in a large-scale invasion by Russia. Needless to say that such 

a war would not be quick and ‘efficient’ but instead probably result in long-lasting guerilla type confrontations. Public support in Ukraine for 

a closer union with Russia was never uniformly high throughout the country to begin with and has probably fallen further in recent years and 

months. A large-scale invasion would trigger much bigger economic damage on Russia than existing and threated sanctions. Potential 

allies such as China would not necessarily go along with support in such an extreme scenario. In purely financial terms, Russia could survive 

such a period of being globally shut out, but not without severe damage to an economy with very low growth potential anyway. Domestic 

discontent could grow, though, requiring further repression. And the globally most dominant economic worry, broad-based rises in inflation, 

would spike further, with Europe probably suffering the biggest hit due to continuing dependence on Russian gas supplies.  

Overall, that sounds like a very risky proposition for all involved. Spikes in gas and oil prices aside, global food prices, given the importance 

of Russia and Ukraine for wheat, as well as Russia’s role as a commodities supplier or supplier of refined production of aluminum, palladium, 

copper and nickel would result in further vulnerability, without even counting political and economic second round effects. But while we are 

certainly keeping an eye on such tail risks, we would argue that there is uncertainty in both directions around our base case. Plainly, not 

enough has happened, at least not yet, to start pricing in the damage to Europe and the economy of the rest of world via ballooning oil and 

gas prices.  

Asset-class implications 

Fixed Income & Currencies: Under our main scenario of ongoing risk-awareness, but no full-blown military escalation, we would expect 

some relief on energy prices over the medium-term, with further solid GDP growth mainly in Europe, little recession risk over the next 12 

months and higher short-term Treasury and Bund yields, along with selective spread compression for risky assets. Under further escalation 

scenarios, Europe and the Euro would clearly be at risk, though we would argue that a lot would depend on the specifics, including in terms 

of the timing. Certainly, we would expect even more dispersion in the performance of different emerging markets. 

Equities: While developments of recent weeks certainly give us plenty to think about, we do not see sufficient reason yet to change our 

index targets or our fundamentally constructive outlook due to the current tensions. Of course, sector development will be strongly influenced 

by shades within our main scenario. For example, energy stocks would clearly benefit if tensions resulted in a permanently higher risk 

premium in oil and gas prices. Under further escalation scenarios, index target cuts would probably be most severe in Europe, with the U.S. 

being likely to outperform, as probably would growth stocks compared to cyclical and value plays.  

Alternatives: We do not see any significant implications for global real estate in the short term. Under more extreme scenarios, the hit to 

consumer and business confidence may dampen demand for retail and office space, and the rise in fuel costs could be a drag on logistics 

operators. Unless this escalates into something that goes well beyond Russia / Ukraine, we would not see this having a material impact in 

the short-term. For infrastructure, we have historically observed negligible volumes of allocations to Ukraine private infrastructure assets by 

private infrastructure funds, as investors tend to focus on infrastructure markets providing strong institutional frameworks and low country 

risk in the long-term. We therefore do not generally envisage the asset class return profile to be impacted. Though of course, we would 

closely be watching for second round effects, including certain transportation assets, such as specific ports or toll roads part of trade routes 

between Russia and Europe, in case of severe sanctions.  

 
3 https://www.economist.com/europe/2022/01/29/how-will-europe-cope-if-russia-cuts-off-its-gas 
4 https://www.ft.com/content/3d8b94e9-0db7-4aa5-ac6a-9fef2ce43ab6; https://www.rt.com/russia/548669-putin-vulgar-sexual-threat-zelensky/; 
https://www.themoscowtimes.com/2022/02/14/putin-macron-talks-highlight-gap-in-russia-expertise-a76375 
5 https://www.themoscowtimes.com/2022/02/11/a-russian-sleeping-beauty-a76338 
6 https://warontherocks.com/2017/01/the-moscow-school-of-hard-knocks-key-pillars-of-russian-strategy/ 
7 https://www.nytimes.com/2022/02/12/us/politics/russia-information-putin-biden.html 

https://www.economist.com/europe/2022/01/29/how-will-europe-cope-if-russia-cuts-off-its-gas
https://www.ft.com/content/3d8b94e9-0db7-4aa5-ac6a-9fef2ce43ab6
https://www.rt.com/russia/548669-putin-vulgar-sexual-threat-zelensky/
https://www.themoscowtimes.com/2022/02/14/putin-macron-talks-highlight-gap-in-russia-expertise-a76375
https://www.themoscowtimes.com/2022/02/11/a-russian-sleeping-beauty-a76338
https://warontherocks.com/2017/01/the-moscow-school-of-hard-knocks-key-pillars-of-russian-strategy/
https://www.nytimes.com/2022/02/12/us/politics/russia-information-putin-biden.html
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Glossary 

Bunds is a commonly used term for bonds issued by the German federal government with a maturity of 10 years. 

The gross domestic product (GDP) is the monetary value of all the finished goods and services produced within a country's borders in a 

specific time period. 

