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Ukrainian conflict intensifies, while world watches, worries and waits 

The international community and global markets remain fixated on the Ukraine conflict. Tougher than expected 
resistance has slowed the Russian invasion into the Ukraine, with Russian forces having entered Kharkiv (its 2nd largest 
city) with Kyiv being bombarded. A growing number of countries have committed to a widening number of sanctions 
against Russia (“the broadest in history” according to US President Biden), with Germany taking the unprecedented step 
of sending military aid (tanks not troops). Talks between Russian and Ukrainian authorities have been mooted, although 
Russian President Putin said he was prepared to authorise talks about a “neutral” Ukraine, which is likely to be rejected 
by Ukrainian authorities. CBA Chief Economist Stephen Halmarick recently published a note setting out the financial market  
implications of events in the Ukraine which is well worth a read. 

Global stocks rose on Friday as bargain hunters swooped in. The S&P500 (+2.2%), Nasdaq (1.6%) and Dow (+2.5%) 
showed broad-based gains, with only the Nasdaq now in contractionary territory since the start of the year (down 
12.5%). There were circa 4% gains in the major European bourses on much higher than usual traded volumes.  Despite 
the imposition of sanctions and being cast as a pariah on the international scene, Russian stocks indices (MOEX index) 
were up around 20% but were still down 27% on a week ago. 

There was little action on US Treasury markets, with yields down a fraction across the curve (10Y 1.96%).  European 
Government bond yields rebounded from earlier falls with yield curves steepening (10Y Ger 0.23%). In his first speech, 
new Fed governor Chris Waller echoed James Bullard, with 100bp of increases in the Funds rate by mid-year, including a 
‘strong case’ for a 50bp hike in March.  Waller also considers there is too much liquidity in US financial markets and 
wants a steep cut in reserves.  

There was a mild retracement in energy commodity prices with the Russian energy industry to date avoiding 
sanctions. Near-term contract prices for Brent fell below USD100 per barrel (USD98) with spot prices for Dubai down 
USD4 to just over USD95 per barrel. This was despite Iraq reportedly curtailing production in two large southern fields. 
Prices for natural gas in Europe were down roughly 30% (but were up more than 25% on a week ago). There were small 
falls for prices for corn, wheat and aluminium following larger earlier rises. Gold prices eased. 

It’s goodbye to gradualism from the RBNZ. Governor Orr’s speech on Friday said that while the RBNZ have managed to 
avoid the worst-case scenario of “embedded deflation and (high) unemployment”, they now face a ‘more traditional 
challenge’ of constraining inflation. Orr signalled the RBNZ will reduce stimulus “as quickly as possible” and could move in 
larger than 25bp increments if needed to prevent sizeable tightening further down the track.  What’s more, the Ukraine 
situation could add to upside inflation risks. We concur, with 7%+ annual CPI inflation in NZ not that far away. Ouch. 

Data wrap:  US January inflation from the PCE deflator nudged up further into the stratosphere for both headline (6.1% 
yoy, mkt: 6.0% yoy) and core measures (5.2% yoy. mkt: 5.2% yoy). Personal spending (+2,1% mom), durable goods (1.6% 
mom) and the University of Michigan consumer sentiment (62.8) index improved by more than expected but pending 
home sales (-5.7% mom) unexpectedly declined for a 3rd consecutive month. 

FX Update: It has been a topsy-turvy session on currency markets, with the yen and USD now in the ascendancy, NOK, 
SEK, DKK and the euro on the outer and GBP, AUD, CAD and NZD somewhere in between. The NZD recovered a dip early 
on Friday (to 0.6630 USD) and ended the week at a shade below 0.6750 USD, with the kiwi falling back below 67 cents 
and towards 93 Australian cents this morning. NZD direction will hinge on perceptions of how much the Ukrainian 
conflict will dent global and NZ economic prospects. High outright NZ interest rates and high commodity export prices 
remain key NZD supports. 

Day ahead: We expect markets and the world’s media will remain focused on the Ukraine for a while yet. The ANZ 
Business Outlook (1pm) will likely highlight elevated cost and pricing pressures amidst a backdrop of widespread capacity 
constraints. January retail sales for Australia (mkt: 0.5% mom), and partial inputs for Wednesday’s Q4 Australian GDP are 
also out. The global dataflow is light and lower tier with a speech by the FOMC’s Bostic on the US economy tomorrow 
morning. 

Week ahead: Second tier NZ data including, NZ building permits, Q4 terms of trade (down slightly but expected to 
strengthen over 2022), and ANZ consumer confidence data. Q4 Australian GDP (CBA +3.0% qoq, mkt: 2.9% qoq), 
Eurozone CPI, global manufacturing and services PMIs, the US manufacturing and services ISM and US non-farm payrolls 
(mkt: 400k) highlight the global data. In the central bank land, the RBA is likely expected to hold the cash rate at 0.1%, 
with our CBA colleagues expecting RBA hikes from June. The Bank of Canada is widely expected to kick off their 
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tightening cycle to combat high inflation, with the Bloomberg poll universally calling for a 25bp hike (to 0.50%), but with 
markets pricing in 80% odds of a 50bp hike. FOMC Chair Powell is due to testify in front of Congress, the FOMC Beige 
book and a flurry of speeches by central bankers. OPEC+ are due to meet this week and will be under pressure to boost 
oil supply.  Author: mark.smith4@asb.co.nz 
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Currencies Currencies Commodities Equities

NZD/USD 0.6695 -0.7% NZD/SEK 6.406 0.9% NZX WMP 4750.0 0.0% Dow 34059 2.5%

NZD/AUD 0.9325 -0.1% NZD/DKK 4.463 0.2% Gold $/o 1889.3 -0.8% S&P 500 4385 2.2%

NZD/EUR 0.5980 -0.1% NZD/THB 21.9 -0.1% WTI Oil $/b 92.6 -0.9% NASDAQ 13695 1.6%

NZD/JPY 77.91 -0.3% AUD/USD 0.7180 -0.6% Money Market (%) FTSE 7489 3.9%

NZD/GBP 0.5016 -0.3% EUR/USD 1.115 -1.0% 90 Day BB 1.24 0.00 CAC-40 6752 3.5%

NZD/CAD 0.8573 -0.1% USD/JPY 115.2 -0.4% OCR 1.00 0.00 DAX 14567 3.7%

NZD/CHF 0.6207 -0.6% 10 Yr Bond Yields (%) ASB Swap Rates (%) H.Seng 22767 -0.6%

NZD/HKD 5.267 1.9% NZ 2.80 0.04 1yr 2.20 0.00 Nikkei 26477 1.9%

NZD/SGD 0.9131 0.1% US 1.96 0.00 2yr 2.79 0.05 ASX200 6998 0.1%

NZD/CNH 4.227 0.2% Aust 2.24 0.07 5yr 3.02 0.04 NZX50 11923 0.0%
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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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