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Good Oil 

• Market sentiment has flipped firmly back to positive over the past 24 hours, kick-started by a sharp fall in oil 
prices. Prices for West Texas Intermediate are down a little over 6%, to below US$100/barrel. This takes prices to 
about 22% below the recent peak above $120/barrel. Cautious optimism around Ukraine cease-fire talks and the 
negative demand effects of China’s continuing lockdowns have been cited as the key drivers.  
 

• Broader markets have expressed some relief. US stocks are up 1.2-1.8% as we write, despite a weak lead from 
Europe. The VIX index (a proxy for generalised risk aversion) has dropped noticeably to 31% from close to 34%, and 
bond yields have consolidated on the previous night’s strong gains (US 10-year yield 2.15%).  

 

• Talks between Russia and Ukraine have continued, without any break-through. But fears about the impact of the 
Russian invasion on the broader European economy are starting to grow. The timely German ZEW confidence 
survey released overnight revealed the biggest decline in its economic sentiment in its 31-year history in March (+54 
to -39.3, +5.0 expected). The European Commission warned EU growth will be “severely impacted” and is expecting 
2022 growth to be below the 4% it forecast only a month ago.  

• The RBA continues to creep its guidance in a hawkish direction. There was more of this in yesterday’s Minutes from 
the March decision. There was the standard sop to being “patient”, but it is also acknowledged “the risks to the 
outlook for wages growth [are] skewed to the upside”.  

As our CBA colleague Stephen Wu notes, the RBA has shifted its view and guidance quite a bit in a relatively short 
space of time.  The Minutes from the October 2021 RBA Board meeting stated the case for rate hikes would “not be 
met before 2024”.  In last week’s speech RBA Governor Lowe stated, “it is plausible that the cash rate will be 
increased later this year.” CBA’s base case remains for the first hike to occur in June 2022. 

• A surprise fall in dairy prices at the GDT auction early this morning doesn’t have any implications for our Fonterra 
Milk Price forecasts (2021/22: $9.50, 2022/23: $9.20). The overall price index registered the first fall since January  
(-0.9%), capping a blistering run. WMP prices fell 2.1%, against our expectations for a 5% odd increase.   
 

• FX update: The NZD/USD continues to be pushed and pulled in different directions by risk sentiment and commodity 
prices. After sliding to 0.6740 yesterday on the back of falling oil prices, refreshed risk appetite has spurred a 
recovery overnight. Broader G10 performance is consistent with a ‘pro risk’ vibe, with CAD, AUD, and NZD 
outperforming and CHF and JPY on the back foot. Things will quieten down now ahead of the Fed meeting. There will 
be some attention on the daily USD/CNY fix though. Two weak fixes in the past two days have hinted the PBOC is no 
longer happy to let the currency strengthen. 

Day ahead 

• Locally, the consensus expects the Q4 current account deficit to widen back out to 5.6% of GDP, from 4.6% last 
quarter <yawn>. Tonight, surging fuel prices and generally heavy consumer confidence are expected to hold back US 
retail sales with just a 0.3% m/m increase expected.  

• The week’s main event hits markets tomorrow morning at 7am, the FOMC interest rate announcement. The Fed has 
essentially pre-announced the decision to kick off the tightening cycle with a 25bps lift, so the decision itself 
shouldn’t surprise. We suspect the lasting market reaction will be determined by Fed comments about the impact of 
the Russian invasion, and how much the “dot plot” interest rate projections lifts from last time (which indicated the 
three Fed Funds hikes this year).  
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Currencies Currencies Commodities Equities

NZD/USD 0.6764 0.1% NZD/SEK 6.5062 0.2% CRB Index 288.453 -2.3% Dow 33520 1.7%

NZD/AUD 0.9405 0.3% NZD/NOK 6.0947 -0.2% NZX WMP #N/A N/A #VALUE! S&P 500 4245 1.7%

NZD/EUR 0.6181 0.3% NZD/THB 22.69 0.3% Gold $/o 1920.86 -1.5% NASDAQ 12890 2.5%

NZD/JPY 80.01 0.3% AUD/USD 0.7192 -0.1% WTI Oil $/b 96.6 -6.3% FTSE 7176 -0.2%

NZD/GBP 0.5189 -0.1% EUR/USD 1.0942 -0.2%  NZD Swap Rates (%) DAX 13917 -0.1%

NZD/CAD 0.8643 -0.2% USD/JPY 118.30 0.2% OCR 1.00 0.00 CAC-40 6355 -0.2%

NZD/CHF 0.6370 0.6% 10 Yr Bond Yields (%) 3mth 1.49 0.00 H.Seng 18415 -5.7%

NZD/HKD 5.2938 0.1% NZ 3.12 0.10 1yr 2.48 -0.09 Nikkei 25346 0.2%

NZD/SGD 0.9243 0.1% US 2.16 0.02 2yr 3.08 0.02 ASX200 7097 -0.7%

NZD/DKK 4.5985 0.3% Aust 2.53 0.07 5yr 3.30 0.03 NZX50 11802 0.0%
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