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Markets reach new highs 

US economy very strong 

Australian economy strong 

Monetary and fiscal policy in US underpins markets 

__________________________________________________________________________________________

The Big Picture 

There is little doubt that the US economy is doing 

much better than previously thought but the US 

Federal Reserve (the “Fed”) is not inclined to slow it 

down. It is important that the Fed is gentle with its 

policy communications. The markets like what they 

are hearing and they are showing that with very 

large gains on Wall Street and the ASX 200. 

At the start of April, Biden announced his $US 2 trn 

infrastructure package that would further stimulate 

the economy. He also announced an increase in the 

corporate tax rate from 21% to 28% after Trump cut 

it from 35% to 21% four years ago. A month later, 

Biden is still struggling to work the bill through 

Congress. Most want the ‘hard’ infrastructure 

investment such as roads and bridges but some 

argue there is too much ‘other’ expenditure in the 

bill. 

Of course, there is kick back against the corporate 

tax rate hike. US Treasury Secretary Yellen has 

called for a global floor for corporate tax rates. 

Trump attracted a lot of business back to the US 

from lower tax rate locations and Biden-Yellen are 

worried about reversing that flow with a tax hike. 

Given that the EU cannot co-ordinate its member-

countries’ fiscal policies we see little chance of the 

US orchestrating global minimum tax rates. The 

solution seems to be a more modest tax rate hike 

and a commensurate cut in recommended 

expenditures. 

Biden gave a speech to a joint sitting of Congress 

marking his first 100 days in office. He rightly 

claimed success in vaccinating the population to 

date. 220 million have been vaccinated against his 

previously-thought ambitious target of 100 million 

made in January. 

Biden also launched another multi-trillion-dollar 

expenditure package for families on paid leave, 

childcare and the usual social payments. To pay for 

this package, he is proposing to increase the capital 

gains tax (CGT) rate from 20% to 39.6% for those 

earning more than one million dollars per year. This 

tax hike too is likely to meet a lot of resistance. And 

as one guest on CNBC noted, ‘there are a lot of 

millionaires on both sides of the aisle in Congress.” 

On hard data, US economic growth for the first 

quarter came in at 6.4% compared to an expect 

6.1% (annualised growth rates). Retail sales were 

up 9.8% against an expected 6.2% and 916,000 

new jobs were created against an expected 

675,000. The unemployment rate is down to 6.0%. 

 



Woodhall’s Wrap  

2 
 

House prices were up 12% on the year which is the 

best result in 15 years. 

These data were strong enough to make long bond 

yields react at first in fear of rate hikes but they 

have since settled down again. As Fed chairman 

Powell noted, there are still 8.4 million jobs that 

were lost at the start of the pandemic which are to 

be re-filled. There is a lot of slack to catch up but 

the pace of growth is very much welcome.  

Companies, too, have been playing their part. 

Quarter one US reporting season is well under way 

and many of the results have been nothing short of 

spectacular. Big banks, IBM, Amazon and 

Facebook amongst many others massively beat 

earnings expectations. Importantly, revising these 

past earnings estimates upwards has reduced the 

seemingly over-pricing (in P/E ratios) that some 

thought were looking a bit much. It’s not surprising 

that Wall Street reached several new highs 

throughout April! 

At home, it appears that consumers and businesses 

are unusually happy. The Westpac consumer 

sentiment index was the best since April 2010 and 

the NAB business confidence index was the highest 

ever. Our unemployment rate fell to 5.6% which is 

not that much above the pre-Covid rate of 5.2%. 

70,700 new jobs were created but they were nearly 

all part-time. 

Our CPI inflation rate came in at 1.1% for the year 

against an expected 1.4% and the Reserve Bank 

(RBA) target range of 2% to 3%. There is no 

appetite at the RBA to hike rates any time soon. 

China data were a bit more mixed in the latest 

postings. Economic growth was a spectacular 

18.3% but 19% had been expected because of the 

shut-down a year ago. Retail sales growth was a 

proper beat at 34.2% compared to an expected 

28%. Industrial production was a slight miss. 

The UK is recovering from a blip down in January’s 

exports owing to the initial impact of Brexit. 

February’s exports were strong enough to just 

about wipe out the January loss. On the other hand, 

Europe is really struggling largely because of the 

pandemic effect. Europe just entered a double dip 

recession. 

The UK took a firm approach to tackling covid after 

an initial failure by imposing strict lock-downs and a 

massive vaccination program. Serious disease and 

death rate plummeted as result of the government 

action. People are now allowed to go to pubs and 

cafes, etc providing they drink outside! Boris 

Johnson still expects to open the economy by mid-

June. We have not yet heard of any adverse effects 

of having relaxed the lock-down policy. 

Our vaccination policy is still in a state of flux – to 

put it mildly. Our infection rates are very low by 

international standards but our vaccination rate is 

also very low. With vaccination hubs now policy, it is 

possible that our vaccination rate will start to climb. 

Sadly, some countries are really suffering from 

covid – particularly India where infection rates went 

above 300,000 new cases a day. At the other 

extreme, just about every adult in Israel is now fully 

vaccinated. 

Naturally, we still think our and the US economies 

and markets may experience some bumps along 

the way but the overall direction is still up. Our 

January 1 forecasts for the ASX 200 and the S&P 

500 are still very much on track. US monetary and 

fiscal policy underpins stock market activity. 

 

Asset Classes 

Australian Equities 

On the back of very strong commodity prices in 

April, the materials sector of the ASX 200 had a 

particularly strong month (+6.8%) – as did the IT 

sector (+9.7%). Indeed, most sectors except for 

some of the defensive ones (staples, telcos and 

utilities) did well. 

