
Page 1 of 5 www.implementedportfolios.com.au

Monthly Economic & Investment
Market Commentary

April 2022

The day has arrived when the Reserve Bank of Australia made their first move to lift interest rates in more 
than a decade. We can now know with certainty what the start of this rate hike cycle looks like, but any 
honest assessment of the pace and extent of the hikes must acknowledge a wide array of potential 
outcomes. In recent interactions with our advisers and investors we have been speaking about the known-
unknowns, as well as showing some humility in accepting that there are certainly also several unknown-
unknowns that will have some impact on the path of monetary policy in the months and years ahead.

In making their move to shift rates higher to the surprising level of 0.35%, the RBA noted that it reflected 
“a judgement by the Board that it is now time to begin withdrawing some of the extraordinary monetary 
support that was put in place to help the Australian economy during the pandemic. Two considerations 
are particularly relevant here. The first is that the economy has been very resilient, unemployment is low 
and economic growth is expected to be strong this year. The second is that inflation has picked up more 
quickly, and to a higher level, than was expected and there is evidence that labour costs are increasing 
more quickly.”1

Current forecasts for GDP for 2022 predict that the economy will expand by 4.4%, which follows a strong 
result for 2021 of 4.8% expansion. Importantly, this growth is expected to coincide with the unemployment 
rate dropping below 4% in the near future. That last point above about wages is especially noteworthy 
though, in that the bank did not wait for the official wages data to be released in mid-May before agreeing 
to this initial rate increase. Many observers thought the bank would prefer to wait for that data, however 
given the RBA’s extensive ongoing liaison program with the business sector, they were clearly satisfied 
the Wage Price Index would soon reflect the tighter labour market. 

The median forecast for the Cash Rate from a range of private sector economists is that it will reach 1.75% 
by the end of 2023, though around that level the forecasts vary from a low of 1.25% up to 2.5%. Looking 
a bit beyond that time frame and the median settles just a little higher at 2%, which aligns with the current 
long-term views of the Asset Allocation and Investment Committee.

As we discussed in the most recent commentary, these numbers do represent a needed normalisation 
away from emergency era policy settings. Whilst there will always be debates about timing, and whether 
or not banks have been too slow to raise rates, what is most important is the level at which the Cash Rate 
settles, and how this compares to the so-called neutral rate of interest. This concept of neutral rates is 
the subject of endless debate, as it is unknowable in real-time. There is no formula to calculate it 
accurately, yet it remains a critically important but essentially subjective assessment. Only in hindsight 
can we make a determination of whether interest rates were too high or too low relative to that neutral. 
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An editorial from the Financial Times2 recently observed, “This is a time of incredible complexity: each 
week has thrown up a new shock or revealed that the problems we saw coming were bigger than we 
thought.” They went on to note that “markets whiplashed back and forth … as participants tried to work 
out how to weigh the swirl of information.” Fed Chair Jay Powell said, “It is a very difficult environment to 
try and give forward guidance 60, 90 days in advance.” The editorial board at the FT agreed, saying “He 
is right: 90 days ago, the world was still just anxiously eyeing up a Russian build-up on Ukraine’s borders 
and Shanghai was yet to discover the ill-fated local coronavirus outbreak.” 

This also offers a great example of why we don’t make decisions in your portfolio on such a short-term 
basis. The committee remains absolutely of the view that a disciplined, transparent approach to portfolio 
management that relies on long-term forecasts is the responsible approach. In the short-term, portfolio 
positions are unfortunately not immune to market whiplash, but such volatile times do provide 
opportunities. We believe that a patient, steady approach will lead to favourable future outcomes.

Australian Government Bonds

There continues to be elements of the financial markets that are in our view just far too excitable, not 
least the Cash Rate Futures market which currently predicts nearly 11 more hikes from the RBA by the 
end of 2022. Were that to eventuate the Cash Rate would be slightly over 3%. We are not often so 
unequivocal, but can say with conviction that we just do not see this outcome coming to be.

We also discussed with the chart included last month how this move had corresponded with recent sharp 
increases in the yield of 10 Year Australian Government Bonds, and in early May that trend has continued. 
At time of writing the yield on these bonds had pushed upward through 3.5%, and that has meant a 
similar but opposite move in the price of AGVT, the fund in your portfolio that owns these bonds. You will 
be aware hopefully from updates in the weekly commentaries that we have been regularly buying exposure 
here, at higher yields and lower prices. We will continue this course of action for so long as this opportunity 
persists, and have plenty more capacity to be able to continue doing so. 

