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➢ US inflation surprises 

➢ US and Aus. 10-yr yields jump above 2% 

➢ Big four predict $A appreciation 

__________________________________________________________________________________________

Is the Fed on track to cause a recession in the US? 

Even late last year, all seemed well at the Fed but 

the wheels are falling off. 

It is a widely held view that most recessions are 

caused by central banks over-tightening monetary 

policy. It used to be a widely held view that 

monetary policy takes 18 months to two years to 

work its way through the economy – and we’ve 

seen no analysis to suggest that lag has shortened. 

All it seemingly took yesterday was one more 7% 

inflation figure to pop up and even Fed members 

(e.g. Jim Bullard – St Louis) are starting to talk 

about four rate hikes by July. The CME Fedwatch 

tool has priced in a very good chance of eight or 

more hikes in 2022. 

This week’s US CPI read of 7.5% is the highest 

since 1982 – but we’ve had a number of similar 

reads in a very short space. That shouldn’t have 

been a surprise. Most analysts place supply-chain 

disruptions at the heart of the inflation problem – 

and we know rate hikes will do nothing to help bring 

down inflation from that source. 

So, if the Fed starts hiking at the speed the market 

is calling for, the 18-month lag means we wouldn’t 

expect to see any response until the end of 2023. 

So, what will the Fed do during that time? If it keeps 

hiking ‘just in case’, they could be in big trouble. 

10-year government bond yields jumped above 2% 

in the US and Australia following the 7.5% inflation 

read. At least ‘our Phil’ at the helm of the RBA is in 

no rush to hike – or so he told parliament this week. 

Mind you, what would it take for Phil to break into a 

sweat? Has anybody ever seen him heading in that 

direction? 

So what is puzzling us is the big four banks in 

Australia are each predicting the $A against the 

$US to rise to close to $US0.80 by the end of the 

year. Well, if our rates don’t rise but the Fed gets 

stuck in what will cause that $A appreciation? 

Commodity prices and China seem stronger now 

than they did a month or two ago. That might help! 

We are positioned to withstand an $A appreciation 

– not because we are expecting one – but because 

we don’t want to lose our largely unhedged 

investment gains if it happens. Hedging is about risk 

management unless you are a currency speculator. 

Even after yesterday’s sell-off on the ASX 200, our 

market responded quite well to the post Jan Fed 

meeting deliberations – but what will follow? 

Chart: ASX 200 and forecasts 

6,500

7,000

7,500

8,000

8,500

Jan Apr Jul Oct Jan

ASX 200 Panel Low Consensus Panel High  

http://www.woodhall.com.au/


Woodhall’s Weekly 

2 
 

Note that the two parallel dotted lines in the Chart 

are our predicted high and low for the year (made 

on Jan 1st) – but at some unspecified time. That 

was a nice bounce off the bottom for the ASX 200 

(when we bought). 

In ‘confession season’ that precedes the February 

and August reporting seasons on the ASX 200, we 

didn’t get much help from analysts’ revisions of 

earnings expectations. We had a nice little climb in 

our forecast 12-month capital gains for the first 

couple of weeks of 2022 – but we have since given 

back all of those gains as companies started to 

report. But we think we’re still in the running for a 

slightly above average 2022 on the ASX 200. 

Now that the inflation-rate-hike-gabfest spiral is 

getting under way, we have to consider pulling back 

on some of our gearing (our GEAR and GGUS 

positions) but we think we have until the May Fed 

meeting before we might need to act. Time to think 

before we act! Our latest January purchases of 

GEAR and GGUS are still very much in the money. 

We also have to consider how strong Powell will be 

in marshalling his forces at the FOMC. He certainly 

has at least three regional presidents on his side. 

We think he’s in control after having had a few little 

wobbles at the beginning of his term four years ago.  

Of course, ‘cool-hand-Phil’ isn’t going to rush so our 

two bob is on no Fed-induced recession anytime 

soon, even if the market is egging them on to act 

recklessly. We think supply-chain problems will start 

to work themselves out before this year’s end and 

some analysts will (incorrectly) put that fall in 

inflation down to the Fed’s swift action – albeit only 

from two or three hikes. Who cares what it takes to 

quieten down these analysts? 

Our Labour Force Survey results are out this 

coming Thursday for January. Will they be Omicron 

challenged? We won’t get excited either way. The 

main game will be watching US 10-year yields. As 

they wobble, so will equity markets but up and down 

and not in one direction until the March FOMC 

 

 


