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Yields move higher despite heightened Ukraine tensions 

• Heightened geopolitical tensions - Russian attacks on the Eastern Donbas region in the Ukraine have stepped up – 
and hawkish central bank overtures characterised a generally guarded mood overnight. The PBOC also announced 
fresh measures to support the demand for credit in a number of sectors to boost the ailing Chinese economy. 
Furthermore, the IMF slashed forecasts for global growth (to 3.6% in 2022 and 3.8% in 2023) and raised their 
forecasts for inflation, highlighting the risk of more aggressive central bank tightening. 
 

• US Treasury yields shot 6-15bp higher across the curve (2Y 2.60%, 10Y 2.94%) led by higher short-term yields.   
European government bond yields were also up with a curve steepening bias. Solid US corporate earnings results 
provided a boost to US stock indices (about 80% of the 50 companies reporting thus far have topped earnings 
estimates according to Bloomberg). This contrasted with small falls for European bourses.  

 

• The FOMC’s Bullard (2022 voter) maintained his strident rhetoric, stating that the Fed needed to “expeditiously” 
move the fed funds rate to around 3.5% by the end of the year, with multiple 50bp hikes and the possibility of 75bp 
moves. That’s about 100bp more than suggested by current market pricing.  Evans (2023 voter) noted the fed funds 
rate would need to move above neutral levels (around 2.5% according to the Fed dot plots), but also cautioned that 
the circa USD9 trillion FOMC balance sheet should be reduced carefully.   

 

• NZ yields started the week higher after an earlier recorded interview had Governor Orr flagging more OCR hikes over 
coming quarters, with the RBNZ in a “reasonably aggressive” tightening phase. NZ monetary policy is balancing the 
risks of not letting inflation expectations get away versus having a “sharper than needed slowdown in economic 
activity”. In other comments yesterday, NZ Finance Minister Robertson affirmed the Government will keep a lid on 
debt and agreed for the need for more targeted fiscal spending. However, Robertson emphasised the need for more 
spending in some key areas (health, housing) despite Governor Orr’s call for “support”. Risks of a hard landing are 
climbing, and we expect OCR cuts will be needed after the RBNZ acts stringently to bring inflation under control. 

 

• Australian interest rates and the AUD firmed after the RBA Minutes acknowledged firmer underlying inflation and 
(still low) wage growth that “have bought forward the likely timing of the first increase in interest rates”. 
Forthcoming wage and inflation data will be key to the RBA’s deliberations. Our CBA colleagues expect a 15bp hike in 
June (to 0.25%) with the cash rate to peak at 1.25% in early 2023. 
 

• The latest dairy auction was soft, with the GDT price index down by 3.6% and with prices for milk power down 4.4% 
to USD4,207 per metric tonne.  This shouldn’t impact the $9.50 kgMS Fonterra milk price we have pencilled in for 
the 21/22 season, but further weakness could weigh on our expectations for a $9.20 kgMS milk price for next 
season. Broader commodity prices were also down, likely driven by weaker demand from China and a softer 
global outlook.  Near-term contract prices for Brent (USD107 per barrel) and WTI (USD102) were down 5-6%. Gold 
prices fell 1.5%. 

 

• The recent dataflow was light, but positive. US housing starts (+0.3% mom) and building permits (+0.4% mom) fared 
better than expected. NZ services sector sentiment ticked back into expansionary territory in March (51.6) for the 
first time in eight months according to the Services PSI, with new orders firming to 60.1. This highlights the resilient 
demand backdrop, notwithstanding downbeat consumer sentiment. 

 

• FX Update:  With yields proving to be an important currency driver, the Japanese yen has been on the outer and is 
hovering around 20-year lows against the USD. Comments by Japanese Finance Minister Suzuki warning of the 
economic harm caused by the “rapidly weakening yen” didn’t help. The Swiss franc, CAD, USD, GBP and EUR were 
also weak overnight, with the Australian dollar and SEK at the top of the G10 pile. The NZD edged lower against the 
USD and is towards the bottom of its 0.6720 to 0.6770 USD overnight range.  

    

• Day ahead:  Little locally ahead of tomorrow’s Q1 CPI print. Australian consumer sentiment data is out today.  
Swimming against the global tide will be likely further policy easing in China, with minor cuts in banking lending 
interest rates in China to be delivered today (1yr 3.65%, 5-year 4.55%). Eurozone industrial production, US existing 
home sales and the Fed Beige book are out in the next 24 hours, with a number of Fed speakers and the ECB’s Rehn 
on the wires.   Author: mark.smith4@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.  

 

 

 

Currencies Currencies Commodities Equities

NZD/USD 0.6732 0.0% NZD/SEK 6.425 -0.6% NZX WMP 4160.0 -2.1% Dow 34921 1.5%

NZD/AUD 0.9127 -0.3% NZD/DKK 4.643 0.0% Gold $/o 1945.6 -1.7% S&P 500 4463 1.6%

NZD/EUR 0.6241 0.1% NZD/THB 22.8 0.3% WTI Oil $/b 102.6 -5.2% NASDAQ 13625 2.2%

NZD/JPY 86.80 0.1% AUD/USD 0.7376 0.3% Money Market (%) FTSE 7601 -0.2%

NZD/GBP 0.5180 0.1% EUR/USD 1.079 0.0% 90 Day BB 1.91 0.12 CAC-40 6535 -0.8%

NZD/CAD 0.8498 0.1% USD/JPY 128.9 1.5% OCR 1.50 0.00 DAX 14153 -0.1%

NZD/CHF 0.6407 0.8% 10 Yr Bond Yields (%) ASB Swap Rates (%) H.Seng 21028 -2.3%

NZD/HKD 5.280 0.0% NZ 3.47 0.06 1yr 3.04 0.06 Nikkei 26985 0.7%

NZD/SGD 0.9208 0.4% US 2.93 0.08 2yr 3.55 0.05 ASX200 7565 0.6%

NZD/CNH 4.323 0.0% Aust 3.07 0.09 5yr 3.69 0.06 NZX50 11836 0.0%
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