
OUTLOOK FOR FINANCIAL MARKETS as at 3/6/2022  
 
 
I have spent the past 3 days attending online investment conferences (6 to8 hours each day) and 
listening to various institutional investment specialist’s views on: 
 
• Their outlook for the Australian and Global economies; 
• Various geopolitical events and potential outcomes; 
• The pandemic and it’s impact, and 
• How these and other factors influence financial markets and various subsets or individual 

investments within these markets. 
 
There seems to be a broad consensus on some issues: 
 
• Supply chain problems caused by the pandemic, deglobalisation (bringing manufacturing 

home), the Russia/Ukraine conflict and companies increasing inventories (the Just in Time 
approach replaced by Just in Case). 
 

• These problems, when combined with lower unemployment and skill shortages and also the 
huge increase in money in circulation caused by previous Central Bank policies, has resulted 
in much higher INFLATION than we have been used to for many, many years – 8.3% in the USA, 
5.1% in Australia (including 2.1% for the March quarter). 

 
• These inflation numbers are higher than the targets Central Banks feel is ideal (around 2.5%) 

and as a consequence they have started raising interest rates and are likely to continue to 
raise them further over the next year or two.  Whilst the Australian Reserve Bank has so far only 
announced one increase to its official short-term rate in May (from 0.1% to 0.35% per annum) 
there is likely to be many more.  The yield on Australian 10 year Government Bonds has risen 
from 1.04% (August 2021) to 3.48% (3/6/2022). I think 3.48% is still too low if inflation remains at 
5% or above and the 10 year rate may well move even higher.  That said, I think there are 
probably limitations imposed on the Reserve Bank’s capacity to raise the official cash rate 
above 2% to 3% without causing too much damage to our economy because the level of 
household and Australian Government debt is very high.  Note these rates are still quite low by 
historical standards. 

 
• No one seems too confident as to where inflation and interest rates will end up, but some are 

optimistic that inflation can be brought under control and interest rate rises won’t be too 
severe.  In the meantime, we are likely to see continued increased volatility in investment 
markets. 

 
If investment prices do fall further in the short term, then that would likely present a buying 
opportunity.  For those that are already invested, the conventional wisdom says to stay invested 
and be patient because things will recover.  It is often mentioned that the worst strategy is to sell 
and try and pick the right time to buy back in, which rarely, if ever, works because people who sell 
are usually too nervous to buy back in and invariably miss the ensuing recovery. 
 
I think globally that with increasing inflation and rising interest rates, economic growth will slow 
although I think Australia may be better positioned than most other countries due to demand for 
our mining and agricultural exports. 
 
As far as the investment outlook is concerned, I still think there are some opportunities for decent 
investment returns if you are very selective in where you invest and provided you remain 
intelligently diversified.  Despite falls, some sharemarkets are still a little expensive on average, but 
as is usually the case the average is made up of stocks that are in some cases still very expensive, 
some that are fair value and some that are cheap.  Whilst short term price movements are almost 
impossible to predict, invariably if you avoid the expensive stocks you will eventually make decent 
returns. 
 


