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Take-Aways
• The Russian invasion of Ukraine represents a different sort of exogenous shock to the global economy.

• Knock-on effects will influence emerging markets more severely than advanced economies.

• Policy responses can prevent a systemic crisis.
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Recommendation
The repercussions of Russia’s invasion of Ukraine have only added to existing vulnerabilities in the global

economy and created new risk transmission channels. The International Monetary Fund’s Fabio Natalucci

and Bruce Edwards explore this latest geopolitical and economic disruption – taking place on the heels of a

global recession and pandemic – and its implications for Europe, the United States and the rest of the world.

Their enlightening conversation recaps the potential impacts of war on world financial security.

Summary

The Russian invasion of Ukraine represents a different sort of exogenous shock to
the global economy.

The current crisis in Ukraine presents major uncertainty that no doubt affects the world’s economy. Russia’s

incursion marks the third global upheaval since the Great Recession of 2007–2009 and the COVID-19

pandemic that began in 2020. Each of these has had different impacts on the global economy. 

The effects of events in Ukraine are not systemically threatening. The global financial system is far stronger

today than it was in 2007: Banks are better capitalized, and liquidity abounds. Critical inflection points in

the financial system, such as clearing facilities and derivatives, have been fortified. 

“Now, because it’s not a financial crisis, it doesn’t mean that it’s not going to have an
impact on the economy.”

However, certain economic sectors are vulnerable to disruptions. Some commodity markets are

experiencing price spikes that are causing financial stress among counterparties. These issues can affect

funding markets and their liquidity, adding risk throughout the global financial system. Other potential

risk transmission channels include Russia’s possible sovereign debt default, continuing inflation and

unpredictable cyber threats.

Knock-on effects will influence emerging markets more severely than advanced
economies.

Central banks in emerging markets have been raising interest rates to offset inflationary pressures in their

economies, which are dealing with growing fiscal deficits and added debt from the COVID recession. Higher

rates will strain their borrowing capacities, and “hot money” risk looms – incoming capital flows could

reverse as economic circumstances deteriorate.

“Yields in emerging markets…already started to rise last year. Now this has direct
implications for external financing needs.”

Rising commodity prices are stoking inflation as well. Europe is a major importer of Russian gas and

oil and subject to price volatility. Sanctions on Russia could also contribute to energy insecurity, which

would hinder a cost-effective and smooth transition to green energy. 
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Policy responses could prevent a systemic crisis.

In the United States, rising inflation, strong wage growth and low unemployment have led to higher interest

rates and a shrinking central bank balance sheet. This policy shift toward tightening could slow economic

growth, as higher interest costs increase public and private debt burdens.

“Tighter monetary policy is appropriate, both in terms of policy rates as well as balance
sheet normalization; essentially removing the accommodation that’s been put in place
during the COVID pandemic.”

These vulnerabilities extend beyond America’s shores. Central bankers around the world face the challenge

of taming inflation while not throttling economic recovery, all against the backdrop of the greater

unknowns unleashed by the Russia–Ukraine conflict. Officials will have to remain transparent in their policy

moves, rely on data and stay ahead of potential threats to financial stability.

About the Podcast
Fabio Natalucci is the deputy director of the Monetary and Capital Markets Department at the IMF.

Bruce Edwards is host of the IMF podcast.
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