The broader index grew by 3.5% in April which was 

roughly in line with major overseas benchmarks. 

For the year-to-date, the index was up 6.7%. We do 

not see the index as being particularly overly-priced 

in the short to medium term. 

Foreign Equities 

The S&P 500 reached fresh all-time highs again at 

the end of April. This index had a very strong month 

(+5.2%) along with the London FTSE (+3.8%) and 

Emerging Markets (+2.5%).  

There is little doubt that accommodative monetary 

policy and the fiscal stimulus is working to support 

equities. Since we do not see any change in policy 

this year the major ‘known risks’ to equities are 

impositions of lock-downs to combat covid. 

Bonds and Interest Rates 

The US 10-yr bond yield surge in February, March 

and early April has abated. From a high of close to 

1.75%, the yield fell to 1.5% and has been tracking 

from 1.5% to 1.65% since. The Fed, after its April 
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meeting, reiterated its lower for longer policy and 

that it will give plenty of warning about any changes. 

The important difference between the new and old 

Fed policy is that they are now going to react only to 

actual changes in inflation rather than expectations. 

The latest inflation read was above 2% and the next 

one is also expected to be. However, Powell 

believes these two numbers will mark temporary 

highs due to price fluctuations at the beginning of 

the pandemic. These words soothed markets. 

The RBA is facing low inflation and it shows no 

intention of changing policy any time soon. Rates 

are lower for longer here too. 

Other Assets 

Prices of the major commodities (copper, iron ore 

and oil) had risen strongly in April. Iron ore prices at 

$US 188 / tonne seem to be defying gravity – up by 

17.5% in the year-to-date. Copper prices are up 

27.6% over the same period. Oil prices are up 

about 33% year-to-date. 

The Australian dollar against the greenback gained 

2.3% over the month to nearly $US 0.78 in April but 

only 1.0% for the year-to-date. 

 

Regional Analysis 

Australia 

The unemployment rate fell again for March (the 

latest data) to 5.6% with 70,700 new jobs having 

been created. Since more people are now 

employed than before the pandemic, this is a real 

gain. The Westpac and NAB indicators report a 

country of people confident in business and 

consumption more so that at any time in more than 

ten years. 

The future will depend heavily on how we react to 

outbreaks of covid infections and the speed at 

which we re-open our economy. The original plan 

for vaccinations is in disarray and the government is 

being cagey about how much vaccine of each type 

is actually available at this point. 

Providing we don’t open up the borders, our rate of 

infection can easily be contained with selective 

small lock-downs even without any more 

vaccinations. However, if we open our borders too 

quickly, we will have a problem. 

The public seems to have lost trust in the 

vaccination policy owing to the switching of which 

people and age groups should take each vaccine. 

The original reports on the AstraZeneca (AZ) 

vaccine revealed only modest rates of efficacy. 

Indeed, it was also reported in April that the CEO of 

AZ had spent all of his time in Australia since before 

Christmas until April visiting his family – not a good 

look when your company based in Oxford and it is 

facing difficulties in communication. 

Since AZ was widely used in the UK, their infection 

rates – now that the economy is opening up – will 

give us some real-time efficacy data. 

China  

The manufacturing and services PMI’s came in 

strongly at the end of April: 51.1 for manufacturing 

and 54.9 for services suggesting expectations for 

both sectors are improving. 

Because it is about a year since the big lock down 

in China, data are contaminated by base effects. 

The annualised growth figure was 18.3% but that 

only translated to 0.6% for the quarter – a little bit 

weak for China! 

Relations between China and Australia show no 

signs of healing. Australia is paying the price for 

having taken a stand against China on a number of 

important issues. 

The US shows no signs of repealing the Trump 

tariffs on China exports to the US. Meanwhile, 

military tensions remain in the South China Sea. 

US 

Biden seems to be changing his stance from being 

a moderate in the run-up to the November election 

to a ‘progressive’ now. He has been trying to get 

trillions of dollars of funding for everything from 

stimulus cheques to infrastructure to childcare.  

He claims to be only targeting tax increases on 

companies and people earning over $400,000 per 

year. That’s a lot of weight on the shoulders of the 

rich and they won’t like it. 

Biden seems to be getting closer to making bigger 

moves than either Trump or Obama. Perhaps these 

changes are what is needed but if he moves too 

quickly, he could upset some of his support base. 

Economic data suggest the economy is charging 

along but it hasn’t yet caught up with the pre-covid 

data. Although 220 million have received at least 

one injection he is now starting to come up against 

anti-vaxxers and the sceptics. The economy is not 

yet across the line but it is heading in the right 

direction.  
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Europe 

Europe is struggling under the weight of covid and 

its economic data do not look good. Indeed, it 

entered the second dip of a double dip recession at 

the very end of April. The UK, on the other hand, 

seems to be breaking away from Europe with 

determination. The new covid plan seems to be 

working and some of the data are bouncing back. 

Rest of the World 

India is facing a tragic set of circumstances with a 

lack of supplies, beds and over 300,000 new covid 

infections a day. Other countries, such as Brazil and 

Chile, are also experiencing a lot of problems but 

the scale is so much bigger in India. 

Japan is still trying to go ahead with the Olympics 

against support from the medical community. It is 

hard to see the events going ahead without covid 

outbreaks. There are plenty of fully vaccinated 

people around the world – including a Brisbane 

hospital worker – who still get infected. It will be a 

long time before the world returns to normal. 
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