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Following the invasion of Ukraine by Russian troops last 
week, the situation has deteriorated quickly and with 
increasing severity over the weekend. The EU, US, UK 
and others have announced several sanctions against 
the Russian Central Bank and state-linked persons. 
These include an asset freeze for certain Russian 
individuals and companies (especially financial 
institutions), travel bans, trade restrictions and financing 
restrictions preventing the raising of capital in certain 
foreign capital markets such as the US. Russian equities 
and the rouble have suffered though the overall long-
term impact of sanctions remains unclear.  

As part of the response, some Russian banks were 
removed from SWIFT, the main international payments 
system, and sanctions were announced against the 
Central Bank which will impact its ability to use much of 
its reserves to defend the Russian currency. This week 
the economic response has further escalated with 
trading of Russian GDRs/ADRs being suspended. The 
Russian stock exchange remains closed. Furthermore, the 
MSCI and FTSE have announced the removal of Russian 
companies from their Emerging Market classification 
effective 9 March and 4 March respectively.

Current situtation 

As part of the response, some Russian banks were removed from SWIFT, the main 
international payments system, and sanctions were announced against the Central 
Bank which will impact its ability to use much of its reserves to defend the Russian 
currency. 
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As Emerging Markets Portfolio Manager, Andrew 
Mathewson explained, the impact on our Emerging 
Markets portfolios is limited to the direct holdings that 
we have. Our underweight position in Russia is a result of 
only two Russian stocks, TCS Group and Lukoil. Our 
positioning in both cases is intentionally private sector to 
avoid exposure to state-directed sanctions. Two of our 
portfolio holdings with indirect exposure to Russia/
Ukraine are also impacted by the current scenario: 
software services company EPAM through its employees 
in Ukraine and Hungarian bank OTP because of its 
Russian Banking business. 58% of EPAM’s employees are 
physically located in Russia, Ukraine and Belarus. While 
our conviction in underlying holdings remains, it is 
impossible to remove the country risk from our direct 
exposures. We are monitoring the situation very closely 
due to the quickly evolving situation and we are 
assessing the range of possible outcomes and our 
options for portfolio activity, which is extremely fluid.

Head of Global Long-Term Unconstrained, Zehrid 
Osmani explained that we have no direct exposure in 
terms of quoted equities in Russia or Eastern Europe 
across any of our Long-Term Unconstrained (LTU) 
strategies and underlying exposure to Russia and 
Ukraine is also minimal therefore we foresee no change 
to our LTU portfolio positioning at this stage.

Andrew Graham, Head of Asia also confirmed that our 
Asian portfolios only have a small direct exposure to 
Russia (Orion) and some indirect exposure (manufacturing 
operations in Europe e.g. Minth in Germany / Poland / 
Slovakia; LGES in Poland. While energy costs will likely 
rise, provided there is no complete loss of supplies, 
Andrew expects these companies to manage through this. 
Depending how deep the fallout, this could of course be 
recessionary for Europe, which would have some demand 
implications too.

Reece Birtles, Chief Investment Officer, Martin Currie 
Australia confirmed that his investment team has no 
direct exposure but will also have indirect impact 
through commodity exports such as wheat, ammonia, 
aluminium, oil and gas which likely drives increased 
demand for Australian products.

As Colin Morton, Head of UK Equities explained, the 
team obviously has no direct exposure to Russian 
companies, however due to the composition of the UK 
market there are some sectors that may be 
disproportionately impacted by the ongoing conflict. 
Naturally the main exposures are concentrated within 
large cap equities where 70% of the FTSE 100 earnings 
are generated overseas, however they are seeing at least 
some impact across the cap spectrum. In our small and 
mid-cap UK portfolios, we try to avoid companies whose 
profits are significantly correlated with commodity 
volatility. This allows the team to focus on alternative 
structural growth areas where they believe that risk/return 
profiles are more attractive. Consequently, we have no 
direct exposure to any oil, gas or mining companies within 
our UK small and mid-cap portfolios.

What is the impact on our 
portfolios?



In Andrew Graham’s view premiums are rising more due 
to a path towards monetary normalisation, which began 
several months ago. One could argue that at the 
margin, given the incremental inflation/stagflation 
dynamics that may spin out from the Ukraine situation, 
the risk of policy error has grown. However, this is only 
marginal as the gross policy error has already occurred.

While this is a global geopolitical event, the economic 
realities of it will be felt most keenly in Europe. Russia 
and Ukraine together are less than 2% of world GDP. 
Andrew Graham explained that he does not think this is 
a systemic problem and global banks’ exposure to 
Russia is only ~US$100bn, so likely too small for this to 
be systemic either. Additionally, this has been brewing 
for some time and, certainly now, is already at least 
partly reflected in asset prices (admittedly, it is difficult 
to separate this from the other factors affecting 
markets). 

