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Yields rise on hopes of solution to Ukraine conflict 

The situation in the Ukraine remains tense. The bombardment of Kyiv intensified overnight, and Russian forces are 
continuing to press forward against fierce resistance. However, comments by a top Ukrainian foreign policy aid that 
President Zelensky is open to finding a “diplomatic solution” have provided hope the conflict can end. President Zelensky 
said that the Ukraine was open to discussing Russian demands of neutrality as long as it is given security guarantees. 
However, Zelensky avowed not to trade “not a single inch” of Ukrainian territory. 

Market reaction has been swift. Commodity prices were down across the board, with near-term oil price futures for 
Brent and WTI down around 10%, with the former hovering at a lofty USD115 per barrel. Helping to dampen oil prices 
were earlier comments by outgoing OPEC general secretary Barkindo that there is no physical oil shortages and that 
OPEC+ will guarantee to keep the market supplied. European natural gas future prices were down by a quarter. Gold 
prices fell 3% from 19-month highs. Wheat prices have partly retraced their recent spike (down 7%), as did prices for 
coffee. Phew. 

Global stocks have rebounded. US stock indices notched sizeable gains with the tech sector leading the rebound; Nasdaq 
(+3.5%), S&P500 (2.6%) and Dow (2.3%). The VIX ‘fear index’ eased back to a still elevated 31.9.  Gains for European 
stocks were the largest in two years, with the Dax and Eurostoxx 50 up 7% to 8%, and the FTSE100 lagging Europe with 
just a 3.25% gain. Chinese stocks had earlier closed lower given rising COVD-19 cases and after the USD1.3 trillion 
Norwegian wealth fund rejected some Chinese stocks due to human rights violations.  Improved risk appetite triggered 
solid gains in global bond yields. US Treasury yields were up 5-9bps across the curve, with 10-year tenor (1.92%) steadily 
grinding higher overnight and hitting 2-week highs.  European 10-year government bond yields were 8-10bps higher, 
with yields supported by a pending surge of debt issuance as the EU looks to fund energy and defence spending. 

In yesterday’s speech RBA Governor Lowe said the cash rate could plausibly be lifted this year, but that the RBA could be 
more patient than other central banks given their more contained inflation outlook. However, Lowe acknowledged risks 
to the inflation outlook had moved to the upside reaffirming that the RBA “will respond as needed and do what is 
necessary to maintain low and stable inflation”. Our CBA colleagues expect RBA hikes from June given upside risks to 
inflation. The AUD and Australian yields rose following the speech. 

Local recap: NZ yields opened higher but eased towards the close on thin trading volumes. Two-year swap yields briefly 
cracked 3%, but then eased later in the session (2.94% close). Bank Bill-OIS spreads have widened further. NZ 
Government bond yields were around 6-8bps higher across the curve, with market pricing flagging 80bps of hikes in May 
and a 3% OCR by early 2023. The NZD was little changed on a TWI basis and against the USD, with the NZX 50 up 0.3%.    

We have modestly revised up our Q4 NZ GDP pick to a 3.6% qoq increase (3.7% yoy), with the level of economic activity 
just 0.2% below mid-2021 peaks. Yesterday’s data pointed to a Q4 rebound in manufacturing and wholesale trade 
volumes, with the services sector a mixed bag outside of strong gains for retail and healthcare. The focus remains 2022 
and beyond. 

Data wrap: US Jolts job openings were 11263k in January, down from its December record high, but highlighting the 
strong demand for labour. Chinese CPI (headline 0.9% yoy, core 1.1% yoy) and PPI (8.8% yoy) readings were in line with 
expectations, highlighting uneven inflationary pressures. Rocketing oil and commodity prices look set to reverse recent 
declines. Our CBA colleagues expect 100bp of cuts to the Required Reserve Ratio (RRR) by the PBOC to support economic 
growth and help meet the Chinese government’s 5.5% growth target for 2022. 

FX Update:  European currencies were in the ascendancy overnight, with the Euro and Scandinavian currencies at the top 
of the G10 currency board, with USD and yen at the foot of the table.  The NZD has generally lost ground against most 
majors (including the AUD), but popped higher against the USD late last night and has maintained those gains at around 
0.6840. Announced further FX curbs from the Russian central bank have done little to aid the ruble, which is down more 
than 45% since the start of the year against the USD. NZD direction will hinge on risk appetite and commodity prices.  

Day ahead: NZ Card spending for February will looked for signs of an Omicron impact, which should also weigh on March 
retail activity. NZDM will be tendering $200m of the 2028 and 2032 lines at just after 2pm in what has been a difficult 
week so far for bonds.  The ECB are widely expected to hold current settings and face a tricky balancing act given the 
Ukraine conflict and likely upside risks to inflation and inflation expectations. Annual US CPI Inflation is expected to hit 
fresh 40-year highs (7.8%), with core inflation rising to 6.4%, and with US jobless claims data also out. The Ukraine 
situation looks set to dominate sentiment and market direction. Author: mark.smith4@asb.co.nz 
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Currencies Currencies Commodities Equities

NZD/USD 0.6839 0.4% NZD/SEK 6.627 -2.1% NZX WMP 4850.0 1.0% Dow 33272 1.9%

NZD/AUD 0.9346 -0.2% NZD/DKK 4.601 -1.0% Gold $/o 1983.0 -3.3% S&P 500 4281 2.6%

NZD/EUR 0.6181 -1.0% NZD/THB 22.6 -0.2% WTI Oil $/b 110.1 -11.0% NASDAQ 13217 3.3%

NZD/JPY 79.25 0.0% AUD/USD 0.7318 0.6% Money Market (%) FTSE 7191 3.3%

NZD/GBP 0.5195 0.0% EUR/USD 1.106 1.4% 90 Day BB 1.40 0.05 CAC-40 6388 7.1%

NZD/CAD 0.8773 -0.1% USD/JPY 115.9 0.2% OCR 1.00 0.00 DAX 13848 7.9%

NZD/CHF 0.6339 0.2% 10 Yr Bond Yields (%) ASB Swap Rates (%) H.Seng 20628 -0.7%

NZD/HKD 5.347 0.4% NZ 2.90 0.07 1yr 2.48 -0.02 Nikkei 24718 -0.3%

NZD/SGD 0.9296 0.1% US 1.93 0.08 2yr 2.95 -0.02 ASX200 7053 1.0%

NZD/CNH 4.325 -1.0% Aust 2.32 0.08 5yr 3.14 0.01 NZX50 11785 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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