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Investment market performance summary 
– 31 March 2022

Indices Current 3 months 1 year

ASX 200  7,499.6 0.7% 10.44%

ASX 200 (Acc)  88,049.0 2.2% 14.97%

US S&P 500  4,530.4 -4.9% 14.03%

Japan Nikkei  27,821.4 -3.4% -4.65%

UK FTSE 100  7,515.7 1.8% 11.95%

MSCI World (AUD)  13,799.7 -8.2% 11.69%

German Dax  14,414.8 -9.3% -3.96%

French CAC  6,659.9 -6.9% 9.77%

HK Hang Seng  21,996.9 -6.0% -22.49%

Shanghai Comp  3,252.2 -10.6% -5.51%

ASX 200 Prop 
(Acc)

 64,799.9 -7.1% 17.74%

Global Prop  3,176.2 -3.5% 15.65%

Australian Bonds  9,780.2 -5.9% -5.55%

International 
Bonds

 1,040.7 -5.0% -4.01%

Commodities

Gold (oz)  1,937.4 5.9% 13.45%

Oil (Barrel)  100.3 33.3% 69.51%

Iron Ore (Tonne)  142.5 24.9% -7.62%

Aluminium  3,491.0 24.3% 57.82%

Copper  10,375.0 6.7% 18.09%

Lead  2,416.0 4.9% 22.36%

CRB Index  295.2 27.0% 59.59%

Currencies

AUD/USD  0.7482 3.0% -1.53%

AUD/EUR  0.6762 5.8% 4.40%

AUD/GBP  0.5695 6.1% 3.31%

AUD/JPY  91.0760 8.8% 8.30%

AUD/RMB  4.7567 3.1% -4.61%

Source: Bloomberg
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Q122 was an especially volatile quarter 
for multi-asset portfolios, with Australian 
equities providing one of the few 
highlights for investors.
The tragic events that have and continue to unfold 
in the Ukraine saw significant price swings and 
volatility within most asset classes, particularly 
within energy and other commodity markets given 
the material dependence many nations, especially 
Europe, had on Russia, Ukraine and Belarus exports

This intensified already surging inflationary pressures 
across many developed and developing economies, 
with some nations reporting CPI levels at 40yr highs. 
This led many Central Banks, most notably the 
Federal Reserve, to fast track their policy tightening 
efforts in a bid to stem these pressures, eschewing 
their growth mandates/emergency policy settings. 
China’s zero COVID policy resulted in the lockdown 
of a number of trade dependant cities/ports, fuelling 
further angst around supply chain disruptions.

Any doubts the multi-decade bond rally had ended 
was put to bed this quarter, with our local and global 
bond indices falling 5.9% and 5.0% respectively 
over the period. The yield on the 10yr Australian 
bond rose from 1.67% to 2.83% over Q1, with the 
equivalent US bond yield rising 82bps to 2.34% by 
quarter end. Floating rate investors were insulated 
from the bulk of the sell off, however widening credit 
spreads would still have resulted in small losses for 
highly rated credits.

The spill-over effects of higher interest rates  
were plainly evident within global equities.  
The $A provided no downside protection this  
quarter as it strengthened against the $US, 
causing our unhedged index to decline 8.4%, our 
hedged index fell 4.6% in comparison, although 
these numbers belie significant price swings intra-
quarter. As expected, European equities performed 
the weakest although most regions performed in 
lockstep. The bigger divergences in returns were 
witnessed at the sector and factor level, with ‘value’ 
orientated sectors such as energy, resources and 
financials outstripping growth centric sectors such  
as Technology.
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Australian equities were the standout performer, thanks in part to our index composition and status as a 
commodity exporter. The S&P/ASX 200 Accumulation index rose 2.2%, led by energy, resources and the 
banks. A-REITS underperformed G-REITS, although both retreated in price terms over the quarter.

In our article this quarter, we talk more broadly around how the outlook for the global economy is now 
becoming increasingly more challenged with so many critical issues at play currently, breaking down our 
thoughts across different scenarios and risk buckets

Investment outlook – Clouds 
are hovering
Duncan Niven – Director of Research

The rosy outlook for the global economy that was held by many at the turn of the 
year is beginning to darken. The global economy is now confronting a confluence 
of issues which have the potential to slow global activity and could spur further 
inflationary pressures.
In following on from our note “Russian Invasion Of Ukraine” (8th March 22), the war and its related sanctions 
and resulting flow on effects is going to lead to a greater dispersion of growth and inflation outcomes among 
countries and regions going forward. We have already seen consensus 2022 GDP forecasts cut for both the 
US and Eurozone this quarter alone.