Protracted conflict that impacts supply of energy to 
Western Europe and imported cereal crops to the world 
market, will likely add to the current inflation challenges 
and the increasingly thin “temporary” argument. 

Andrew believes that these events, of themselves, are 
not (based on current assessment) significant enough for 
a material structural shift in risk premia. 

Zehrid Osmani and Reece Birtles also share the belief 
that the spike in risk premia is temporary whilst 
uncertainty around a path to resolution is high. They also 
share the view that this is also a global issue as China 
territorial claims with Taiwan are also a future risk.

The question of course is how central banks react to 
another inflationary spike. Our portfolio managers 
agreed that they will need to hold the course, given 
higher inflationary pressures as a result of increases in 
bottlenecks, supply chain disruptions, rising labour costs 
and higher energy prices. However, they believe that the 
European Central Bank (ECB) might slow down its pace 
of hikes, due to geopolitical uncertainty, depending on 
how the situation evolves. 

Inflationary pressures are likely to be more prolonged 
and last longer than expected. Soft commodities 
disruption should also be considered, given Ukraine’s 
agriculture. 

Risk premiums rising – a 
permanent change  
or a temporary spike?

Protracted conflict that impacts supply of energy to Western Europe and 
imported cereal crops to the world market, will likely add to the current inflation 
challenges and the increasingly thin “temporary” argument. 



Our portfolio managers all agreed that so far there has 
been no problem with liquidity and any impact has been 
limited. As detailed above our portfolios have limited/no 
direct exposure to Russian stocks. Zehrid Osmani 
explained that for out LTU portfolios this is notable in 
the Financial sector, where contagion risk is the highest 
risk to consider. Energy companies force-selling assets 
in Russia is also an area where our LTU portfolios have 
no exposure. 

They were also in agreement that current pricing 
reflects a reasonable demand and supply but that 
markets have been very volatile. Zehrid explained they 
he would prefer to use a measured and careful 
approach of risk/rewards before making any decisions, 
avoiding the knee-jerk reactions which the market is 
currently going through. 

Any further SWIFT restrictions may not have direct 
implications for the teams but as Zehrid explained, risk 
premiums would continue to increase and there could 
be a risk of further contagion and increased systemic 
risk across the financial sector.

Key risks for the future? 
The key potential risks are around further escalation 
and widening of the conflict. Doubts over whether 
Western armies would physically intervene in Ukraine 
remain and the risk to surrounding countries has risen. 
There would likely be a step up in military spending in 
Europe, part funded by higher taxes. A large refugee 
crisis would be manageable but difficult and would put 
further pressure on already stretched government 
finances. There are also the risks around energy 
supplies issues, and disruptions in European economic 
momentum as a result. 

The exact implementation of some of the sanctions, 
especially the SWIFT ban, is not clear but the impact is 
expected to be significant. While the market continued 
to function but with very high levels of volatility and 

intermittent liquidity, for a time, trading has now been 
suspended on major stock exchanges. While trading was 
still permitted, we saw a disconnect between the local 
shares and the depositary receipts (GDR/ADR), through 
which we access the Russian market for our Emerging 
Markets portfolios, for example those in in London 
continued to trade at a significant discount while the local 
share’s trading was suspended due to the closure of the 
Russian stock exchange. As Andrew Mathewson explained, 
Russia has further isolated itself from the investment 
community with major global indices removing Russian 
equities from their universe including the MSCI and FTSE.

Zehrid and Reece also share the view that China’s 
territorial claims with Taiwan could also pose a future risk.

On the other side, in Zehrid’s view, de-escalation, truth 
and agreement between Ukraine and Russia (such as a 
categoric agreement to not join NATO nor the EU in the 
long term) could all lead to a major market rally.

What ESG conclusions can 
we draw?
Our managers were in agreement that country risk is 
something we assess at the company level rather than at 
an ESG level and that this would continue to be the case 
going forward. Andrew Mathewson reiterated that 
extreme scenarios such as this are really more focused 
on our valuation and portfolio construction aspects – i.e. 
tightly controlled country positions in high risk markets.

Zehrid’s view is that this crisis is likely to bring an 
increased focus on the transition to greener energy and 
will bring back the debate around the need to consider 
nuclear power as an alternative during the transition, to 
reduce/eliminate dependence on Russian gas supplies. 
There is also the added risk, as we have mentioned 
above, that other countries follow similar territorial 
claims such as China with Taiwan. 