As stated above, we are not in the business of making short-term forecasts, but will react to short-term 
opportunities that often tend to present themselves in such disrupted markets. 

To finish, and to provide all of us with at least some temporary respite from discussing inflation and 
interest rates, we return in part to our previous structure for this commentary.  Over coming months we 
will again provide some additional context to the parts of your portfolio other than defensive investments. 

Japan

This is the largest single country exposure within the International Equities asset class, and underlying 
performance of the companies that comprise Japan’s main equity index has been solid for the last five 
years. For context, over the five calendar years from 2016 to 2021, the average annual return from 
Japanese Equities was 7.8%, and was effectively the same in either ¥ or A$, with the latter just slightly 
better at 8.0%. It is also worth noting that in December of 2015, the long-term forecast we had that 
supported our decision to hold a significant weight in Japan was for average annual returns of 7.7%. 

Like most markets though, there have been challenges for Japan in the early months of 2022. These have 
been both in terms of the underlying economic conditions that drive the returns from equities over time, 
but also from our perspective as a result of short-term movements in the ¥:A$ exchange rate. In contrast 
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to other central banks that have already begun the path to normalise their interest rates, the Bank of 
Japan is keeping rates very low and continuing to use some of the extraordinary monetary policy tools to 
maintain a very accommodative policy stance. 

The difference between interest rates in Australia and Japan, and importantly, the likely divergence 
between the policy of the Bank of Japan and the Reserve Bank of Australia in the months ahead, has 
contributed to a much weaker Yen relative to the Australian Dollar. Also adding to A$ strength at the 
moment has been the broader global context of the war in Ukraine, and the disruptions to key commodity 
markets that has pushed their prices higher and led to increased demand for Australian dollars. 

This currency impact has been quite substantial, with the A$ appreciating against the ¥ by more than 20% 
from early December to the recent peak in mid-April. That move of 20% corresponds directly to a negative 
impact on short-term performance for the portfolio investment in Japanese Equities. Whilst we can’t predict 
precisely when this trend will change, we do expect that this will unwind in due course. As we have 
mentioned regularly in the weekly commentaries, when it does the weaker A$ will provide a corresponding 
positive contribution to performance.

Affirming that view, analysts at Bloomberg recently wrote about “a downward feedback loop on the 
currency that’s more dramatic than in past cycles,”2 but went on to note that the weak Yen eventually 
becomes self-correcting. “[T]he positive impact on Japanese exports from a softer currency will start to 
materialise in coming quarters, especially given the persistence of supply-chain problems elsewhere. 
Easing border restrictions will also help repair the current account as foreign visitors buy Yen to spend 
during their stays. All these factors suggest the currency’s present weakness is likely to reverse soon.”2

Valuations on Japanese Equities are cheap relative to global peers, and indications are that activity in 
Japan is returning to pre-pandemic levels. With the additional support to your portfolio return from a 
normalisation in the exchange rate, we remain comfortable persisting with a meaningful exposure to Japan 
within International Equities. As outlined in the Asset Class Tipping Points tables on the last page of this 
note, our current forecast is that long-term returns will average to be around 8.5% pa. 

Kind regards, 

Asset Allocation and Investment Committee
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NOTE: It is important to note that each portfolio is managed to its own mandate, which can mean that activity mentioned above is not reflected 
in your own portfolio. This may be because it is more beneficial to your portfolios after tax performance to complete the trading at a different 
time or may be due to individual customisation that you have requested. This flexibility is an integral part of the investment process. If you would 
like to discuss the tailoring of your portfolio please contact your Adviser.

DISCLAIMER: The information in this commentary has not been verified by Implemented Portfolios but is believed to have come from reliable 
sources as noted in the acknowledgements. No Liability is accepted by Implemented Portfolios, its Directors, officers, employees or contractors 
for any inaccurate or incorrect information. The information is a broad commentary and there is no intention that a client should act on the 
information without seeking professional assistance from their own advisers (legal, tax, accounting, financial Planning) for suitability in respect of 
their unique circumstances. To view our TMDs, visit - implementedportfolios.com.au/TMD
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