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Update on Our Outlook 
 
Approximately two weeks into the war in Ukraine, we believe it has become the most important 
variable for the global economy and asset markets, by far.  The primary transmission mechanism is 
inflation, particularly due to the war’s likely impact on energy prices and agriculture markets.  
Surprises and unintended consequences are piling up fast, requiring a large dose of humility when 
crafting investment decisions.  Here is our current interpretation of events: 
 

• We believe the crisis in Ukraine is not likely to end soon, and there will be more aftershocks 
to come (we would love to be wrong about this one). 

• We can’t help but hope for regime change in Russia, but we also recognize Russia is a country 
with very weak institutions governed by a kleptocracy. 

• We suspect the odds of Putin being toppled have risen substantially, but we believe the 
probability is still relatively low at this time (hope we’re wrong). 

• Despite the atrocities inflicted by Putin’s war, we believe the West will continue to attempt 
to provide a negotiated off-ramp for Putin to avoid the potential consequences of a desperate 
tyrant with nuclear weapons who feels trapped in a corner. 

• Two weeks ago, we characterized the possibility of a super-spike in energy prices as a tail risk; 
Today we consider it to be the base case. 

• We also expect the global supply of agricultural products could be severely disrupted due to 
transportation challenges for existing harvests out of Ukraine and Russia, and a potential 
collapse in acreage planted for next year’s harvest in Ukraine. 

• Certain metals are also seeing dramatic moves to the upside due to their dependence on 
production from Russia, Ukraine, or both. 

• On the positive side of the ledger, we do not expect China to make a move for Taiwan for the 
foreseeable future, and we expect the pace of monetary tightening may be dialed down in 
the U.S. and elsewhere. 

 
Putting it All Together (at this point)… 
 

• We suspect the probability of economic recession in the U.S. has risen to more than 50%, 
while the likelihood of recession in Europe is higher still, in our view. 

• We have been adjusting our portfolio strategies to address the changing risk climate, and we 
plan to do more in the near-term to inject greater flexibility into our investment portfolios: 

I. Today we accelerated the sale of the U.S. equity sector in the Dynamic Allocation 
strategy from its scheduled review on Friday – This strategy now holds 90% of its 
assets in cash and short-term Treasuries. 

II. On Feb. 24th, the day of the invasion, we sold Sea Ltd. (SE: ~$90) and Magna 
International (MGA: ~$57) to add a position in Haliburton (HAL: ~$36) within the 
Managed Equity Growth strategy.  
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III. In the Managed Equity Dividend strategy, we reduced exposure to Unilever (UL: 

~$44) which has a Russian subsidiary that sells domestically and exports products.   
IV. We have also been accumulating stocks in the energy sector for more than a year 

in the Dividend strategy, bringing the direct exposure to the sector to 
approximately 18% as of Friday.1 

V. Clients in the two Managed Equity strategies can expect additional changes in the 
near-term to further adjust to our more cautious outlook. 

VI. This week we plan to replace the position in the SPDR Blackstone Senior Loan 
ETF (SRLN: ~$45) with a new position in SPDR Intermediate Term Corporate 
Bond ETF (SPIB: ~$35) to increase the aggregate credit quality of the Income Bond 
ETF model. 
 

• For investors sitting on investable cash reserves, we encourage a slower pace of entry into 
the equity markets for now – without stopping outright – while remaining flexible to advance 
the process if we see a regime change in Russia, a negotiated cease fire in the war, or lower 
prices in the equity markets. 

• During times of stress in the asset markets, it is important to stay focused on the things that 
can go right, in addition to addressing the things that can go wrong (or already have gone 
wrong). 

• At the macro level, the war could turn for the better quickly, the Fed could dial-down its 
tightening pathway, energy supplies could surprise to the upside, particularly if Iran re-starts 
its idle capacity and OPEC ramps up production. 

• At the micro level there will always be innovative companies run by capable management 
teams poised to create long-term value for investors; Downturns like this one can create 
opportunities to buy such companies at attractive prices. 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
1 Source: Orion; The 18% allocation includes positions in Chevron, Devon Energy, ExxonMobil and Williams Cos as of 
March 4, 2022. 



 

Disclosures 

Security Recommendations: The investments presented are examples of the securities held, bought and/or sold in the Capital 
Advisors strategies during the last 12 months. These investments may not be representative of the current or future investments of 
those strategies. You should not assume that investments in the securities identified in this presentation were or will be profitable. 
We will furnish, upon your request, a list of all securities purchased, sold, or held in the strategies during the 12 months preceding 
the date of this presentation. It should not be assumed that recommendations made in the future will be profitable or will equal the 
performance of securities identified in this presentation. Capital Advisors, Inc., or one or more of its officers or employees, may have 
a position in the securities presented, and may purchase or sell such securities from time to time.  
 
This commentary does not purport to be a statement of all material facts relating to the securities mentioned. The information 
contained herein, while not guaranteed as to accuracy or completeness, has been obtained from sources believed to be reliable. 
Opinions expressed herein are subject to change without notice.  
 
The S&P 500 Index seeks to track the performance of 500 large companies listed on stock exchanges in the United States.  It is one 
of the most commonly followed equity indices. 
 
As with any investment strategy, there is potential for profit as well as the possibility of loss. Capital Advisors does not guarantee any 
minimum level of investment performance or the success of any portfolio or investment strategy. All investments involve risk (the 
amount of which may vary significantly) and investment recommendations will not always be profitable. The investment return and 
principal value of an investment will fluctuate so that an investor’s portfolio may be worth more or less than its original cost at any 
given time. The underlying holdings of any presented portfolio are not federally or FDIC-insured and are not deposits or obligations 
of, or guaranteed by, any financial institution.  
 
Items of Note Regarding ETFs — An ETF is an investment company that typically has an investment objective of striving to achieve a 
similar return as a particular market index. The ETF will invest in either all, or a representative sample of the securities included in 
the index it is seeking to imitate.  Like closed-end funds, ETFs can be traded on a secondary market and thus have a market price 
that may be higher or lower that its net asset value (NAV).  If these shares trade at a price above their NAV, they are said to be 
trading at a premium.  Conversely, if they are trading at a price below their NAV, they are said to be trading at a discount. 
 
Strategy Risks - The strategy invests in ETFs, which are subject to additional risks that do not apply to conventional securities, 
including the risks that the market price of an ETF’s shares may trade at a discount to its net asset value (“NAV”), an active 
secondary trading market may not develop or be maintained, or trading may be halted by the exchange in which they trade, which 
may impact a strategy’s ability to sell its shares.  Sector-specific ETFs may entail greater volatility than ETFs diversified across sectors 
since sector-specific ETFs are more susceptible to economic, political, regulatory, and other occurrences influencing such sector.  
Investments in debt securities typically decrease in value when interest rates rise.  The risk is usually greater for longer-term debt 
securities. 
 
Past performance is not a guarantee of future results. Capital Advisors, Inc. does not provide tax or legal advice and recommends 
you consult with your tax and/or legal adviser for such guidance.  
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request or at the SEC’s Investment Adviser Public Disclosure site, https://adviserinfo.sec.gov/firm/summary/104643 
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