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Markets summary:
February 2022
Highlights in February 
• Yields climbed again in February, before a late month drop.
• Credit spreads widened in February driven by geopolitical tensions.
• Higher coking coal, oil and LNG spot prices were offset by weaker iron ore prices.
• The AUD rose 2.2% on a TWI measure.
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Summary
February saw emboldened moves to higher yields for the 
most part as data remained strong and central banks 
finished their Quantitative Easing programs. Late in the 
month, war tensions in Ukraine saw a sharp drop in yields. 
Credit spreads widened again in February. 
Equity markets remained weak in February. 
The Australian dollar rose 2.2% on a TWI basis. 
Commodity prices were mildly higher. 

Cash
At the start of February the RBA was in the process of 
slowly evolving towards rate hikes at some point in 2022.  
They were far from enthusiastically endorsing market 
pricing, but various RBA speakers (notably Governor Lowe 
at the Economics Committee) countenanced rate hikes in 
2022 in clear terms.  February began with front-end yields 
rising.  As part of the evolution the RBA took the (widely 
expected) step of ending the Bond Purchase Program.  
They did announce that the Board would make a decision 
about bond maturity reinvestment in May.  
However, the only story that mattered in the second half 
of February was the Russian invasion of Ukraine.  Across 
a volatile period in the second half of the month the 
anticipated rate hike pricing slowly dropped.  
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By the end of the month, the combination of the two 
effects had seen near-term RBA expectations drop lower 
rates across 2022, but the expected terminal rate  
had risen.
Over the course of February the 1M BBSW (bank bill swap 
rate) rate fell rose by 0.34bp to 0.0166%.  Rate hikes 
were never anticipated inside one month at any point in 
February.
The 3M BBSW rate rose 0.48bp to 0.798%. The 6M BBSW 
rate fell 0.25bp to 0.2500%.

Australian and  
Global Fixed Interest 
The optimism of economic recovery and strongly rising 
yields in the first half of the month gave way to a rally in 
the second half as Russia invaded Ukraine.  
The rally was not as large as the geopolitical impact of 
the action might lead you to suspect.  (Or the substantial 
adjustment in equity prices might lead you to suspect.)  
The reason being that a major economic realignment to 
exclude Russia from Western trade will see a sharp rise in 
the price of LNG, oil and some other commodities.  Those 
would lead to a further rise in inflation – and would be 
particularly problematic in places like the US which are 
already experiencing sharp inflation.  
In the US, in particular, the rising bond yields were very 
substantially driven by rising inflation expectations.  
The Australian 3Y bond futures sold-off (yields rose) 21bp 
to 1.575% over February, while the 10Y bond futures sold-
off 23bp to 2.145%.  
The US 10Y bond yield sold-off (yields rose) 19bp in 
February.  The Aus-US spread widened 12bp to 24bp. 

Global Credit 
The financial markets were dominated by expected 
aggressive rate hikes from inflationary expectations in the 
US and geopolitical risks.  Especially towards the end of 
the month financial markets reacted swiftly as the Russia/
Ukraine tensions moved from a possible war threat to a 
full scale invasion.
However, Australian credit still continues to outperform 
offshore markets.  Cash US credit widened by around 
+20bp during the month.  The European credit reacted
even more with Russia being closer to home and the
potential implication for European banks if Russia defaults.
The European cash credit widened by +40bp.  Relative to
that, the Australian credit widened by +7bp.
The Australian reporting season was also the highlight 
in February.  The ASX/S&P 200 reporting since 31Jan for 
the December half showed that 45% of the companies 
reported better than expected earnings growth and 17% 
were in line with earnings expectations.  In general the 
balance sheet of companies are in good health with credit 
metrics within rating agency tolerance levels. 