Real GDP Growth
Quarter-over-quarter

Source: JP Morgan Asset Management Market Insights March 2022
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On inflation, surging commodity prices, tight labour markets, pent up consumer and business demand, 
supply chain disruptions (all further exacerbated by China’s COVID zero policy) amongst other pressures are 
resulting in widespread price stresses on a global scale for consumers and businesses alike, as evidenced by 
the table below:

Headline consumer prices
Year-over-year, quarterly

Even as late as Q1 this year, many central banks, led by the Federal Reserve, had been firm of the view that 
a lot of the inflationary pressures evident in their economies were transitory, however the magnitude of the 
pressures, in conjunction with the flow on effects from the war in Ukraine, has resulted in a swift policy pivot 
to try and wrest control of inflation, rather than supporting growth.

As a consequence, we have witnessed considerable volatility with bond markets this quarter. As at the end 
of March 2022, investors have priced in nearly 9 interest rate hikes in the US. Despite pricing pressures 
being less severe to date in Australia, investors are pricing in a sharp number of hikes between now and  
the end of the year, including a cash rate of 3.2% by the end of 2023! At the most recent RBA meeting,  
it provided a few subtle hints it may seek to raise rates in June, no doubt waiting to assess the quarterly  
data releases on inflation (27th April) and Wages (mid-May) before deciding on appropriate action.

Number of rate hikes implied by market pricing
Predicted number of rate hikes by 31 December 2022

US yield curve over time

Inflation runningBelow trend Above trend

2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 Jan Feb

D
ev

el
op

ed
 M

ar
ke

ts U.S. 7.5% 7.9%

UK 5.5% 6.2%

Eurozone 5.1% 5.9%

Japan 0.5% 0.9%

Australia 3.0% 3.5%
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China 0.9% 0.9%

India 6.0% 6.1%

Korea 3.6% 3.7%

Taiwan 2.3% 2.7%

Indonesia 2.2% 2.1%

Malaysia 2.3% 2.2%

Thailand 3.2% 5.3%

O
th
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Brazil 10.4% 10.5%

Mexico 7.1% 7.3%

Russia 8.7% 9.2%

Turkey 48.7% 54.4%

5.7% 5.7%

Source: Bloomberg
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When you consider this significant tightening in global financial conditions, the risk of a policy mis-step 
by central banks has increased substantially – some may argue it has already occurred to date! Certainly 
Australia is at risk from some form of gravitation pull from the Fed’s policy actions, given implications for 
currency and funding rates.

Fears have risen around the risk of ‘stagflation’ in Europe, while in the US, the yield curve inverted in early 
April (10yr bond – 2yr bond yield) , a fairly reliable (but not failproof) indicator of a future recession – although 
history also indicates time is on your side for now for owners of equities. We note at the time of writing,  
the yield curve has recently ‘reverted’ to a conventional upward sloping curve given ongoing volatility.

Yield curve spread
10-year less 2-year US Treasury

Inversion date Inversion to equity peak Equity peak to recession Inversion to recession

Jan '69 4 months 8 months 12 months

Mar '73 0 9 9

Oct '78 15 0 15

Oct '80 1 8 9

Jan '89 19 1 19

Feb '00 2 12 14

Jun '06 16 3 19

Aug '19 6 0 6

Average 8 months 5 months 13 months

Whilst risks are building, we don’t believe this is all doom and gloom. Whilst loftier growth expectations  
may not be fully realised around the world, in many instances we could still see 2022 activity levels above 
or in-line with trend growth in many economies. Labour markets remain very tight in the US and Australia. 
Indeed Australia’s trade position on a terms of trade basis is close to record highs reflecting the strength  
of our commodity exports. Consumers are well capitalised in an aggregate sense as well.

With competing forces at bay, we highlight our broader array of views succinctly across different scenarios  
in the following section.
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Market and macro outlook – Scenario analysis
Via this simple scenario table, the central case outlines the core topics/themes which shape our current 
thinking with respect to the major issues at play for investors. We also outline the downside and upside 
scenarios around these views.

We have purposefully omitted applying a probability assumption for each scenario in this note, however we 
assume there is a skew to the downside as things stand today, but there are reasons to still remain optimistic.

Downside scenario Central case Upside scenario

U
kr

ai
ne

Long lasting war in Ukraine hurts 
confidence and activity, and pushes 

commodities and energy price 
higher for longer, and significantly 

disrupting supply chains.

The war in Ukraine is hitting 
confidence and pushes 

commodities and energy price 
temporarily higher.

