
 
 

 
 

Investwisely Corporate Authorised Representative 1280984  Phone 02 9634 6698 

ABN 34 619 736 248      Shop 7, 1 Circa Boulevard 
Australian Financial Services Licence Number 246638   Bella Vista NSW 2153 
Interprac Financial Planning Pty Ltd     www.investwisely.co 

   

 

 

MARKET REVIEW 

 

The past four weeks have been very much about 

investors’ concern over the outlook for inflation (cost of 

living) and how much interest rates will rise in the near 

term.  We saw Australia’s central bank (RBA) raise its 

interest rate last week to 0.35% and Federal Reserve in 

the US do the same but a little harder than the RBA.  It 

needs to be said here that while rising interest rates 

reduce the outlook for economic growth in the near term, 

moderately higher interest rates are not expected to 

impact long term economic growth as businesses and 

consumers eventually adjust to different levels of inflation 

and interest rates through gradual price increases and 

nominal wages growth.  Over the long term its innovation 

and productivity that drive growth in stock prices.     

 

Where markets tend to get nervous is with the near-term 

economic risks of adjusting to higher levels of inflation 

which could lead to short term impact on profit margins, 

higher unemployment, and short term pull backs or even 

downturns in equity markets.  Long term investors with 

the outlook of over 5 years, and certainly over 10 years, 

should ignore these periods of economic adjustments as 

markets inevitably tend to find their way back to the path 

of positive returns.  Please refer to Appendix A which 

illustrates the above point that, over the past century, 

despite economic setbacks and adjustments to different 

inflationary regimes the monthly index level of S&P500 in 

the US still managed to grow from one decade to the 

next.  This is because the collective will and desire of the 

government, businesses, innovators, and consumers to 

improve their condition, expand, and seek growth is a 

force bigger than any other!      

 

Appendix B illustrates for you different inflationary 

periods over the past century.  It is clear that inflation can 

run high or low over many years but equity markets still 

tend to deliver positive annual returns more often than 

not. A word of caution for long term investors here is that 

the market’s recovery period after a pull back or 

downturn (peak to trough) could be short and swift (e.g. 

Covid-19 led sell off and recovery in 2020) or take a  

 

 

 

 

 

 

 

 

 

 

 

number of years (e.g. stagflation years from 1973 to 

1980), so investors are required to be patient.    

 

Speaking of short-term pullbacks in markets, chart 1 

illustrates the decline in Australian shares of about -7% 

(blue line) from roughly the market peak at the beginning 

of 2022 to now.  In comparison, the US market is down -

15% (orange line) so far, over the same period. In fact, 

Australian stocks are holdings up much better than the 

rest of the world.  For context, 6% pullback in the 

Australian shares is not yet significant given we have had 

two significant pull backs over the past ten years.  The 

first one was over thirteen months following April 2011 

which saw ASX200 decline by -15% amidst the then 

short-term deflation of the commodities price bubble.  

The second market downturn of -17% happened over the 

10-month period following Mar 2015 and at that time the 

market was expecting interest rate increases and 

tightening of the stimulus policies adopted by central 

banks since the GFC in 2008.  The conclusion of both of 

these relatively recent pull backs was that the market 

eventually looked through these uncertainties.  It is quite 

possible that 2022 ends up seeing further market 

correction near-term due to uncertainties of the outcome 

of the federal election here in Australia (could be a hung 

parliament which may lead to inertia in economic policy 

implementation) and the US is set to have its mid-term 

elections in November; in a mid-term US election year, 

historically, market returns are weighed down in that year 

only to be followed by positive returns after the mid-terms 

(please see below for some stats).  

 

 

 

 

 

 

 

 

 

 

April 2022 Market Commentary 
 



 
 

 
 

Investwisely Corporate Authorised Representative 1280984  Phone 02 9634 6698 

ABN 34 619 736 248      Shop 7, 1 Circa Boulevard 
Australian Financial Services Licence Number 246638   Bella Vista NSW 2153 
Interprac Financial Planning Pty Ltd     www.investwisely.co 

   

 

 

 

Chart 1: ASX 200 vs S&P500 – Calendar year-to-date 

returns 

 

 
 

Drilling down to Australian equity market’s sector 

performance so far this calendar year,  energy stocks, 

utilities, banks, consumer staples, and materials have 

actually fared reasonably well.  Mainly because these 

sectors mostly have companies that are able to pass on 

higher prices to their customers.  Where the market has 

felt the pain is in consumer discretionary sectors which 

will likely see representative companies experience a fall 

in demand in 2022 as consumers cut spending in 

preparation for higher mortgage repayments, and 

technology stocks where there has been a market re-

rating. 
 
