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INFLATION WHICH for so
long was not a huge concern for
investors has made a resound-
ing come back making headlines
everywhere.

Data from the Central Bank in-
dicates that inflation in Austral-
ia went up by 3.5% last year, it
was the fastestannual increase in
pricesinyears. While that sounds
ominous, it is important to un-
derstand the underlying reason
for this price rise.

High cost of fuel

The quarterly average price of
unleaded 91 octane petrol was
close to 165 cents in the December
2021 quarter, an increase of 6.6%
from the previous year.

This is the highest it has been
since the 2013 September quarter.
The record-high prices for fuel re-
sulted in higher transport and
freight costs.

Thehigher fuel impacts the indi-
viduals and households directly as
increased outlay for fuel. Thisalso
permeatesthrough all other goods.

Building and
Construction costs

The prices of building materi-
als significantly increased result-
ing in higher costs of new houses
and renovation costs. The cost of
new homes has jumped up 4.2%.

The current inflation has al-
ready exceeded the Reserve Bank
of Australia target two years
down theline.

This is the reason why the in-
creasing consensus is that the
RBA will increase the interest
rate following its next meeting.

However, most of the inflation
isimported - fuel and the delayed
building supplies interacting
with the higher demand.

So, it remains to be seen what
the RBA decides to do.

While it is good to understand
what is happening with inflation
and the impact on interest rates,

the reality is that there is not
much that we can do to impact
the outcome.

However, as investors where
do the concerns around inflation
leave you.

What should you
be thinking of?

Inflation is an important but
often overlooked element of in-
vesting. Most often the reason for
saving today isto provide for being
able to spend in the future. Keep-
ing pacewith inflation s critical to
maintaining purchasing power.

As an investor, you may query
ifinflation impacts stock returns.

Alook at the US market return
from 1991 to 2021 shows there is
no reliable correlation between
periods of high or low inflation
and US stock returns.

During the period under consid-
eration, the inflation-adjusted av-
erage annualised return was 8.5%.
What this does show is that stocks
tend to outpace inflation over the
long term —and this s critical for in-
vestors who are concerned that to-
day’srising prices will make it hard-
ertoreachtheir financial goals.

Does the rise in prices signal
the coming wave of broad and
persistent inflation or just a tem-
porary recovery in prices espe-
cially given the economic down-
turn following the pandemic? No
one can say that for certain.

But future inflation along with
many other factors such as in-
creasing profits, war, natural dis-
asters, etc. are all things consid-
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ered by the market to arrive at
market prices.

As economist Frank Knight ob-
served, “willingness to bear uncer-
tainty is the key reason investors
have the opportunity to profit.”

Given the diverse factors and
dynamics influencing market
movements, it is virtually impos-
sible for every factor & outcometo
have been taken into account, but
the key variables & risk factors
that can have a significantimpact
onyou (including inflation for in-
stance) should be considered at
the portfolio design stage.

Thereafter, making changes
to your portfolio in response to
news headlines is not warranted.
One of the best countermeasures
for inflation is to ensure you have
the appropriate level of growth
assets in your portfolio.

And when all this discussion
around inflation concerns you,
remind yourself that your ration-
ally constructed portfolio will al-
low you to stay ahead by simply
remaining invested as this will
help outpace inflation over the
long term.

Note: This material is provided for GENERAL INFOR-
MATION ONLY. No account has been taken of the
objectives, financial situation or needs of any par-
ticular person or entity. Accordingly, to the extent
that this material may constitute general financial
product advice, investors should, before acting
on the advice, consider the appropriateness of the
advice, having regard to the investor’s objectives,
financial situation and needs. This is not an offer or
recommendation to buy or sell securities or other
financial products, nor a solicitation for deposits or
other business, whether directly or indirectly.



