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During the early hours of Thursday morning,

Russian President, Vladimir Putin, announced

on live television that Russia would invade

Ukraine, ostensibly to “defend” the Donbas, all

the while blaming the US for the attack and

accusing the Biden-led US government of

failing to protect the Russian security interests

in the region. The Russian attack, which

involved sea, land and air operations, has

already claimed the lives of civilians and both

Russian and Ukrainian troops, in addition to

displacing over 100,000 people. 

Ukraine President, Volodymyr Zelensky,

announced martial law shortly after the attack,

urging citizens to remain calm. He did, however,

make it abundantly clear that Ukraine has no

intention of yielding to Russia and offered

weapons to any citizen who is willing to bear

arms and fight for Ukraine’s independence.

The big question from a financial market - and

global stability - perspective, is what happens

next? The answer to that question depends

largely on how the West will retaliate, and

whether that retaliation will include military

action against Russia or be limited to sanctions.
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DATA IN A NUTSHELL
The number of Americans filing new claims for unemployment benefits decreased to

232,000 in the week ending 19 February from a revised 248,000 in the previous period and

compared with market expectations of 235,000. The four-week moving average, which

removes week-to-week volatility, was 236,250, while continuing claims stood at 1.476

million, a pandemic low.

The IHS Markit Eurozone Composite Purchasing Managers Index (PMI) increased to 55.8 in

February, up from 52.3 in January, beating forecasts of 52.7. The reading pointed to the

strongest expansion in private sector activity in five months, as COVID-19 containment

measures were relaxed. Employment accelerated for a second consecutive month,

running to the highest level since November, albeit constrained by staff shortages in many

cases.

The IHS Markit/CIPS United Kingdom (UK) Composite PMI jumped to 60.2 in February

from 54.2 in January, beating market forecasts of 55. The reading points to the strongest

growth in private sector activity in eight months and is being led by a strong recovery in

consumer spending on travel, leisure and entertainment after disruptions due to the

Omicron variant at the start of the year.

Kaja Kallas, Prime Minister of the Baltic republic of Estonia, which borders Russia, said a

number of North Atlantic Treaty Organisation (NATO) allies that share borders with

Russia have agreed to launch consultations under NATO’s Article 4. Under the defensive

alliance's treaty, NATO can be brought together if any member fears their independence

or territory is under threat.

Putin, however, claimed that Russia’s goal was not to occupy Ukraine, but merely to

protect residents of eastern Ukraine from what he called a “regime” and warned other

countries that any attempt to interfere with the Russian action would lead to

“consequences they have never seen,” according to Reuters. NATO and its allies firmly

condemned the attacks, and, in an emergency meeting, the military alliance decided to

deploy additional forces and implement fresh sanctions.

With oil prices already soaring on the back of the conflict, fears that other commodities

will be in short supply are also fuelling inflation concerns. Ukraine is a major exporter of

maize, wheat, iron and several other key resources.
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Following Russia’s invasion of Ukraine, US stocks sank as much as 2%

on Thursday before recovering and ending the day in positive territory.

The Dow Jones had declined to levels last seen in March 2021 with the

S&P 500 dipping deeper into correction territory, however there was a

sharp turnaround after the US sanctions against Russia were revealed

to be less severe than expected. 

Meanwhile, European stocks ended sharply lower on Thursday on the

back of the invasion. The European Union (EU) joined the US and UK by

announcing harsher sanctions on Russia. The DAX was among the worst

performing bourses, shedding 4% to 14,052 points, the lowest level

since March 2021. The STOXX 600 ended 3.2% lower, the CAC sank 4%,

the FTSE MIB was down 4.2% and the IBEX 35 2.9%. The banking sector

had its worst day since the Coronavirus pandemic started in 2020, with

Italian, Austrian and French banks - which are most exposed to Russia -

leading the decline.

The MOEX Russia Index plunged as much as 45% before closing 33.3%

lower at a four-year low of 2,058 points on Thursday. European

countries announced harsher sanctions in retaliation for the invasion,

while US President, Joe Biden, promised further measures to hit

Russia’s economy. Financial shares, which are the most exposed to

sanctions, fell over 35%, led by Sberbank, which fell 48%, and VTB Bank,

which lost 43%, prompting the Central Bank of Russia to ramp up

liquidity measures with emergency interventions. State-backed energy

giant, Gazprom, also plunged on the threat of sanctions, losing 40.5%.
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On Thursday, Brent crude futures hit $100 per barrel for the first time since September

2014, after Putin announced that Russia would launch a military operation in Ukraine.

Meanwhile, investors are also closely monitoring the Iran nuclear talks amid signs of

progress, as a potential deal could add more than one million barrels a day of supply,

helping to ease supply in a tight global market.

Gold breached the $1,970 mark on Thursday, a level not seen since September 2020, as

safe-haven demand for the metal jumped after the Russian invasion. Investors are also

keeping an eye on accelerating inflation and ensuing rate hikes from the US Federal

Reserve (Fed). Fed Board Governor, Michelle Bowman, said she would assess incoming

data to decide whether a half percentage point increase at the march meeting is needed.

Chicago wheat futures surged to a nine-year high of $9.30 per bushel, as the Russian

invasion of Ukraine led to expectations of wheat supply disruptions from two of the

world's largest producers. With Russia and Ukraine accounting for roughly 30% of the

world’s wheat exports, conflict in the region jeopardizes crucial supply from an already

tight market. Elsewhere, droughts in North America have hampered US and Canadian

production.
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FLIGHT TO SAFETY BOLSTERS DOLLAR

The US Dollar Index appreciated past 97 on Thursday, its strongest level since June 2020

on the back of the run for safe-haven assets after the Russian invasion. Investors are also

keeping an eye on accelerating inflation.

The euro lost over 1% to trade at $1.11 on Thursday, the lowest level so far this month, on

the back of the invasion. Traders are also seeking further clues on European Central Bank

monetary policy, as price pressures continue to intensify in the EU.

The ruble plunged almost 10% to hit an all-time low against the dollar on Thursday

before regaining some ground. The Moscow Exchange has suspended trading across all

markets after a big sell-off of Russian assets, but trading resumed on Thursday morning.

Meanwhile, the Bank of Russia ordered brokers to suspend short selling on the Russian

exchange and over-the-counter markets until further notice. The central bank also said it

would begin interventions on the currency market and offer extra liquidity to the banking

sector. It is the first foreign exchange intervention from the central bank since 2014, when

Russia annexed Crimea.

The pound started the day trading at 1.3375/$ and 1.1960/€.


