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Trouble with a capital ‘T’ 
And it rhymes with ‘P’ and that stands for Putin 

The ASB Commodities Index hit a new record NZD high last week, 

bursting through the 130 mark for the first time ever on a 1.8% 

lift. It’s been an extraordinarily strong six months for commodity 

prices as our chart below shows, though the gains over the 

beginning of February are standing on two main legs: sky-high 

dairy prices and a relatively soft Kiwi dollar. 

Off the back of last week’s strong dairy auction, global dairy 

prices are up another 3.2% in USD terms. That caps a 11% gain in 

the dairy index over 2022 thus far– a goodly result considering the 

strong position prices were already in. Given dairy comprises ~43% 

of our index on its own, that strength has been a boon for the 

underlying USD index. Because NZD/USD is relatively low, the 

exchange rate has converted that strong USD index into a record 

high NZD Index. It’s a dynamic we’ve highlighted for some time.  

So why isn’t the NZD trending much higher? Indeed, NZD/USD 

actually fell 0.4% last week and is currently hovering just north of 

0.670 as at the time of writing – a far cry from the 0.800+ mark it 

was above the last time prices were this high.  

There are two main culprits. The first driver is the ongoing 

repricing of rate hike expectations offshore. The RBNZ has been 

one of the first central banks to begin hiking policy rates and 

market pricing is already pretty steep. By contrast, some 

members of the US Federal Reserve have only just signalled a 

willingness to begin hiking quite aggressively in the coming 

months and given its lower starting point, shifts in US market 

pricing have been more dramatic. That’s moved interest rate 

differentials in a favourable direction for the USD. 

The second factor is the relatively uncertain growth outlook. The NZD is typically a pro-cyclical currency, meaning it 

performs well when global growth is on the upswing (which also tends to benefit commodity prices). But the dynamics 

in the global economy this time around are a little bit different, and the correlation between growth, the NZD and 

commodity prices has broken down. Tighter supply rather than surging global growth is behind the surge in a lot of 

* For all indices 2017 average = 100 
** Percentage change since same week last 
year 

ASB New Zealand Commodity Price Indices 
As at Friday 18th February 2022 

 Index* Week % Year %**

Total NZD 130.1 1.8% 23.8%

Total SDR 122.4 2.1% 17.1%

Total USD 123.4 1.4% 13.5%

Dairy USD 148.9 3.2% 32.3%

Sheep/beef USD 109.4 -0.9% 14.4%

Forestry USD 88.9 -0.4% -17.6%

Fruit USD 109.9 -0.4% -16.3%

NZD/USD 0.6697 -0.4% -8.3%
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commodity prices of late. Indeed, global growth over 2022 is likely to wind up a bit softer than in 2021. 

The crisis in Russia is the next big drama facing commodity markets. As at the time of writing, Russia has deployed 

troops to the breakaway republics of Donetsk and Luhansk, while Western nations have responded with a raft of new 

sanctions. Those measures have been relatively modest thus far, with the most significant being Germany’s decision 

to block approval of NordStream2, a gas pipeline currently under construction between the two. 

During the last Russian incursions into Ukraine back in 2014, global dairy prices collapsed 40% over the course of the 

year following a tit-for-tat escalation in sanctions that saw Russia ban EU agriculture exports. As a result, global dairy 

markets were flooded with additional, unsold product that helped fuel a supply glut. 

As we noted last month, we don’t expect a repeat of that 

situation this time around. Since that conflict, EU dairy 

exports to Russia have collapsed to near-zero so there isn’t the 

scope for another lake of milk to come flooding on to the 

market. What’s more, the 2014 conflict took place at a time 

when global dairy production was ramping up following good 

weather and the lifting of European production caps, all whilst 

Chinese purchases were slowing. This time around, global 

dairy supply is much tighter, and demand among buyers 

looking stronger.  

The stoush is likely to be felt more keenly when it comes to 

farm input costs. Grain and oilseed prices have risen sharply 

on supply fears given Ukraine’s status as a major exporter. Oil 

prices have been similarly volatile and face further upside risk, 

given some mooted sanctions are likely to impact the Russian energy sector (which contributes circa 25% of global gas 

exports and 13% of global oil production).  

In short, don’t worry to much about a sharp correction in dairy prices, but the conflict is probably bad news for 

those hoping for some downward pressure on farm input inflation.  
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Disclaimer 

This document is published solely for informational purposes. It has been prepared without taking account of your objectives, financial situation, or 
needs. Before acting on the information in this document, you should consider the appropriateness and suitability of the information, having regard 
to your objectives, financial situation and needs, and, if necessary seek appropriate professional or financial advice.   

We believe that the information in this document is correct and any opinions, conclusions or recommendations are reasonably held or made, based 
on the information available at the time of its compilation, but no representation or warranty, either expressed or implied, is made or provided as 
to accuracy, reliability or completeness of any statement made in this document. Any opinions, conclusions or recommendations set forth in this 
document are subject to change without notice and may differ or be contrary to the opinions, conclusions or recommendations expressed 
elsewhere by ASB Bank Limited. We are under no obligation to, and do not, update or keep current the information contained in this document. 
Neither ASB nor any person involved in the preparation of this document accepts any liability for any loss or damage arising out of the use of all or 
any part of this document.   

Any valuations, projections and forecasts contained in this document are based on a number of assumptions and estimates and are subject to 
contingencies and uncertainties. Different assumptions and estimates could result in materially different results. ASB does not represent or warrant 
that any of these valuations, projections or forecasts, or any of the underlying assumptions or estimates, will be met.   
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