 
 
 
 
 
 
 



 
 

 

Investwisely Corporate Authorised Representative 1280984  Phone 02 9634 6698 

ABN 34 619 736 248      Shop 7, 1 Circa Boulevard 
Australian Financial Services Licence Number 246638   Bella Vista NSW 2153 
Interprac Financial Planning Pty Ltd     www.investwisely.co 

   
 
 

 

GLOBAL MARKETS OVERVIEW 

 
 

 
 
 

 

 

 

ECONOMIC NEWS 

 

• The Reserve Bank of Australia (RBA) raised its 

cash interest rate by 0.25% to 0.35% in May, and 

warned borrowers to be prepared for interest 

rates to rise more quickly than anticipated.  

 

• The International Monetary Fund (IMF) slashed 

its world growth forecast by the most since the 

early months of the Covid-19 pandemic, 

downgrading 2022 global GDP growth by -0.80% 

to 3.6% with advanced economies growth 

downgraded by -0.60% to 3.3% (euro area 

downgraded by -1.10% to 2.8% and U.S. 

downgraded by -0.30% to 3.7%) and emerging 

economies downgraded by -0.10% to 3.8% 

(China downgraded by -0.40% to 4.4% and India 

downgraded by -0.80% to 8.2%),  

 

• The World Bank cut its forecast for global 

economic expansion in 2022 to 3.2%, spurred by 

a cut in the outlook for Europe and central Asia 

on Russia’s invasion of Ukraine and announced 

plans to mobilize a new 15-month crisis-response 

package of about $170billion to cover April 2022 

through June 2023, with about $50billion of this 

amount to be deployed in the next three months.  

 

• World Trade Organisation (WTO) downgraded 

world GDP forecast for 2022 by to +2.8% as it 

lowered its projection for growth in merchandise 

trade to +3%, and predicted GDP should pick up 

to +3.2% in 2023, close to the average rate of 3% 

in the decade before the pandemic with trade 

growth of +3.4%.  

 

• U.S. Economy shrank for the first time since 

2020, with March Quarter 2022 GDP falling at a 

-1.4% annualized rate. U.S. composite 

Purchasing Manager’s Index (PMI) declined in 

April as an advance in manufacturing PMI was 

more than offset by a decline in services PMI as 

persistent supply constraints limited capacity and 

inflation dampened consumers’ willingness to 

spend. However, another measure of prices 

received by manufacturers and service providers 

increased.  
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• In China, the March quarter GDP grew +4.8% 

p.a. with fixed asset investment increasing +9.3% 

p.a. However, economic activity contracted 

sharply in April with both manufacturing and non-

manufacturing PMI contracting to lowest in more 

than two years, which saw China’s central bank 

(PBOC) reducing the reserve requirement ratio 

for most banks by -0.25% and dropping it by -

0.50% for smaller banks, unleashing about 

530billion yuan of long-term liquidity into the 

economy. However, the bank kept its one-year 

policy interest rate unchanged.  

 

• Australia inflation, as measured by the 

Consumer Prices Index (CPI), rose +2.1% in 

March quarter (and +5.1% p.a.). 

 

• In Europe, Economic expansion in the euro zone 

began 2022 on a weak footing with GDP growing 

by +5% p.a. in March Quarter 2022. However, 

inflation continued to surge, climbing to a fresh 

all-time high in April, with CPI up +7.5% p.a.  

 

• In Japan, Bank of Japan (BOJ) kept its main 

yield curve control settings and the scale of its 

asset purchases unchanged, announcing to buy 

an unlimited amount of bonds at a fixed rate every 

business day. However, BOJ raised 2022 CPI 

forecast by +0.80% to 1.9%, reflecting soaring 

energy prices, which saw Japan’s prime minister 

unveil 6.2 trillion yen of spending.  

 

• In Germany, March Quarter 2022 GDP grew 

+4%p.a. However, inflation unexpectedly 

accelerated to the fastest in April since records 

began in the early 1990s with CPI rising +7.4% 

p.a.  This resulted in the government cutting its 

2022 GDP growth forecast by -1.40% to 2.2% 

and increase inflation forecast by +2.80% to 

6.1%. 

 

• In India, the Reserve Bank of India (RBI) raised 

its inflation forecast for 2022 by +1.20% to 5.7% 

while downgrading GDP forecast by -0.60% to 

7.2% and signalled that an increase in borrowing 

costs may happen as early as June. 
 
