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Busy week: Ukraine to SOTU and Fed

« L. Thomas Block
“ WASHINGTON POLICY STRATEGIST

Key Takeaways
e Ukraine, Russian invasion, world reaction, dominate stories this week.

e State of the Union (SOTU) Tuesday night with Ukraine, Covid, and Economy to be
addressed. Ukraine comments should receive bipartisan applause and may include
release of oil from US strategic reserve and more aid for Ukraine.

e Fed Chair Powell testifies Wednesday and Thursday.

e Congress approaches March 11 government funding deadline.
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Washington and the world have watched in amazement as President Zelensky and the
Ukrainian people have stood up to the Russian invaders and won the support and admiration
of all.

Nearly every nation participating in the global trading system has isolated Russia stopping
their access to the SWIFT global payments system. However, payments for oil and gas
appear to be permitted. These complex rules with some payments permitted and others
prohibited are likely to cause pause by the major clearing banks as they will need to be sure
that prohibited payments ae not made.

Bottom line is that the battlefield will be the focus of the world's attention as reports of
peace talks emerge.

As | have written for weeks this is a Made In Russia crisis, and only Putin can bring it to an

end. What price the people of Ukraine, and indeed the rest of the world will pay is up to the
Russian leader.

SOTU Tuesday
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Tuesday, President Biden gives his first SOTU address before a joint session of Congress.

What a week ago looked like a partisan defense of economic and covid policy is now framed
by the Russian invasion of Ukraine. At one point | was a political speech writer, and | believe
this speech gives President Biden an opportunity to rise above the sharp partisan divide and
express support for the incredible heroism and President Zelensky and the Ukrainian people.

The President is likely to also request emergency aid for Ukraine, release oil from the US
strategic reserve, and outline the success he has had at working with global partners to
isolate Russia using tools that range from blocking orders to the German decision to
withdraw from the gas pipeline. This should be an opportunity for the President to get
bipartisan applause from his skeptical audience.

While support for Ukraine will unite the Congress, the President will need to address the twin
challenges of the economy and covid. Although the covid story is improving, the economic
picture continues to be affected by inflation.

President Biden has near record low approval numbers, despite good economic data ranging
from strong consumer spending to low unemployment; but inflation is the issue that haunts
Democrats as they head towards the midterm election. The President is likely to sight his
accomplishments that range from the bipartisan infrastructure bill, to the large Covid relief
package passed in the early days of his Administration, but he will also need to talk about his
unfinished agenda led by the demise of his Build Back Better (BBB) legislation. Biden will be
under pressure from the progressive wing of the party to give a strong endorsement to a
large domestic spending bill modeled after BBB, but that will surely bring out the worst of the
partisan divide in Washington.

Fed Testimony
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Wednesday and Thursday Fed Chair Powell goes before the House Financial Services
Committee and the Senate Banking Committee to give his semiannual report on monetary
policy. Testimony by the Fed Chair always gets a lot of attention from markets and these
two days before Congress will be no different. Expect a great deal of attention as to any
signal the Chair might provide to the direction of interest rates as the Fed is only two weeks
from the meeting of the FOMC and the anticipated rise in rates.

With the Russian invasion of Ukraine and the corresponding economic actions, there are
likely to be questions asked of the Chair if the war in Ukraine will have any impact on the
Fed's upcoming rate decision. Some market observers have questioned whether or not the
uncertainty created by the Russian invasion will change the Fed's thinking and this gives
Powell the opportunity to give some guidance, but | would be surprised if he tips his hand.

In recent weeks there has been a vocal minority of Fed Watchers who have talked about a
50bps increase rather than 25bps. Market actions in the coming days will undoubtedly be
part of the FOMC decision, uncertainty created by the war in Ukraine will be a factor with
respect to the planto have a 25bps increase, the Ukraine invasion is likely the final nail in the
coffin for those thinking it could be larger.

Budget crunch time
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Before Congress left for the Presidents Day break, they passed a Continuing Resolution (CR)
that runs until March 11; and once again if there is no action it will lead to a government
shutdown threat. All the DC leaders have been strong in their comments that there will be no
shutdown, and the crisis in Ukraine should assure the avoidance of a fiscal crisis.

