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SYNOPSIS

The Russia-Ukraine war adds to near-term growth risks for
the global economy and will likely keep inflation elevated for
longer. While uncertainty is high, we believe equity markets
are oversold and should recover if tensions ease in the coming
months.

KEY MARKET THEMES

Russia’s invasion of Ukraine creates near-term risks for markets, but also casts a shadow over
the longer-term outlook. The immediate threat comes from high energy prices, rising food prices
and disrupted supply chains. The longer-term issues are a new cold war between Russia and

the West, increased military spending and a further blow to globalization. The war is a defining
moment for Europe, which now needs to unwind decades of Russian energy dependence,
accelerate its sustainable energy transition and rebuild military capability.

We believe the invasion will lead to lower global growth—with Europe taking the largest hit—as
well as higher inflation. Even so, we think global growth could still be above-trend this year,
provided the hostilities ease and global energy prices stabilize. While above-trend growth should
support equities over bonds and cash, the war in Ukraine has created significant uncertainty,
which likely means more market volatility.

We expect the U.S. will be among the most resilient economies to the conflict globally, given
its energy independence and lower share of commodity consumption in GDP (gross domestic
product). In addition, with interest-rate hikes now priced for every remaining U.S. Federal
Reserve (Fed) meeting in 2022, we see this as a maturing risk factor to markets.

In Europe, the invasion of Ukraine has created significant uncertainty, with the main risk coming
from energy prices—due to the region’s dependency on Russian natural gas and oil. A decision
by Russia to shut down energy exports to Europe, or by European governments to boycott
Russian energy, could trigger a recession. In our view, this seems unlikely, given Russia’s need
for oil and gas revenues and Europe’s reliance on Russian energy—but we don't think it can be
ruled out. On the other hand, a short-lived shock to energy prices could lead to a recovery in
European economies during the second half of 2022. This outlook would likely allow the MSCI
EMU Index—which reflects the European Economic and Monetary Union—to recover.

The UK economy began the year
with strong momentum, but it

is likely to slow due to Bank of
England tightening, high energy
prices from Russia’s invasion of
Ukraine and a planned national insurance levy increase (effectively a tax hike) to help fund the
National Health Service. Despite economic concerns, the FTSE 100 Index has been one of the
better performing equity markets this year. The index has high exposure to commodity prices
and financial stocks that benefit from higher interest rates, and almost no exposure to under-
pressure technology stocks.

In China, the government recently announced an above-expectations 5.5% GDP growth

target for 2022. The country’s economy, however, continues to face pressures, and we expect
that significantly more stimulus will be required to get close to the growth target. In addition,
COVID-19 still poses a challenge to the Chinese economy, mainly due to the government's zero-
tolerance approach.

While we still expect above-trend growth in Japan, the conflict in Ukraine and China’s recent
lockdowns have added to headwinds. As an importer of energy products and food, Japan is
exposed to higher prices from the war.

In Australia, the labor market has tightened over the last three months, but wage growth has
remained reasonably contained. This allows the Reserve Bank of Australia (RBA) to be more
patient than many of its global counterparts. While we think market pricing for RBA interest-rate
rises is too aggressive, we do expect the central bank to raise its rates at least once this year.

We believe Canada stands to benefit from rising commodity prices, particularly energy prices.
Our 2022 GDP growth forecast is unchanged at 3.8%, although accelerating commodities
inflation adds uncertainty to this outlook. We think this will make the Bank of Canada more
measured in its approach, potentially hiking an additional three to four times this year.
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ECONOMIC VIEWS
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SLOWDOWN IN EUROPEAN GROWTH

We've lowered our forecast for Europe’s 2022 GDP growth rate to
2.5%, due to impacts stemming from the war in Ukraine.

U.S. GROWTH FORECAST

We think the conflict in Ukraine is unlikely to reduce U.S. growth by
more than 0.5% this year—and forecast a GDP growth rate of 3.0%
in 2022.

