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Global stocks were mixed, while bonds fell for a third consecutive quarter to 30 September. Dominating headlines was inflation news, central bank action to rein it in, a rising US dollar and worries about economic growth.
Sentiment shifted during the quarter. A nascent recovery in risk appetites from July to mid-August gave way to renewed selling in September when US consumer price data dented prior expectations that inflation was turning lower.
Developed markets ended the quarter positive for unhedged Australian and New Zealand investors, but emerging markets suffered a fifth straight quarterly decline.
Most of the media’s attention was on inflation and central banks’ response. After hitting a 41-year high above 9%, US inflation had retreated to 8.3% by August, but remained above forecasts. UK inflation topped 10%, while Australian and NZ headline inflation rates were above 6% and 7% respectively in the year to June.
Central bankers, meeting in August, pledged forceful action to combat inflation, though emphasised that, like the rest of the markets, they were data-dependent.
The US Federal Reserve led the way in tightening monetary policy, with three successive 75bps rate rises during the quarter. The European Central Bank upped rates by 125bps in two meetings, the Bank of England by 100bps.
The Reserve Bank of Australia raised its cash rate in three moves of 50bps in the September quarter, though stepped down to 25bps at the start of Q4. The Reserve Bank of NZ maintained a pace of 50bps hikes in July, August and October. 
After downgrading its forecasts for global economic growth in July, the International Monetary Fund cited downside risks to its outlook from tighter financial conditions, the strengthening US dollar, higher inflation and geopolitical uncertainties arising from the ongoing conflict in Ukraine.
The combination of the higher US currency, global growth concerns and China’s ongoing slowdown were the backdrop for a retreat in commodity prices in the quarter, with crude oil falling from around $US120 to $80 a barrel.
The broad-based rise in the USD also sparked intervention by the Bank of Japan in September to support the Japanese Yen for the first time in 24 years. A week later, the Bank of England intervened to support Gilts after the UK Government proposed unfunded tax cuts, triggering heavy bond selling. 
The global bond market, as measured by the Bloomberg Global Aggregate Bond Index, posted its third consecutive losing quarter with both term and credit premiums negative for the period. US Treasury 10-year yields reached a 12-year high above 4% in late September.
The strength in the USD and resulting weakness in both the AUD and NZD cushioned offshore equity losses for unhedged investors in Australia and NZ.
While September was a negative month for equities overall, both the Australian and NZ markets still ended in positive territory for the quarter. In Australia, energy was the standout sector, while real estate and utilities were the worst performers. Air NZ and A2 Milk were two of the standout stocks in NZ.
There was no consistent pattern in the premiums. Value was positive in Australia and emerging markets, but negative in other developed markets. Small caps were negative in Australia and mixed elsewhere.
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