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➢ Market volatility high 

➢ FOMC on point 

➢ US GDP and Aussie inflation smashing 

__________________________________________________________________________________________

Shall we kick off with the good news or the bad? If 

we start with the good, the bad might get lost in the 

midst of a smashing week! 

The bad news is that the markets were quite volatile 

with major intra-day swings. Our market was also 

down on the week. Now to the good news. 

We saw no reason why the markets should have 

been so unhappy. The major events of the week 

were the FOMC meeting, press release, and 

Powell’s press conference. We watched live (again) 

on Thursday morning so we got a good feel of how 

the markets, presenters and guests were 

interpreting the situation as the news unfolded. 

The US market was well up on that day even just 

after the meeting but then it fell away sharply. We 

saw nothing unexpected in the press release (and 

nor did seemingly CNBC) so why the fall? Perhaps 

Jerome Powell’s tie was a little too snazzy for 

conservative investors? 

We’re to get the first US rate-hike in the March 

meeting; QE will finish in March; there will be three 

or four hikes this year; the Fed will start to manage 

the $9 trillion dollar debt by a slow and steady ‘run 

off’ as bonds mature. Perfect! Three cheers for 

Jerome? If anybody didn’t expect all of that, he or 

she isn’t a finance professional. Perhaps Reddit folk 

were bored after GameStock and AMC shares are 

now out of the spotlight. Who knows? Who cares? 

And what was the context for this dramatic week? 

At home we got a ‘trimmed mean’, the RBA’s 

preferred measure, CPI inflation read of 2.6% which 

is right in the middle of the 2% to 3% RBA target 

band. That didn’t stop Clancy Yeats of the Sydney 

Morning Herald reporting “Inflation is surging”. 

There’s no hope for some – but, three cheers 

Governor Phil! The Bank has struggled for years to 

even get inflation in the range let alone a bull’s eye. 

Across the Pacific, US Q4 GDP growth came in at 

6.9% for the year. Sara Eisen, the respected CNBC 

anchor, called it a ‘blowout number’; only 5.5% had 

been expected. 

It is true that inventory changes played a part in 

such a large print; Omicron had barely got started in 

Q4; but consumer spending was up well over 3%. 

We all know that inflation is going to be a bit higher 

for longer because of supply chain issues. There is 

some welcome wage inflation both here and in the 

US. Overnight the Fed’s preferred inflation measure 

– core PCE – was up 4.9% and the highest since 

1983. Don’t worry – that will subside. 

So, what did we do? Regular readers may recall 

that last week we reported the S&P 500 and the 

ASX 200 to be under-priced and close to our 

forecast lows for the year. Earnings forecasts had 

been improving in both markets (and improved 

again over this last week) but we said we would 

hold off buying until at least Thursday – because of 

the FOMC. 

We pondered for a few hours on Thursday morning 

and then bought geared ETFs – GEAR (ASX 200) 

and GGUS (hedged S&P 500) but only about half of 
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what we had been thinking because of the 

additional volatility. 

It turns out that we would have been better to wait 

until later in the day for a better price – but that’s life 

– we had meetings to attend. That night, the S&P 

500 was on a charge – really strong again – and 

then it fell into negative territory but twice put its 

nose back in positive territory for short periods. 

The SPI futures were up over 1.5% up for 

yesterday’s open but we readied ourselves to place 

the remainder of our planned trade – should 

circumstances warrant it. 

Yesterday morning was a bit mixed on the ASX 200 

but we bought the rest of our planned GEAR and 

GGUS. We had our regular lunch at Neptune’s 

Palace and afterwards found the market was up a 

stunning 150 points on the day. Very nice – but 

where were the patrons? In November it was 

packed to the rafters but yesterday there were far 

more empty tables than occupied. Apparently, a 

self-imposed lockdown for Omicron? We are now 

boosted so we are trying to claw our lives back. 

Wall Street started all over the place last night but 

then tracked at a steady +1% gain for a while. Then 

there was a brief dip at 6am followed by a charge to 

the close to finish up 105 points! Our SPI futures 

are down for Monday’s open but that seems to be a 

long way away. We will reflect on having got set this 

week with it all to play for next week and beyond. 

But, that’s not the full story! There’s more! We 

actually did a few biggish trades on the Tuesday but 

with no appreciable change to our net cash position. 

These trades were to change our hedging ratios 

(against adverse currency movements). 

At home, there has been increasing support for 

RBA hikes this year. That could lead to an 

appreciation of the $A against the $US and that 

would hurt our overseas unhedged ETF returns. Of 

course, with the Fed on a hiking strategy, our dollar 

could go the other way. Fully-hedged overseas 

investments are more or less immune from currency 

movements in either direction. 

Our super fund is relatively conservative for obvious 

reasons. Ignoring our domestic investments and 

cash (which are, by definition, immune from 

currency movements) we were hedged to 77% and 

we lifted that to 82%. There’s still some wiggle room 

to gain from a depreciation of our dollar – if it 

happens – and we’ll consider bumping the ratio up 

even more before the expected first RBA hike in 

August. 

Our much smaller ‘outside SMSF’ fund started at a 

zero balance a few years ago and it was built up by 

gearing against a home equity loan. We reported 

that in detail in past issues of the Weekly available 

on our website. 

We became free of margin lending when the 

provider ceased to offer the service. (Boo, Hiss) It is 

still an aggressive fund with only 19% of the 

international exposure currency hedged just before 

the latest rebalance. The hedge ratio had been 

higher but it was diluted as the unhedged part out-

performed the hedged. We lifted the hedge ratio 

from 19% to 38%. 

Of course, there are CGT implications from these 

hedging rebalances as all ETFs were in the black. 

While we don’t enjoy paying tax, and taxes erode 

the capital base, prudent investors take it on the 

chin when it’s called for. 

We did these trades before the Thursday trades 

that put more cash in the market because it’s so 

easy to get confused doing lots of things on the 

same day. We split up the two sets of trades for 

convenience and risk – mistakes can be expensive. 

The RBA meets on Tuesday and we do not expect 

any rate hike but Phil Lowe might set the scene for 

hikes this year which could spook the market. The 

US nonfarm payrolls data are due out on Friday and 

may be Omicron-affected. They could go either way 

compared to expectations. 

So how did the hedging changes go? Well, our 

dollar fell a bit so we are slightly worse off than we 

would have been without the changes. Importantly, 

a change in risk such as that cannot meaningfully 

be looked after the event. Risk is a forward looking 

metric and we did what would make us feel 

comfortable. No regrets! We still get all of the gains 

(if any) on the S&P 500. We just miss out on any 

currency depreciations on the hedged part. 

 

 