A recession is, technically, when an economy contracts for two successive quarters but is often used in a looser way to indicate declining 

output. 

Yield is the income return on an investment referring to the interest or dividends received from a security and is usually expressed annually 

as a percentage based on the investment's cost, its current market value or its face value. 
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IMPORTANT INFORMATION – EMEA, APAC & LATAM 

DWS is the brand name of DWS Group GmbH & Co. KGaA and its subsidiaries under which they do business. The DWS legal entities offering products or 
services are specified in the relevant documentation. DWS, through DWS Group GmbH & Co. KGaA, its affiliated companies and its officers and employees 
(collectively “DWS”) are communicating this document in good faith and on the following basis. 

This document is for information/discussion purposes only and does not constitute an offer, recommendation or solicitation to conclude a transaction and should 
not be treated as investment advice. 

This document is intended to be a marketing communication, not a financial analysis. Accordingly, it may not comply with legal obligations requiring the impartiality 
of financial analysis or prohibiting trading prior to the publication of a financial analysis. 

This document contains forward looking statements. Forward looking statements include, but are not limited to assumptions, estimates, projections, opinions, 
models and hypothetical performance analysis. No representation or warranty is made by DWS as to the reasonableness or completeness of such forward looking 
statements. Past performance is no guarantee of future results. 

The information contained in this document is obtained from sources believed to be reliable. DWS does not guarantee the accuracy, completeness or fairness of 
such information. All third party data is copyrighted by and proprietary to the provider. DWS has no obligation to update, modify or amend this document or to 
otherwise notify the recipient in the event that any matter stated herein, or any opinion, projection, forecast or estimate set forth herein, changes or subsequently 
becomes inaccurate. 

Investments are subject to various risks. Detailed information on risks is contained in the relevant offering documents. 

No liability for any error or omission is accepted by DWS. Opinions and estimates may be changed without notice and involve a number of assumptions which 
may not prove valid. 

DWS does not give taxation or legal advice.  

This document may not be reproduced or circulated without DWS’s written authority.  

This document is not directed to, or intended for distribution to or use by, any person or entity who is a citizen or resident of or located in any locality, state, country 
or other jurisdiction, including the United States, where such distribution, publication, availability or use would be contrary to law or regulation or which would 
subject DWS to any registration or licensing requirement within such jurisdiction not currently met within such jurisdiction. Persons into whose possession this 
document may come are required to inform themselves of, and to observe, such restrictions. 

© 2022 DWS Investment GmbH 

Issued in the UK by DWS Investments UK Limited which is authorised and regulated in the UK by the Financial Conduct Authority. 

© 2022 DWS Investments UK Limited 

In Hong Kong, this document is issued by DWS Investments Hong Kong Limited. The content of this document has not been reviewed by the Securities and 
Futures Commission. 

© 2022 DWS Investments Hong Kong Limited 

In Singapore, this document is issued by DWS Investments Singapore Limited. The content of this document has not been reviewed by the Monetary Authority 
of Singapore. 

© 2022 DWS Investments Singapore Limited 

In Australia, this document is issued by DWS Investments Australia Limited (ABN: 52 074 599 401) (AFSL 499640). The content of this document has not been 
reviewed by the Australian Securities and Investments Commission. 

© 2022 DWS Investments Australia Limited  
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IMPORTANT INFORMATION – NORTH AMERICA 

The brand DWS represents DWS Group GmbH & Co. KGaA and any of its subsidiaries, such as DWS Distributors, Inc., which offers investment products, or 
DWS Investment Management Americas Inc. and RREEF America L.L.C., which offer advisory services. 

This document has been prepared without consideration of the investment needs, objectives or financial circumstances of any investor. Before making an invest-
ment decision, investors need to consider, with or without the assistance of an investment adviser, whether the investments and strategies described or provided 
by DWS, are appropriate, in light of their particular investment needs, objectives and financial circumstances. Furthermore, this document is for information/dis-
cussion purposes only and does not and is not intended to constitute an offer, recommendation or solicitation to conclude a transaction or the basis for any 
contract to purchase or sell any security, or other instrument, or for DWS to enter into or arrange any type of transaction as a consequence of any information 
contained herein and should not be treated as giving investment advice. DWS, including its subsidiaries and affiliates, does not provide legal, tax or accounting 
advice. This communication was prepared solely in connection with the promotion or marketing, to the extent permitted by applicable law, of the transaction or 
matter addressed herein, and was not intended or written to be used, and cannot be relied upon, by any taxpayer for the purposes of avoiding any U.S. federal 
tax penalties. The recipient of this communication should seek advice from an independent tax advisor regarding any tax matters addressed herein based on its 
particular circumstances. Investments with DWS are not guaranteed, unless specified. Although information in this document has been obtained from sources 
believed to be reliable, we do not guarantee its accuracy, completeness or fairness, and it should not be relied upon as such. All opinions and estimates herein, 
including forecast returns, reflect our judgment on the date of this report, are subject to change without notice and involve a number of assumptions which may 
not prove valid. 

