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Staged opening of the NZ border announced as the ECB and BOE take hawkish turns 

Yesterday the NZ Government announced a five-step plan to fully open the NZ border to fully-vaccinated travellers that 
will bypass MIQ. Starting on February 27, kiwis will be allowed to return from Australia and self-isolate, with restrictions 
progressively relaxed at each step, with the NZ border set to fully reopen to vaccinated travellers by October. The aim of 
the change was to strike the right balance between keeping kiwis safe but also helping to “assist the economic recovery” 
and to “immediately address” worker shortages. For a small and highly mobile economy like NZ, the changes look well 
overdue given widespread and significant labour shortages and our need to stay connected with the rest of the world. 

On the other side of the world from Aotearoa, the Old Lady of Threadneedle Street (i.e. the Bank of England) hiked the 
benchmark policy rate by 25bp to 0.50%. The statement was hawkish, reaffirming that the 2% symmetric “inflation 
target applies at all times”, with upward revisions to the BoE’s inflation forecast (now peaking at 7¼% in early), and 
with four of the nine MPC voters opting for a 50bp hike. All of the MPC members signalled further modest tightening 
would be needed in coming months, with the BoE also pledging to immediately stop reinvesting the proceeds of expiring 
gilts (roughly £200bn run-off over 2022). The Sterling jumped and UK yields rose with about 20bp added to BoE rate hike 
expectations, with a further 5 hikes priced in for 2022.  

Probably the bigger surprise to markets was the hawkish pivot by the ECB, which boosted the euro and Eurozone 
yields. The ECB held current policy settings, but ECB President Lagarde did not rule out rate hikes for 2022 and talked 
tough on high Eurozone inflation (which hit a record 5.1% yoy in January). While ‘transitory’ has been consigned to the 
ECB dustbin, Lagarde noted the persistence of price increases remained uncertain with wage growth still “muted 
overall”. Markets now expect about 40bps of ECB hikes this year. 

This more hawkish than expected central bank rhetoric and disappointing corporate earnings results and guidance 
from the likes of Meta (Facebook in another guise) and Spotify saw global markets stumble overnight. The earlier 
equity market rally proved to be short-lived with reasonably sizeable falls in US and European stocks, with the Nasdaq 
down close top 2.60%, and the VIX “fear” ticked up to around 24%. 

Global bond yields rose, with double-digit increases across most of the curve for UK gilts (10Y 1.36%) and sizeable jumps 
for European yields (GER 10Y now 1.36%). US Treasury yields were up across the curve with a modest steepening bias 
(10Y 1.83%). Yesterday, NZ swap yields ended modestly higher, whilst NZ government bonds yields followed Australian 
counterparts lower, with a strong NZDM auction. 

Helped by the weaker USD, commodity prices were generally on the up. Crude oil prices hit fresh 7-year highs and 
hovered around the USD90 per barrel mark despite pledges by OPEC+ members to increase daily global output by 400k 
barrels from March. There are doubts whether the members have sufficient capacity to generate the higher volumes.   

Data wrap: The Services ISM eased a notch (59.9 versus mkt: 59.5), with the employment sub-component slipping to 
52.3, with the commentary highlighting parts and labour shortages.  Initial jobless claims (238k) fell to their lowest since 
early January, on signs that the labour market was starting to recover post-Omicron. US, durable goods (-0.7% mom, core 
+0.6% mom) were slightly better than expected.  Services PMIs for the US (51.2 versus mkt: 50.9), Eurozone (51.2, 51.2), 
and UK (54.1, 53.3) were ho-hum. Eurozone Producer price inflation jumped to 26.2% yoy (ouch). 

FX Update: The hawkish tone of ECB pushed the euro to the top of the G10 currency ladder, taking other major European 
currencies with them. The higher interest rate environment weighed on the yen, with USD weakness also generalised. 
The NZD was about mid-table and traded in a 0.6620 to 0.6680 USD range (currently 0.6670 USD), with the NZD lifting 
above 93 Australian cents (0.9330 AUD).  With the RBNZ decision a few weeks away yet, NZD direction will hinge on risk 
sentiment with tonight’s payrolls print also pivotal for short-term direction. 

Day Ahead: NZ building permits should remain elevated, but likely confirm elevated cost pressures. The focus across the 
ditch will be the RBA’s Statement of Monetary Policy, and our CBA colleagues will be scrutinising the document for signs 
that the RBA’s commitment to keep the cash rate on hold over 2022 is starting to waver. US January Non-farm Payrolls 
headline tonight’s data. The shocker ADP employment print and the weaker services ISM points to downside risk to the 
150k jump in employment expected, with the unemployment rate expected to remain at a post-pandemic low (3.9%). 
Eurozone retail sales, German factory orders, and construction data for the UK and Germany are also out. On Monday, 
an 8.4% qoq rebound is expected for Australian Q4 retail volumes, with the Chinese Services PMI also out. Enjoy the long 
weekend. Stay safe. Author: mark.smith4@asb.co.nz 

https://https/www.beehive.govt.nz/release/border-reopen-stages-27-february/www.beehive.govt.nz/release/border-reopen-stages-27-february
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Currencies Currencies Commodities Equities

NZD/USD 0.6662 0.4% NZD/SEK 6.060 -0.6% NZX WMP 4360.0 0.0% Dow 35349 -0.8%

NZD/AUD 0.9330 0.3% NZD/DKK 4.333 -0.8% Gold $/o 1804.3 -0.1% S&P 500 4517 -1.6%

NZD/EUR 0.5823 -0.7% NZD/THB 22.1 0.3% WTI Oil $/b 88.8 0.6% NASDAQ 14050 -2.6%

NZD/JPY 76.55 0.2% AUD/USD 0.7140 0.0% Money Market (%) FTSE 7529 -0.7%

NZD/GBP 0.4897 0.2% EUR/USD 1.144 1.2% 90 Day BB 1.15 -0.02 CAC-40 7006 -1.5%

NZD/CAD 0.8437 -0.4% USD/JPY 114.9 0.4% OCR 0.75 0.00 DAX 15368 -1.6%

NZD/CHF 0.6126 0.5% 10 Yr Bond Yields (%) ASB Swap Rates (%) H.Seng 23802 1.1%

NZD/HKD 5.192 0.4% NZ 2.52 -0.05 1yr 1.96 0.01 Nikkei 27241 -1.1%

NZD/SGD 0.8954 0.2% US 1.83 0.06 2yr 2.43 0.03 ASX200 7078 -0.1%

NZD/CNH 4.234 -0.8% Aust 1.87 -0.05 5yr 2.74 0.04 NZX50 12335 0.0%
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      Important 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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