
A study by consultants Mitchell McDermott has found that the average cost
of building a two-bed apartment has risen by 14% since pre-pandemic
times. The firm now estimates the cost of construction of a mid-range two-
bed apartment to come in at €219,000, equating to roughly a €26,800
increase since the pandemic began in March 2020. Including VAT, parking,
and indirect costs the forecast for building the unit is estimated to be
€440,000. Mitchell McDermott have also forecasted for this price to increase
by another 3% (€6,000) during 2022 if particular cost drivers materialise.
"One would expect a lot of the cost spikes to correct themselves in the short
to medium term once supply chains return to normal" said director of the
firm Paul Mitchell, "The situation in the Ukraine will cause additional supply
chain issues for certain materials".
The largest contributor to the price rises over the past couple of years has
been raw materials, which in many cases have jumped in price as a direct
result of Covid-led supply chain disruptions. Timber for example has risen
up to 86%, windows up by over 60%, and steel by 52%. Construction
inflation in general averaged out at 10.7% last year, versus the 3.4% seen in
2020.
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Market Moves

Equities: We pointed out in yesterday's Daily Update that after what
has been a particularly rough couple of weeks for European markets,
the next move we would expect to see is a bounce in price. This
morning's 5% rally in the EuroStoxx50 therefore will not come as a huge
surprise to our readers, a move like this often occurs as traders
scramble to cover short positions and no sellers are left on the short-
term, only buyers. We note that sentiment remains fragile and fighting
continues this week in Ukraine, we would expect to still see sizable
enough moves in both directions over the coming weeks. The US has
seen less severe price swings this week, as S&P500 futures move 1.7%
higher on Wednesday morning and the VIX trades down to $32.80.
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Safe-havens: Gold is taking a break from its recent and sharp rally, down 1%
this morning to $2,020. The yellow metal is just 4.75% off its all-time high set
back in August 2020. Similarly, the perceived safe-haven USD is giving back
some ground on Wednesday, the Dollar index is 0.6% weaker as risk assets
rally in Europe. Volatile moves in both directions are to be expected across all
markets, with tomorrow's US CPI having the potential to cause further
volatility. Bond yields across the board rose in recent days, as fixed income
investors choose to focus on high inflation over Ukraine-related uncertainties.
Looking ahead: On the earnings front, Hugo Boss and Oracle Corporation
will report tomorrow, after releases this morning from Deutsche Post, Adidas,
888 Holdings, and Legal & General Group.
Energy traders will pay attention to this afternoon's weekly US Crude Oil
Inventory release, whereas European markets will begin to look towards the
ECB rate statement tomorrow (12:45pm). Markets will remain sensitive and
will likely see choppy price action until after ECB President Lagarde's speech
(at 1:30pm tomorrow). Focus tomorrow will also remain on inflation, in the
context of surging oil prices. US CPI inflation for February is due to be
released during the afternoon, and is projected to come in at 7.9% y/y.

Global economy: We continue to see wild swings in commodity
markets after the US and UK banned Russian oil imports. As the West
rolls out more sanctions against Russia, individual firms are pulling out
of the country. McDonalds, Starbucks, PepsiCo, Adidas, and Coca-Cola
are the latest companies to do so. It is worth noting that the London
Metal Exchange had to halt nickel trading after its almost-tripling of
price so far this week.

UniCredit
The Milan-headquartered international banking group UniCredit has this
morning stated that a full write-off of its Russian business, including cross-
border exposure, will cost up to €7.4 billion. UniCredit is one of the most
exposed European banks with regard to Russia.
UniCredit will still be able to pay its proposed dividends this year, and stated
that it plans to still buy back its own shares for up to €2.58b should its key
capital ratio remain above 13%. The bank stated that in the event of an
extreme scenario where it had to zero its exposure to Russia, it estimates
that two percentage points would be taken off its key capital ratio, which
currently stands at 15.03%.
The shares are bouncing with some strength on Wednesday morning, up
9% at the time of writing to €9.84. This comes however after UniCredit saw a
50% pullback in price over the course of the last few weeks - mainly due to
the conflict in Ukraine. The stock, which now trades on a forward P/E of 5.3x
and yields a dividend of 1.3%, trades 27.5% lower YTD.