The war in Ukraine ends quickly 
with limited further disruption of the 

energy and commodities market.

C
O

V
ID

COVID-19 Omicron resurgence/new 
strains leads to renewed mobility 

restrictions and bottlenecks.

COVID-19 becomes an endemic 
disease, with random contagion 

waves that gradually become 
increasing manageable and less 

disruptive.

Endemic recedes more quickly 
than anticipated, despite variants/

mutations appearing from time  
to time.

G
ro

w
th

Clear deceleration of activity while 
inflation remains elevated and 

uncontrolled, especially within the 
U.S and Europe. Recessionary fears 
build while stagflationary pressures 

begin to loom large over Europe. 
China's zero covid policy results in  

a big miss on GDP target.

Global activity to remain above 
trend, but below optimistic 

forecasts struck at the beginning of 
the year, with a greater deceleration 

to be witnessed in 2023. Supply 
chain and labour bottlenecks will 

remain in play for much of this year. 
Consumption to ease as cost of 

living pressures remain elevated.

>2 x trend growth rates delivered 
across much of the developed 

world, buoyed by strong consumer 
and business confience.

Strong employment markets, 
extra savings and wage rises fuel 
consumption with low pressure on 

corporate margins.

Productivity gains thanks to  
digital and energy transition  

and structural reforms.

In
fla

tio
n

Surging inflation driven by higher 
commodity prices, supply chain 
bottlenecks and rising wages. 
China's deflationary pressures 
reverse as it is forced to import 

inflation from its trading partners.

A 'whatever it takes' attitude to 
securing access to alternative or 

new energy sources within Europe 
spills over to the ROW.

Pressures become entrenched  
and self-fulfilling.

Persistent inflation pressures 
throughout 2022 before easing  

as it rolls off against higher  
bases in 2023.

Inflation to become an increasingly 
psychological and political issue for 

consumers and business.

Central banks policy settings kick 
in and see inflation return to being 

in control, driving a sustained 
uplift in consumer and business 
confiddence leading to broad 

based earnings revisions.

Po
lic

y 
im

pu
ls

e

Renewed monetary and fiscal 
accommodation to arrest slide in 

growth, flaming further inflationary 
pressures down the track.

Markets lose confidence in central 
bank policy pivots/actions, tug of 
war between fiscal and monetary 

policy makers.

Multi-paced but positively 
correlated monetary policy action 
from global Central Banks. Fed to 

move the swiftest and hardest, with 
a relatively lighter form of QT until 
the quantum of tightening financial 
conditions can be calibrated. PBoC 

on an easing bias but unlikely to 
push hard unless its 5.5% GDP 

target is under threat. RBA to begin 
a more gradual hiking process 

post confirmation of inflationary 
pressures at hand – mostly likely 
late Q2/Q3. Rates to move higher 
but not at peak levels priced in by 

markets currently.

Fiscal policy support is slowly 
withdrawn (outside of Europe)  

and/or focussed on addressing cost 
of living pressures.

Debt burdens are sustainable 
thanks to strong growth and 
a gradual shift towards fiscal 

discipline.

Central banks’ policy normalisation 
is well received by financial 

markets, with minimal impact from 
a gradual tighenting in financial 

conditions.

Higher but stable and manageable 
interest rates, due to stronger 

investment and depletion of excess 
savings.
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Key risks
We also shape a breakdown of the various risks that help sha[e our thinking above. The aim is not to be 
alarmist here – there are always an array of risks or challenges facing investors at any point in an economic 
or market cycle.

However reflecting the broad range of challenges at this point in time, we simply wish to keep you informed 
as to the range of our thoughts and views. In addition, we note that the risks are clustered in different groups, 
however there are clear linkages between the different sections. COVID-19 risks have been listed in the 
economic section, however in reality we acknowledge the impacts are far more wide-ranging.

Geo-political Economic Financial

War in Ukraine:

• Short term resolution following 
Russia military success: markets 
instability remain as investors are 
starting to price in Putin crossing 
new red lines

• Prolonged military struggle leading 
to a high intensity conflict leading 
to western military confrontation 
and potential market capitulation

Global recession driven by an oil 
and gas shock and a deteriorating 
sentiment as the war in Ukraine stalls, 
or worse escalates via the threat 
or actual usage of tactical nuclear 
weapons.

Sovereign debt crisis:

• The extended war would hurt DM 
vulnerable public finance with 
public debt as a share of GDP 
already at historically high levels

• Most countries are vulnerable 
to rating downgrades and rising 
interest rates

• De-anchoring inflation expectations 
could lead to a bond market 
dislocation and harsher monetary 
tightening

• EM weaknesses could also face 
a balance of-payments crisis and 
increased default risks

Economic crisis in Eastern Europe 
following a collapse of the Russian 
economy, elevated energy prices, 
uncontrolled inflation and a migrant 
crisis.