Commodities 
Commodity prices finished mostly higher in February as 
the Russian invasion of Ukraine boosted fears of supply 
disruptions across a number of commodities. It’s worth 
noting that actual supply disruptions have been minimal. 
The perception that supply will be disrupted through 
sanctions has been the primary driver of higher prices. 
Iron ore was the key exception.
LNG spot prices to North Asia spiked last month as the 
Russian invasion of Ukraine raised concerns that gas 
supply from Russia could fall. Russia typically supplies 
around a third of Europe’s gas consumption. While fears 
that the invasion will see Russian gas exports to Europe 
dry up have prompted European gas prices higher, actual 
gas flows from Russia to Europe have held up well.
Aluminium and nickel prices both finished higher last 
month. Around 5-6% of global aluminium and nickel 
supply is at risk from the Russia-Ukraine conflict via 
potential sanctions on Russia. Aluminium markets were 
already tight before the conflict due to supply cuts in 
China as policymakers looked to contain emissions.
Oil prices lifted last month as the impact of the Russia-
Ukraine conflict raised fears that Russian oil production 
may be restricted via sanctions. Around 8-8.5% of global 
oil supply is at risk if sanctions impacted Russian oil 
exports.
Iron ore prices fell last month as Chinese policymakers 
cracked down on speculation, hoarding and 
misinformation in iron ore markets. Some traders were 
asked to sell excess stockpiles and provide details of 
inventory changes and trading prices.

Global Equities
Global sharemarkets mostly fell in February, with investors 
piling into safe-haven investments like US government 
bonds, gold and the US dollar, after Russia launched an 
invasion of Ukraine. ‘Riskier’ assets fell (such as equities) 
as investors digested a raft of Western sanctions against 
Russia, including the removal of key Russian banks 
from interbank messaging system, SWIFT. In response, 
Russian President Vladimir Putin put his country’s nuclear 
deterrence forces on high alert, unnerving investors. 

Worries about a potential European energy crisis saw 
crude oil prices break above US$100 a barrel, stoking 
inflation concerns. Investors also fretted about the 
potential for aggressive monetary policy tightening from 
central banks. The benchmark US S&P 500 index fell by 
3.1 per cent – a second month of declines – its longest 
losing streak since October 2020 and the biggest two-
month drop since March 2020. But the Aussie S&P/ASX 
200 index outperformed, up 1.1 per cent after strong 
earnings results.  
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In February, the US S&P 500 index fell by 3.1 per cent, 
posting a second successive monthly decline – the 
longest losing streak since October 2020. The Dow Jones 
index dipped 3.5 per cent. The tech-heavy Nasdaq index 
dropped 3.4 per cent. All three major US indexes notched 
their biggest two-month declines since March 2020. The 
pan-European STOXX 600 index lost 3.4 per cent – down 
8.3 per cent from the January record high. And the UK 
FTSE 100 index slipped just 0.1 per cent. In Asia, Japan’s 
Nikkei 225 index fell by 1.8 per cent. But the Aussie S&P/
ASX 200 index outperformed, up by 1.1 per cent after 
strong earnings results.      

In Australia, seven of the eleven major ASX 200 sectors 
rose in February, led higher by Energy (up 5.8 per cent) 
and Consumer Staples (up 5.6 per cent) shares. But 
Information Technology shares plunged 6.9 per cent with 
Consumer Discretionary shares 5.8 per cent lower. Of the 
ASX size groupings, the large cap ASX 50 (up 1.6 per cent) 
and ASX 100 (up 1.3 per cent) indexes both outperformed. 
But the ASX MidCap50 index (down 0.8 per cent) and 
the ASX Small Ordinaries index (down 0.2 per cent) both 
underperformed. 

Australian Dollar
The Australian trade weighted index increased by 2.2% 
in February.  AUD increased against all but the NZD in  
the month.

At 3.4%, AUD/USD’s trading range was slightly below the 
long run average of 4.0%.  AUD hit the month low after 
the Reserve Bank of Australia delivered a dovish message 
in contrast to the hawkish pivot some expected.  In 
contrast to the FOMC, the RBA made it clear stopping  
QE does not imply a near term increase in the policy 
interest rate. 

AUD trended higher, albeit in fits and starts, until the US 
CPI beat expectations.  The Australia minus US 10 year 
bond yield spread has also eased, pulling AUD lower.  
Wage growth was slightly weaker than expected at  
2.3%/yr and did not provide the ‘smoking gun’ for a  
rate hike in March. 

AUD/USD hit its peak just before Russia invaded Ukraine. 
AUD/USD lost almost 2 US cents though recovered most 
of its losses by the end of the month, likely due to the 
broad based increases in commodity prices.


