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Economic Snapshot

October 2022

Monthly Highlights

e Most global financial assets rebounded this month, following a sustained period of mediocre performance over
August and September.

e Global sovereign bonds posted a small gain in October following a gradual decline in real yields as the month

progressed.

e In China, the 20th Communist Party Congress has come and gone with Xi Jinping extending his grip on power for a

third term.

e The Reserve Bank of Australia (RBA) surprised markets with a less than expected 25bp rate hike. Australia was
also the first among developed market economies to slow its pace of hikes despite elevated inflation.
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Key Economic Developments

Most global financial assets roared back to life in October following two months in the doldrums. The ASX rose +5.6%.
The MSCI World Index was up +7.2%. US Equities led the way posting a solid +8.1%. Global bonds also got in on the
act, posting small gains. REITs also joined the party, bouncing back strongly following heavy losses experienced
recently. It was not all one way traffic, however. Emerging Markets (-2.5%) and Chinese equities (-7.7%) fell
backwards as did Gold (-2.2%).

Markets aside, it was a fascinating month in the world of global economics and politics. The 20th Communist Party
Congress was held in which President Xi claimed a record third, five year term as the chief of China’s Communist Party,
following his lengthy report outlining China’s achievements, ambitions, and vision for the future. For the time being, China
has plenty of work to do if current economic measures count for anything. We know, for example, that Purchasing
Managers Index (PMI) data continues to paint a bleak picture of domestic demand conditions in China and the general
health of the manufacturing industry there. Export growth continues to decelerate due to global growth concerns. China’s
real estate sector continues to struggle. Residential property sales contracted by 28.6% year on year in the first nine
months of the year. Unemployment is also ticking up marginally. But on a positive note, China’s September quarter GDP
(economic) growth data surprised to the upside. It accelerated to 3.9%, beating expectations, and reversing the
downward trend witnessed in the June quarter.

In the US, the current economic picture is also mixed. Whilst there is evidence of modest growth in spending and
production, core inflation has now increased to a 40 year high of 6.6%. To apply downward pressure on inflation, the US
Federal Reserve has been aggressively tightening monetary policy. The current cash rate is now in the range of 3.75% to
4%, its highest level in 15 years. Whilst the most recent 75bp hike in rates on 2 November was widely expected, and
initially well received, markets did a complete backflip when Federal Reserve Chair, Jerome Powell suggested that rates
must go higher and that it would be ‘very premature’ to be thinking about pausing. This prompted a heavy sell-off across
markets in early November as hopes of a pivot (cut in rates) were all but dashed.

In a surprise of a different kind, the RBA chose to break ranks with other central banks, by slowing the pace of rate hikes
this month to 25bps after four consecutive 50bp rises. According to the RBA, the decision to scale back was based on the
speed and magnitude of the recent rate hike cycle, as well as the lagged effects of monetary policy on household
confidence and on the budgets of households. Currently, inflation in Australia is 7.3%, which is the highest reading
recorded since 1990. To make matters worse, the RBA expects a further increase in inflation over the months ahead, with
inflation now forecast to peak at around 8% later this year. Inflation is then expected to decline next year due to the
ongoing resolution of global supply-side problems, recent declines in some commaodity prices, and slower growth in
demand.

The net effects of all these macroeconomic developments were clearly seen in the performance of the Aussie dollar this
month. The smaller than anticipated rate hike, coupled with reduced demand from China for iron ore is creating major
headwinds for the currency of late against both the US Dollar and against the currencies of our major trading partners.
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Major market indicators

1year
31-Oct-22 30-Sep-22 31-Aug-22 Qtr change change
Interest Rates

(at close of period)

Aus 10yr Bond 3.92% 3.74% 3.37% +50.0 +220.0

US 10 yr Bond 4.08% 3.80% 3.13% +143.5 +252.1

Currency (against the AUD)

British Pound -3.67% 1.15%

Japanese Yen 2.31% 11.17%

Equity Markets

MSCI Australia Value (AUD 1.7% 3.8%

S&P 500 (USD 8.1% -9.2% -4.1% -5.9% -14.6%

MSCI US Growth (USD 4.6% -10.4% -5.0% -11.0% -28.1%

Nikkei (YEN 0.1% -2.4%

FTSE 100 (GBP 3.0% -5.2% -1.1% -3.4% 1.7%

Euro 100 (EUR 7.3% -6.8% -4.5% -4.6% -8.6%

Commodities

Crude Oil WTI U$/BBL 8.2% -11.2% -11.2% -14.6% 3.5%

Source: Quilla, Refinitiv

Bentleys (QLD) Wealth & Financial Services Pty Ltd is a Corporate Authorised Representative (No. 1256068) of Bentleys (QLD) Advisory Pty Ltd ABN 19 057 135
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electronic and paper copy of this message. Any views expressed inthis communication are those of the individual sender, except where the sender is authorised to
state them to be the views of Bentleys (QLD) Wealth & Financial Services Pty Ltd or Bentleys (QLD) Advisory Pty Ltd. Any advice contained in this communication
has been prepared without taking into account your objectives, financial situation or needs. Before acting on any advice in this communication, Bentieys (QLD)
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As essential advisors

- we provide future thinking,
strategic direction and
practical support.

We welcome the
opportunity to discuss
how we can help you.

A member of Bentleys - a network of independent
advisory and accounting firms located throughout
Australia, New Zealand and China that trade as
Bentleys. All members of the Bentleys Network are
affiliated only and are separate legal entities and not
in partnership. Liability limited by a scheme approved
under Professional Standards Legislation. Bentleys

is a member of Allinial Global - an association of
independent accounting and consulting firms.
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