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Further escalation in Ukraine drives market jitters 

The conflict in Ukraine has continued to escalate overnight, even as negotiations have begun between Kyiv and 
Moscow. Dozens of civilians are believed to be dead in the city of Kharkiv, Ukraine’s second-largest city, after heavy 
Russian rocket fire. Meanwhile, the unprecedented sanctions Western countries have implemented have begun to bite 
as markets have opened, with the Russian Ruble losing a third of its value at one point. Peace negotiations are taking 
place on the border with Belarus, but the Ukrainian President Volodymyr Zelenskyy has played down the prospect of 
success. 

For markets more broadly, the upshot is that risk sentiment has taken an anxious turn after its bounce on Friday. Most 
equities are lower amid choppy trading, while investors have piled into the usual safe haven assets like US Treasuries. On 
the currency front, the biggest winners have been the Swiss Franc (especially) and the Yen, which tend to perform well in 
times of risk aversion. On the other hand (and in a familiar pattern), most commodity prices are higher given ongoing 
fears around the conflict’s implications for global energy supply. 

All three of the major Wall Street equities indices are lower. As at the time of writing, the S&P500 has lost 0.57%, the 
Dow has fallen 1.11% and the Nasdaq has shed 0.27%. It’s been a fairly choppy day of trading, with all three indices 
edging briefly into the green at one point. Over in Europe, all the major indices are flattish to down 1.5%. Russian-listed 
companies on the London stock exchange have suffered some of the biggest falls, with energy giant Gazprom down more 
than 60% at one point. 

Treasuries have rallied (yields lower) given their status as a safe-haven asset. Yields shifted uniformly lower across the 
curve, down 8-12 bps. Those falls came despite comments from the Atlanta Fed’s Raphael Bostic that sought to 
emphasise a 50bps hike in the Federal Funds rate remains a possibility. Over in Europe, bond yields were also lower 
across the curve with some shorter tenors down as much as 16bps. That probably reflects fears that the protracted 
conflict will hurt growth in the Eurozone and further delay the ECB from tightening monetary policy. 

Among currency markets, the Swiss Franc and Japanese Yen (also safe-haven assets) have been the strongest performers 
among the majors overnight. The big loser among the G10 has been the Swedish krona – not because of anything Ukraine 
related, but because of a downward revision in Swedish GDP that lowers the likelihood the Riksbank will join offshore peers 
in hiking rates. Interestingly, USD has underperformed, helping NZD/USD managing to a modest lift near 0.676. Because 
the Aussie is also up, NZD/AUD has fallen to around 0.932. 

Commodity prices have continued to climb, with both Brent and WTI Crude up 5-5½%. Among the soft commodities, 
wheat prices are up more than 8% given Ukraine’s status as a major producer. 

Local Recap: Following on from the currents of their offshore peers over the weekend, NZ equities managed a 0.54% 
bounce yesterday, but continued to trade below pre-invasion levels. RBNZ pricing shifted around a bit off the back of 
successive comments by Chief Economist Yuong Ha and Deputy Governor Christian Hawkesby. The former stated that 
faster tightening in monetary policy could potentially cause market volatility (true), while the latter said the Bank has kept 
“open the option of further frontloading” and could decide its speed based on the threat to its mandate (also true). Those 
two statements are by no means contradictory, but the subtexts of the comments (or at least the manner of reporting) 
pulled markets in opposite directions. The upshot saw pricing relatively little changed, shedding 10bps of hikes over 2022. 

Data wrap:  The ANZBO survey here in NZ continued to show cost and pricing pressures at multi-decade highs, adding yet 
more upside risk into our inflation forecasts. Omicron’s impact appeared to be crimping activity expectations somewhat. 
Over in Aussie, retail sales outperformed expectations – up 1.8% versus a surveyed 0.3%. 

Day ahead: Developments in Ukraine will almost certainly continue to dominate market sentiment over the next 24 
hours. In terms of goings-on more broadly, a plethora of evens in Aussie today is the other highlight for Kiwis. On the 
Aussie data front, we expect dwelling prices to lift a modest 0.3%, net exports to crimp GDP growth by 0.5% and the 
current account surplus to shrink to 2.4%. The real marquee event happens at 4.30pm with the RBA board meeting – our 
CBA friends expect the RBA to launch its first hike of the cycle at the June meeting, so will be watching closely for hints 
the Bank is moving in that direction  nathaniel.keall@asb.co.nz  
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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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