 
 
 
 
 

 

In political news: 

 

Geopolitical tensions surrounding Russia-Ukraine 

war continued to simmer, with UN General 

Assembly voting to suspend Russia from the 

Human Rights Council, U.S. Senate passing bill 

to strip Russia of most-favoured-nation trade 

status, EU countries agreeing to ban coal imports 

from Russia and President Joe Biden announcing 

a new $800m package of military assistance for 

Ukraine, leading to Russia retaliating by cutting 

off natural gas shipments to Poland and Bulgaria. 
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THE LONG READ 

 

The inflation we need to have 

 

A shrinking global labour pool will demand better 

wages and conditions, pushing up prices 

 

This month I want to address a common question 

being 

asked by investors i.e. how long could high and 

higher prices last. The short answer is that a very, 

very long time. But there may be a silver lining 

here. 

 

Over the past 30 years the world economic 

system has experienced an unprecedented 

positive shock to the supply of global labour pool. 

The effective labour supply for the 

world’s advanced economy trading system, more 

than doubled over the 27 years, from 1991 to 

2018. But the future is unlikely to be like the past!  

 

So where did this doubling of the labour pool 

come from and what impact did it have? 

 

Well, there are a few reasons for this doubling, 

let’s take one at a time. Firstly, the rise of China 

and its integration into the global economy and 

global manufacturing complex meant 

China more than doubled the available labour 

supply for the production of tradeable products 

among advanced economies. Supply and 

demand economics suggest that when supply 

doubles price is the adjusting factor i.e. prices of 

products ex China have continued to fall. 

 

China has continued to add new supply of labour 

and production capacity to the world economy as 

more and more people from its rural areas got 

attracted to its urban economic 

powerhouses supplying the world’s voracious 

demand for ever cheaper and wider range of 

exported products. The impact of excess supply 

of cheap labour from China can also be read in 

the US’ labour participation rate which declined 

by 4% over the past thirty years. 

 

Thus, China has been a deflationary force for a 

long time and attempts by central banks of  

 

 

 

 

advanced economies to push up inflation through 

very low interest rates failed to inflate the 

imported prices from China. But these 

deflationary benefits are set to reverse as China’s 

labour supply is set to shrink, a reflection of its 

ageing population. 

 

The second source of increases to the global 

labour pool was the re-integration of Eastern 

Europe’s work force into the global economy after 

the collapse of the USSR in 1989.  

 

However, China and Eastern Europe are not the 

only factors leading to a dramatic rise in the 

labour pool. There were other domestic 

demographic features in advanced economies at 

play, namely, the dependency ratio (measured as 

the population of children under 14 plus retirees 

over 65 divided by working age population of 15-

64 years). The dependency ratio declined in 

Australia from 1960 to 2009, roughly, from 64% 

to 48%. The dependency ratio bottomed in 2009 

and 

has since been rising and is projected to continue 

rising for the remainder of this century, not just in 

Australia but also in all corners of the world 

except Africa.  

 

Falls in the dependency ratio due to lower birth 

rates allowed women to enter the work force in 

greater numbers. As the dependency ratio is now 

decidedly reversing with retirees and older age 

population set to rise (baby boomers exiting the 

workforce), this will subtract from the available 

labour pool. 

 

The persistent decline in birth rates in advanced 

economies (due to wealth effect and one child 

policy in China) is set to bring about a sharp 

decline in the growth of the labour force in many 

countries like Japan, China, continental Europe 

such as Germany, Italy, Spain, and Poland. 

Meanwhile, dependency ratios are set to 

increase rapidly in all of these countries and 

regions. This will likely lead to significant 

increases in demand for shrinking labour pool 

and drive up labour’s bargaining power for 

working conditions and pay increases.  
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When you combine the crunch in the supply of 

labour pool while more and more advanced 

economies pivot to services- 

based economies (including China), you really 

have a strong case for wage inflation ahead. 

 

All of this means that higher labour cost will 

eventually push up general prices in the economy 

and reverse the long-term deflationary dividend 

that we have much enjoyed in advanced 

economies. 

 

Moreover, the political schism currently 

developing between China, Russia and their allies 

in the east versus the western economies led by 

US is also a significant ongoing risk to 

reversing of the globalisation trend. This will 

further raise the cost of doing business which will 

be passed on to consumers through higher 

inflation.  

 

We may have entered the next long multi-year 

episode of higher inflation, perhaps 5% p.a. give 

and take. The period of 

adjusting to a higher inflation is best played 

through participating in nominal growth through 

equities and being underweight the long duration 

bonds as interest rates rise.      

 
 
 

 

 

 

 

 

 

 
 
 
 
 
 
 
 
 
 
 
 

 
 
 
 
 
 

Appendix A 
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APPENDIX B 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

ALL INFLATION IS TRANSITORY 
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Source: Stock Trader’s Almanac 2022, Wiley 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

This document is produced in conjunction with our 

research partner Banyan Tree Investment Group. The 

information contained in this report is for general 

information only, it does not take into account an 

investor’s needs or objectives. You should not 

undertake any investment decisions without first 

contacting your adviser.  