FED RATE HIKES

Markets are expecting six more Fed rate hikes this year. We agree the
Fed will keep hiking policy rates back toward a neutral setting of around
2.25%.

CHINA STIMULUS

We anticipate there will be more easing measures from the People’s
Bank of China in 2022, including an interest-rate cut, and more fiscal
spending in the form of infrastructure spending.

ECB MONETARY POLICY

We believe the European Central Bank will focus on growth risks
more than inflation this year. While markets expect two rate hikes in
2022, we think it's likely that rates will remain unchanged or only rise
once as higher energy prices slow economic growth.

ASSET CLASS VIEWS

Equities: Small preference for non-U.S. developed equities

Despite the Ukraine war, we have a small preference for non-U.S. developed equities to U.S.
equities. Provided the hostilities subside, above-trend global growth should favor relatively
cheaper non-U.S. markets.

Fixed income: Mixed valuations for government bonds

We see government bond valuations as mixed after the recent selloff, with U.S. bonds now fairly
valued and Japanese, German and UK bonds still expensive. Yields will face upward pressure
from continuing inflation pressure and central-bank hawkishness. One positive we see is that
markets have fully priced hawkish outlooks for most central banks, which should limit the extent
of any further selloff in government bonds.

Currencies: U.S. dollar could weaken if hostilities lessen

The U.S. dollar has made gains this year on Fed hawkishness and safe-haven appeal during the
Russia-Ukraine conflict. We think it should weaken if hostilities subside, and if lower inflation
outcomes later in the year lead to less Fed tightening than markets currently expect. The main
beneficiaries in this scenario are likely to be the euro—which has become more undervalued—
and the Japanese yen, which has weakened on commodity price inflation and China growth
concerns.
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IMPORTANT INFORMATION

The views in this Global Market Outlook report are subject to change at any time based upon market or other conditions and are current as of March 28, 2022. While all material is deemed
to be reliable, accuracy and completeness cannot be guaranteed. Unless otherwise specified, Russell Investments is the source of all data.

The information, analyses and opinions set forth herein are intended to serve as general information only and should not be relied upon by any individual or entity as advice or
recommendations specific to that individual or entity. Anyone using this material should consult with their own attorney, accountant, financial or tax adviser or consultants on whom they
rely for advice specific to their own circumstances.

This material is not an offer, solicitation or recommendation to purchase any security. Nothing contained in this material is intended to constitute legal, tax, securities, or investment advice,

nor an opinion regarding the appropriateness of any investment, nor a solicitation of any type. These views are subject to change at any time based upon market or other conditions and are
current as of the date at the top of the page.

Copyright © Russell Investments 2022. All rights reserved. This material is proprietary and may not be reproduced, transferred, or distributed in any form without prior written permission
from Russell Investments. It is delivered on an “as is” basis without warranty.

The information contained herein has been obtained from sources that we believe to be reliable, but its accuracy and completeness are not guaranteed.

You can contact us by telephone on +82-2-6137-6900. Russell Investment Tujajamun Chusik Hoesa (Russell Investments Korea Limited), Registration no. 110111-4653047, of 19 Floor 10,
Gukjegeumyung-ro, Yeongdeungpo-gu, Seoul, Korea 07326 holds a discretionary investment management and investment advisory license issued by the Financial Supervisory Service in
Korea. Russell Investments’ ownership is composed of a majority stake held by funds managed by TA Associates with minority stakes held by funds managed by Reverence Capital Partners,
Russell Investments’ management, and Hamilton Lane Incorporated. Frank Russell Company is the owner of the Russell trademarks contained in this material and all trademark rights
related to the Russell trademarks, which the members of the Russell Investments group of companies are permitted to use under license from Frank Russell Company. The members of the
Russell Investments group of companies are not affiliated in any manner with Frank Russell Company or any entity operating under the “FTSE RUSSELL" brand.
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