Investments are subject to various risks, including market fluctuations, regulatory change, counterparty risk, possible delays in repayment and loss of income and 
principal invested. The value of investments can fall as well as rise and you may not recover the amount originally invested at any point in time. Furthermore, 
substantial fluctuations of the value of the investment are possible even over short periods of time. Further, investment in international markets can be affected 
by a host of factors, including political or social conditions, diplomatic relations, limitations or removal of funds or assets or imposition of (or change in) exchange 
control or tax regulations in such markets. Additionally, investments denominated in an alternative currency will be subject to currency risk, changes in exchange 
rates which may have an adverse effect on the value, price or income of the investment. This document does not identify all the risks (direct and indirect) or other 
considerations which might be material to you when entering into a transaction. The terms of an investment may be exclusively subject to the detailed provisions, 
including risk considerations, contained in the Offering Documents. When making an investment decision, you should rely on the final documentation relating to 
the investment and not the summary contained in this document. 

This publication contains forward looking statements. Forward looking statements include, but are not limited to assumptions, estimates, projections, opinions, 
models and hypothetical performance analysis. The forward looking statements expressed constitute the author’s judgment as of the date of this material. Forward 
looking statements involve significant elements of subjective judgments and analyses and changes thereto and/or consideration of different or additional factors 
could have a material impact on the results indicated. Therefore, actual results may vary, perhaps materially, from the results contained herein. No representation 
or warranty is made by DWS as to the reasonableness or completeness of such forward looking statements or to any other financial information contained herein. 
We assume no responsibility to advise the recipients of this document with regard to changes in our views. 

No assurance can be given that any investment described herein would yield favorable investment results or that the investment objectives will be achieved. Any 
securities or financial instruments presented herein are not insured by the Federal Deposit Insurance Corporation (“FDIC”) unless specifically noted, and are not 
guaranteed by or obligations of DWS or its affiliates. We or our affiliates or persons associated with us may act upon or use material in this report prior to 
publication. DB may engage in transactions in a manner inconsistent with the views discussed herein. Opinions expressed herein may differ from the opinions 
expressed by departments or other divisions or affiliates of DWS. This document may not be reproduced or circulated without our written authority. The manner 
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of circulation and distribution of this document may be restricted by law or regulation in certain countries. This document is not directed to, or intended for 
distribution to or use by, any person or entity who is a citizen or resident of or located in any locality, state, country or other jurisdiction, including the United 
States, where such distribution, publication, availability or use would be contrary to law or regulation or which would subject DWS to any registration or licensing 
requirement within such jurisdiction not currently met within such jurisdiction. Persons into whose possession this document may come are required to inform 
themselves of, and to observe, such restrictions. 

Past performance is no guarantee of future results; nothing contained herein shall constitute any representation or warranty as to future performance. Further 
information is available upon investor’s request. All third party data (such as MSCI, S&P & Bloomberg) are copyrighted by and proprietary to the provider. 

For Investors in Canada: No securities commission or similar authority in Canada has reviewed or in any way passed upon this document or the merits of the 
securities described herein and any representation to the contrary is an offence.  This document is intended for discussion purposes only and does not create 
any legally binding obligations on the part of DWS Group. Without limitation, this document does not constitute an offer, an invitation to offer or a recommendation 
to enter into any transaction. When making an investment decision, you should rely solely on the final documentation relating to the transaction you are consid-
ering, and not the [document – may need to identify] contained herein. DWS Group is not acting as your financial adviser or in any other fiduciary capacity with 
respect to any transaction presented to you.  Any transaction(s) or products(s) mentioned herein may not be appropriate for all investors and before entering into 
any transaction you should take steps to ensure that you fully understand such transaction(s) and have made an independent assessment of the appropriateness 
of the transaction(s) in the light of your own objectives and circumstances, including the possible risks and benefits of entering into such transaction. You should 
also consider seeking advice from your own advisers in making this assessment. If you decide to enter into a transaction with DWS Group you do so in reliance 
on your own judgment. The information contained in this document is based on material we believe to be reliable; however, we do not represent that it is accurate, 
current, complete, or error free. Assumptions, estimates and opinions contained in this document constitute our judgment as of the date of the document and are 
subject to change without notice. Any projections are based on a number of assumptions as to market conditions and there can be no guarantee that any projected 
results will be achieved. Past performance is not a guarantee of future results. The distribution of this document and availability of these products and services in 
certain jurisdictions may be restricted by law. You may not distribute this document, in whole or in part, without our express written permission. 

For investors in Bermuda: This is not an offering of securities or interests in any product. Such securities may be offered or sold in Bermuda only in compliance 
with the provisions of the Investment Business Act of 2003 of Bermuda which regulates the sale of securities in Bermuda. Additionally, non-Bermudian persons 
(including companies) may not carry on or engage in any trade or business in Bermuda unless such persons are permitted to do so under applicable Bermuda 
legislation.    
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