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➢ No case for the RBA to hike 

➢ US growth goes negative in Q1 

➢ US inflation still a problem 

__________________________________________________________________________________________

Most journalist – excluding Ross Gittins, Michael 

Pascoe and possibly a handful of others – are 

clamouring for the RBA to hike rates on Tuesday. 

Of course, it is only three weeks to the general 

election so whether or not the RBA hikes just before 

the election – as they did just before John Howard 

lost his job – has obviously political connotations. 

We’re above that! 

The Australian CPI read came in last Wednesday 

and it was another record. The headline number 

was 2.1% for the March quarter alone and that 

translated into a 5.1% for the year. 

The poor RBA struggled for six years with inflation 

lying below its 2% to 3% target range. A couple of 

numbers or so in the range and now it’s popped out 

the top. Some say the RBA is behind the curve – it 

should have raised rates last year. 

Let’s play Sliding Doors, that classic Gwyneth 

Paltrow movie. Let’s go back in time and put rates 

up last year form 0.1% to say 1.0%. If that had 

happened, Putin wouldn’t have invaded the Ukraine 

and so wheat from the Ukrainian food bowl would 

still be flowing and the price would not have 

skyrocketed. Of course, oil and gas would have 

continued to flow to Europe and so no massive 

inflation there. But hang on, how does that 

monetary policy link work? It doesn’t so we have to 

accept these supply shock price increases for what 

they are. Increasing rates last year would not have 

had any discernible impact on current inflation! 

In Q1, automotive fuel prices in Australia rose by 

11%. Not only does that knock the consumer for six 

but fuel is a big input cost in lots of industries. 

The RBA focuses on the “trimmed mean” variant of 

CPI inflation that strips out volatile items like food 

and fuel – but not all of the indirect pass-through 

effect of fuel price hikes. The headline inflation 

number dropped from 5.1% to 3.7% in the trimmed 

variant – nearly back in the range! 

It is tough for consumers to face big price hikes 

when wages are only running at just over 2% per 

year. They need to be compensated but the last 

thing they need is for their agony to be elevated 

even further by mortgage payment increases. 

Of course, the opposition always uses information 

like this to have a go at the incumbent seeking re-

election. It was fun to see that an ABC journalist 

was recently called out for possessing Liberal Party 

tendencies. How did they slip through the net that 

usually ensures they all align with the Labor Party? 

Will the RBA raises rates on Tuesday? We don’t 

care if it’s just a notch up to 0.25% or even 0.5%. 

What we don’t want is a repeat of the late 1980s 

when Keating wanted high interest rates to “cure” 

the current account deficit problem. High rates had 

the opposite effect. They in turn appreciate our 

dollar which made imports cheaper and exports 

more expensive. Keating had the opposite impact 

so he switched his tune. He’d crucified the 

Australian economy which, in turn, cured inflation. 
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If the RBA repeats its mistake, we will get a 

recession but inflation won’t be cured this time until 

the Russia-Ukraine situation is resolved. 

The US got a completely unexpected -1.4% 

(annualised) for Q1 2022 GDP growth. No, it wasn’t 

because the Fed raised rates by 0.25% points in 

March. It was due to the usual suspects and we all 

expect this blip to go away next quarter or at least 

the one after. After all, Q4, 2021 was a record 6.9% 

- the best since 1984. Markets rallied on the news. 

House price inflation is also on a charge in the US. 

The Case-Shiller house price index came in at a 

massive 19.8% just like our 2021 house price 

increases. Our house price inflation is currently 

cooling off through exhaustion. 

The Fed’s preferred core PCE inflation read comes 

out in the same data drop as the GDP data. It was a 

chunky 5.2% in this latest release The more 

standard US inflation read came in at 8.5% 

(annualised) but the relevant monthly core rate of 

that statistic only climbed a modest 0.3%. It’s 

complicated! 

So, what do we expect from the FOMC this week? 

It’s almost a certainty that it will hikes rates by 0.5% 

points – at least according to the CME Fedwatch 

tool. The question is – what will the FOMC say 

about future hikes and the balance sheet repair that 

is due to start around now? 

It's going to be an anything can happen week 

coming up but after that we can reasonably expect 

a return to modest growth in the ASX 200 and the 

S&P 500. Reporting season for Q1 on Wall Street 

has been producing extremes – particularly in big 

tech names. Our analysis of the Refinitiv survey of 

broker earnings’ forecasts points to a reasonable 

2022 as a whole. We’re not worried! 

So, what do we make of the overnight -3.6% drop 

on the S&P 500? Thankfully, we slept through the 

session. Wall Street is in an unusual Q1 reporting 

season. Some big tech names did really well. The 

majority of non-tech stocks did really well too but a 

few big tech stocks got hit hard. So, which reports 

dominate the news for each day? Amazon is being 

accused of aiding the market falls, Meta the market 

rebounds. 

Going in to the last trading day of April, it had 

looked like the market had recovered from its 

Powell-fuelled sell-off from a few days earlier. We 

think most recent volatility has been amplified by 

the expectations for the outcomes of the FOMC 

meeting on Wednesday and Thursday nights 

(AEST). With the US jobs report due out on Friday 

night, only brave people will dive in this week. More 

astute investors might wait to see what happened 

this week before they act. We should all be so much 

more knowledgeable next Saturday morning when 

we pen our next newsletter. 

 