EU political fragmentation and 
populist vote bring a disagreement on 
how to manage the relationship with 
Russia.

Pandemic 3.0:

• After Omicron (2.0) a more 
dangerous and vaccine resistant 
variant starts a new wave

• New lockdowns or mobility 
restrictions could further 
undermine the global recovery

Corporate solvency risk increases, 
despite strong fundamentals as 
uncertainty rises and corporate 
margins are under pressure (high 
input cost, double orders lead to 
profit warnings).

The US takes a hard line with China 
in order to block any tentative to 
invade Taiwan. Risk of accidental 
confrontations in the South China Sea 
or the Taiwan Strait.

Supply chain disruptions carry on 
(China new lockdowns), and input cost 
pressures lead to corporate earnings 
recession.

USD instability and gradual loss of 
its reserve currency status lead to 
unstable currency markets.

EM political instability  
driven by:

• Chaotic virus mgt
• Higher food and energy prices, 

leading to a wave of unrest similar 
to the Arab Spring

China property market collapses, 
leading to lower growth prospects 
and flow on effects to Australia and 
ROW.

A surge in the rise of commodity 
and shipping costs causes pressure 
in short term funding markets.

Cyber-attack or data compromise, 
disrupting IT systems in security, 
energy and health services .

Monetary policy mistake:

• Central banks’ miscommunication 
in the context of a high geo-
political uncertainty

• Central banks underestimate the 
strength of supply driven inflation 
and lose control

China retaliates to Australian 
Government criticism of its position 
surrounding Russia’s invasion of 
Ukraine, blocking or restricting a 
number of our key exports to the 
country .

Minority Government formed at 
the upcoming Federal election, 
hindering an ability to implement 
meaningful policy initiatives.



7

Positioning
We continue to reinforce the message of balanced yet active portfolio construction against this medley of 
competing factors in markets.

There are still a variety of ways to help insulate your portfolio against inflation – commodities or commodity 
linked equities, infrastructure and direct property with CPI linked cashflows, quality equities with high free 
cash flow yields.

We are getting closer to the point where we may consider adding duration back into portfolios, but we are 
not there quite yet given the velocity of inflation is not fully known yet. For credit investors, we are conscious 
that tighter financial conditions may prompt some further spread widening in any higher beta/lower quality 
sectors later in the year, however any senior floating rate date that is providing adequate carry either in 
public or private markets is the place to be for the near term.

We would also caution against over concentration into specific themes/investments given the probability that 
macro uncertainty will drive episodic bouts of volatility over the year ahead, likely rotating from one theme 
and back to another, until a clear form of market leadership is established again. Excess cash balances will 
provide opportunities for nimble investors to take advantage of any price dislocations, however fleeting they 
may appear at the time. We expect further uncomfortable periods of performance ahead, interspersed with 
rallies/recoveries in particular markets.
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Disclaimer
This document has been prepared for the exclusive 
use and benefit of Pitcher Partners Investment 
Services Pty Ltd (AFSL 229887), our clients and 
our Authorised Subscribers. It must not be used 
or relied on by any other person, without our 
prior written consent. Information is sourced from 
third parties and Pitcher Partners believes it to be 
reliable at the date of publication, although we 
cannot guarantee accuracy and reliability, nor do 
we accept responsibility for errors and omissions. 
The information, including opinions, estimates 
and forecasts contained herein are as of the date 
of publication and are subject to change without 
notice. Pitcher Partners is under no obligation to 
correct any inaccuracy or update the information. 
Any financial product advice contained in this 
document is general advice only and does not take 
into account your objectives, financial situations or 
needs. If you wish to acquire a financial product, we 
recommend you seek advice from a Pitcher Partners 
Investment Services’ representative, and where 
applicable, consider the relevant offer document 
prior to making any financial decision. Before acting 
on anything contained in this document, you should 
speak to your Pitcher Partners Investment Services’ 
representative and consider the appropriateness 
of the information or general advice having regard 
to your objectives, financial situation, or needs. 
If you act on anything contained in this document 
without seeking personal advice you do so at your 
own risk. To the maximum extent permitted by 
law, neither we, nor any of our representatives, 
will be liable for any loss, damage, liability, or claim 
whatsoever suffered or incurred by you or any other 
person arising directly or indirectly out of the use or 
reliance on this information, or any changes made 
to this document without our prior written consent.
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