
Ukrainian President Zelensky has warned the country "should not lose
vigilance" following an announcement from Russia yesterday that it will
dramatically reduce its military activities around Kyiv. The comment from
Russia came after a round of peace talks between the two nations
yesterday in Istanbul, and unsurprisingly sent risk assets higher on
optimism that the negotiations might be gaining significant traction.
However, Zelensky did state that "The situation has not become easier.
The scale of the challenges has not diminished. The Russian army still has
significant potential to continue attacks against our state."
Joe Biden echoed his Ukrainian counterpart, saying that the US would not
"read anything into" the decision by Russia to scale back its operations
near Kyiv. The US President added that he spoke with the leaders of
Germany, France, Italy, and the UK yesterday - each agreeing that they
were open to hearing Russia out. "There seems to be consensus that let's
just see what they have to offer."
A Ukrainian official and part of the ongoing talks, Oleksandr Chaly, stated
that the negotiations will continue for the next two weeks. At some point
after that the "guarantor countries", the states expected to underwrite
Ukraine's security as part of the settlement, would be able to join.
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Market Moves

Equities: The main indices on the continent are between 0.75% and
1% weaker this morning, pulling back slightly on skepticism about
Russia's intent. Risk sentiment had been strong across Europe on
Tuesday amid some reports and rumours of a Russian withdrawal
from Ukraine, with the EuroStoxx50 gaining almost 3% on the session.
Market attention will likely turn toward the United States this
afternoon, with both jobs and GDP data due shortly after lunch. We
note that this GDP figure for Q4 is the third of three GDP results for
America and will therefore have less impact on markets.
The VIX is marginally higher on Wednesday morning, currently at
$19.60.
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Safe-havens: Gold is recovering on Wednesday, the metal is currently over
half a percent stronger to $1,921, supported by a dip in the US Dollar and
Treasury yields. Signs of progress in Russia-Ukraine peace talks had dented
the metal's appeal briefly yesterday, as it pulled back below $1,900 before
rebounding. US benchmark 10yr yields have slipped from near 3-year highs
seen on Monday, and are at 2.37% at present. Shorter-dated yields in the US
have surged in recent months, with just 0.07% the difference now between
the country's 10yr and 2yr bond yields.

Looking ahead: This afternoon the US will release its 'ADP Employment
Change' figures, often a good predictor of the Non-Farm Payrolls result,
which is due on Friday. We will also get the region's 'Final GDP' result.
Tomorrow we are due to see another key inflation reading out of the US - the
'Core PCE' figure, expected at 5.5% y/y. This will be followed on Friday
morning by the Eurozone's initial CPI inflation result for March, estimated at
6.7% y/y with a Core result of 3.1%.
The first-quarter earnings season will begin in about two weeks, starting as
usual with large banks in the US. Q1 S&P 500 earnings are expected to be up
3.6% y/y (vs Q4's +32.4%), on +10.1% higher revenues (vs Q4's +15.8%).

Currencies: The Dollar is on the back foot again this morning after
moving lower yesterday amid a risk-on tone in the equity space. The
Euro, which has been battered in recent weeks over fears about the
economic fallout from both the war and the divergence in policy
between the Fed and ECB, sits at $1.114. We would expect the
common currency to appreciate from here on any further news of a
diplomatic end to the war in Ukraine.

German Energy
The German government has taken the first step in its plan to brace for a
potential Russian gas cut-off, as Vladimir Putin steps up demands that the
fuel should be paid for in Rubles. 
Germany, which relies on Russia for over half of its natural gas and coal,
initiated the first of three phases of this new plan, signaling that there are
signs that the supply situation will deteriorate. The announcement comes
as the Kremlin plans to tell European energy firms by Thursday how they
should pay for the fuel in the Russian currency.
The deadlock between the two sides threatens to upend energy markets
further, as European gas prices jumped as much as 15% after the
announcement. The EU is currently attempting to reduce its reliance on
Russian gas in a response to the invasion, and plans to cut dependency by
two thirds over the course of 2022.