Impact on liquidity 
and trading

The exact implementation of some of the sanctions, especially the SWIFT ban,  
is not clear but the impact is expected to be significant. 



Important information
This information is issued and approved by Martin Currie 
Investment Management Limited (‘MCIM’), authorised and 
regulated by the Financial Conduct Authority. It does not 
constitute investment advice. Market and currency movements 
may cause the capital value of shares, and the income from 
them, to fall as well as rise and you may get back less than you 
invested.
The information contained in this document has been compiled 
with considerable care to ensure its accuracy. However, no 
representation or warranty, express or implied, is made to its 
accuracy or completeness. Martin Currie has procured any 
research or analysis contained in this document for its own 
use. It is provided to you only incidentally and any opinions 
expressed are subject to change without notice.
This document may not be distributed to third parties. It 
is confidential and intended only for the recipient. The 
recipient may not photocopy, transmit or otherwise share this 
[document], or any part of it, with any other person without 
the express written permission of Martin Currie Investment 
Management Limited.
This document is intended only for a wholesale, institutional 
or otherwise professional audience. Martin Currie Investment 
Management Limited does not intend for this document to 
be issued to any other audience and it should not be made 
available to any person who does not meet this criteria. Martin 
Currie accepts no responsibility for dissemination of this 
document to a person who does not fit this criteria.
The document does not form the basis of, nor should it be 
relied upon in connection with, any subsequent contract or 
agreement. It does not constitute, and may not be used for the 
purpose of, an offer or invitation to subscribe for or otherwise 
acquire shares in any of the products mentioned.
Past performance is not a guide to future returns.
The distribution of specific products is restricted in certain 
jurisdictions, investors should be aware of these restrictions 
before requesting further specific information.
The views expressed are opinions of the portfolio managers as 
of the date of this document and are subject to change based 
on market and other conditions and may differ from other 
portfolio managers or of the firm as a whole. These opinions 
are not intended to be a forecast of future events, research, a 
guarantee of future results or investment advice.
Some of the information provided in this document has been 
compiled using data from a representative account. This 
account has been chosen on the basis it is an existing account 
managed by Martin Currie, within the strategy referred to in 
this document. Representative accounts for each strategy have 
been chosen on the basis that they are the longest running 
account for the strategy. This data has been provided as an 
illustration only, the figures should not be relied upon as an 

indication of future performance. The data provided for this account 
may be different to other accounts following the same strategy. 
The information should not be considered as comprehensive and 
additional information and disclosure should be sought.
The information provided should not be considered a 
recommendation to purchase or sell any particular strategy / 
fund / security. It should not be assumed that any of the security 
transactions discussed here were or will prove to be profitable.
The analysis of Environmental, Social and Governance (ESG) factors 
forms an important part of the investment process and helps inform 
investment decisions. The strategy/ies do not necessarily target 
particular sustainability outcomes.
Risk warnings – Investors should also be aware of the following 
risk factors which may be applicable to the strategy shown in this 
document.
•  Investing in foreign markets introduces a risk where adverse 

movements in currency exchange rates could result in a decrease 
in the value of your investment. 

•  This strategy may hold a limited number of investments. If one of 
these investments falls in value this can have a greater impact on 
the strategy’s value than if it held a larger number of investments.

•   Smaller companies may be riskier and their shares may be less 
liquid than larger companies, meaning that their share price may 
be more volatile.

•  Emerging markets or less developed countries may face more 
political, economic or structural challenges than developed 
countries. Accordingly, investment in emerging markets is 
generally characterised by higher levels of risk than investment in 
fully developed markets.

•  Income strategy charges are deducted from capital. Because of 
this, the level of income may be higher but the growth potential of 
the capital value of the investment may be reduced.

For institutional investors in the USA
The information contained within this presentation is for Institutional 
Investors only who meet the definition of Accredited Investor as 
defined in Rule 501 of the United States Securities Act of 1933, as 
amended (‘The 1933 Act’) and the definition of Qualified Purchasers 
as defined in section 2 (a) (51) (A) of the United States Investment 
Company Act of 1940, as amended (‘the 1940 Act’). It is not for 
intended for use by members of the general public.

For wholesale investors in Australia
Any distribution of this material in Australia is by Martin Currie 
Australia (‘MCA’). Martin Currie Australia is a division of Franklin 
Templeton Australia Limited (FTAL), (ABN 76 004 835 849). Franklin 
Templeton Australia Limited is a wholly owned subsidiary of Franklin 
Resources, Inc., and holds an Australian Financial Services Licence 
(AFSL No. 240827) issued pursuant to the Corporations Act 2001. 
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