


Agenda: Bonds, Contrarian Bonds

● Movements in bond yields

● Global tightening, fiscal and monetary

● European economy, war and energy shock

● Chinese economy, property bust and COVID shock

● US economy, inflation and interest rate shock

● Spanish Flu analogy

● Implications for markets



Movements in Bonds



Australian Inflation Expectations



Australian $500bn fixed-rate mortgage reset



Australia vs US Spreads: Back to trading above



Australia vs US Steepness: Diverging



Global Risk Return



Global Real Rates



Volatility High



Sentiment Extreme



Financial Conditions

● Global financial conditions already choking

● $3tr in fiscal retrenchment

● Uber-hawkish Fed to hike by 50bps repeatedly



Commodity Prices



The Spanish Flu analogy



The Spanish Flu analogy

WW1 and Spanish flu 
pandemic disrupted 
heavily globalised supply 
chains

Inflation surged

Fed hiked rates into 
supply side shock

Depression of 1920-21 
followed



Is it time for a contrarian bond investment?



Agenda: Implications for markets

● Inverted yield curve signalling recession

● Stocks very expensive given declining earnings prospects

● Inflation has lowered level of Fed “put” and needs a commodities bust

● DXY bull market to make it worse. AUD to keep falling

● Further capitulation of stocks

● Australian long-end to roll as RBA and Fed hike 
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