The goal of the bipartisan leadership in Congress is to pass an Omnibus Spending Bill to give
the various departments of government new spending allocations and priorities. Even before
the Russian invasion there was broad bipartisan support to increase defense spending and
adopt priorities to the changing threats from Russia and China; clearly those threats have
been magnified in recent days increasing the need for new spending legislation.

In the coming days the old partisan debate between defense and nondefense spending will
be front and center; though the events in Ukraine should strengthen the hand of those
pushing for more defense money. The Transportation Department has pointed out that the
road and bridge projects that were authorized by the Bipartisan Infrastructure bill need
money appropriated in order to get funding out the door; that is but one of the items on a
wish list of programs pushed by Democrats.

Bipartisan Appropriation Committee staffs have been working over the Presidents Day break
and we could be getting hints of a deal by late in the week.
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This research is for the clients of FSinsight only. FSI Subscription entitles the subscriber to 1 user,
research cannot be shared or redistributed. For additional information, please contact your sales
representative or FSInsight at fsinsight.com.

Conflicts of Interest

This research contains the views, opinions and recommendations of FSInsight. At the time of publication
of this report, FSInsight does not know of, or have reason to know of any material conflicts of interest.

General Disclosures

FSInsight is an independent research company and is not a registered investment advisor and is not
acting as a broker dealer under any federal or state securities laws.

FSInsight is a member of IRC Securities’ Research Prime Services Platform. IRC Securities is a FINRA
registered broker-dealer that is focused on supporting the independent research industry. Certain
personnel of FSInsight (i.e. Research Analysts) are registered representatives of IRC Securities, a FINRA
member firm registered as a broker-dealer with the Securities and Exchange Commission and certain
state securities regulators. As registered representatives and independent contractors of IRC Securities,
such personnel may receive commissions paid to or shared with IRC Securities for transactions placed by
FSInsight clients directly with IRC Securities or with securities firms that may share commissions with IRC
Securities in accordance with applicable SEC and FINRA requirements. IRC Securities does not distribute
the research of FSInsight, which is available to select institutional clients that have engaged FSinsight.

As registered representatives of IRC Securities our analysts must follow IRC Securities’ Written
Supervisory Procedures. Notable compliance policies include (1) prohibition of insider trading or the
facilitation thereof, (2) maintaining client confidentiality, (3) archival of electronic communications, and (4)
appropriate use of electronic communications, amongst other compliance related policies.

FSInsight does not have the same conflicts that traditional sell-side research organizations have because
FSInsight (1) does not conduct any investment banking activities, and (2) does not manage any
investment funds.

This communication is issued by FSinsight and/or affiliates of FSInsight. This is not a personal
recommendation, nor an offer to buy or sell nor a solicitation to buy or sell any securities, investment
products or other financial instruments or services. This material is distributed for general informational
and educational purposes only and is not intended to constitute legal, tax, accounting or investment
advice. The statements in this document shall not be considered as an objective or independent
explanation of the matters. Please note that this document (a) has not been prepared in accordance with
legal requirements designed to promote the independence of investment research, and (b) is not subject
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close for the securities discussed, unless otherwise stated. Opinions and estimates constitute our
judgment as of the date of this material and are subject to change without notice. Past performance is
not indicative of future results. This material is not intended as an offer or solicitation for the purchase or
sale of any financial instrument. The opinions and recommendations herein do not take into account
individual client circumstances, risk tolerance, objectives, or needs and are not intended as
recommendations of particular securities, financial instruments or strategies. The recipient of this report
must make its own independent decision regarding any securities or financial instruments mentioned
herein. Except in circumstances where FSinsight expressly agrees otherwise in writing, FSInsight is not
acting as a municipal advisor and the opinions or views contained herein are not intended to be, and do
not constitute, advice, including within the meaning of Section 15B of the Securities Exchange Act of
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clients or made available to third-party aggregators or the media. Please contact your sales
representative if you would like to receive any of our research publications.
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