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WHATS HAPPENING IN THE MARKETS

Why the market can look 
past QE tapering and 
inflation to hit new highs
Earnings tell us the market can sustain its momentum, even in 
the face of supply chain disruption, inflation and QE tapering

Another positive series of earnings results are now behind 
us, but they certainly set the scene for the market to touch a 
series of new all-time highs. 

Strength has come in from across the board, with the 
S&P 500 recording the third-highest year-on-year growth 
in earnings since Q2 2010, only lagging the two most-
recent quarters. What’s more, over three quarters of these 
companies topped revenue and EPS estimates, illustrating 
the results haven’t just come off a low base.

Turning to some of the key names, we saw Tesla (TSLA) 
deliver record quarterly revenue and profit after a bumper 
period of deliveries, not to mention the prospect of greater 
growth ahead as it reportedly ties up a mega order of EVs 
from Hertz.

Stalwarts Microsoft (MSFT) and Alphabet (GOOGL) still 
look every bit as formidable as they ever have, delivering 
exceptional growth. In the case of Microsoft, its Azure cloud 
division is still growing at 50% on the prior quarter, while 
YouTube and advertising expenditure are firing on all cylinders 
for Google’s parent company.

At one stage there were some concerns Facebook (FB) 
may face difficulties after its peer Snapchat sounded 
caution on Apple privacy issues. However, it comfortably 
beat earnings, and the transition to a future business with 
greater focus on hardware bodes well for growth.

Results for tech giants Amazon and Apple were arguably 
the weakest of the high-profile names, hit by supply chain 
issues. However, this challenge is an opportunity for each 
business to ‘reset’ its operations ahead of peak holiday 
season. With the steps being adopted to tackle the 
challenge, the market has taken the setback in its stride. 
Furthermore, Amazon’s pivot to services income, and 
Apple’s expected full contribution of new products in Q4 
prove their resilience.

Elsewhere, the banks and pharma giants capped off 
strong earnings, with these bellwether names in great 
shape and underpinning the economy.

Why a taper tantrum isn’t on the cards

One of the other big-ticket items in recent times has 
been the Federal Reserve’s approach to monetary policy. 
In particular, the unwinding of the support measures 
that have largely underpinned the market rally since the 
COVID crash at the start of 2020. 

Since that time, the Fed has engaged in quantitative 
easing, acquiring trillions of dollars in mortgage-backed 
securities and Treasuries. 

The move was intended to facilitate the financial 
conditions necessary to stimulate lending and economic 
growth, and it must be said, the program has been highly 
successful on account of the economy’s fastest growth 
seen in several decades.

Nonetheless, we now have confirmation from the Fed 
that it will commence tapering its US$120 billion QE 
program this month, scaling back purchases over time. 
The program is expected to be wound down by US$15 
billion per month, such that it will come to an end by the 
middle of next year.

Although this may seem concerning at first - after all, 
this fundamental support has been critical in driving 
economic and corporate growth - we believe there is little 
reason to be concerned.

MICHAEL SMITH
Head of Research and 
Senior Investment Advisor



2

WHATS HAPPENING IN THE MARKETS

First, the proposed scaling down of the QE program is 
gradual and proportional. The Fed has also gone some 
distance to flag this decision was coming, and in fact, the 
market had well and truly expected the news. The last time 
the Fed eased QE after the GFC, the market was caught 
off guard, resulting in a bout of volatility dubbed the ‘taper 
tantrum’.  

Secondly, the performance of the market during the last 
period where QE was terminated gives rise for optimism. 
As mentioned above, there was some ruction in markets 
when the news was first announced, however, the market 
performed solidly throughout the period where support was 
actually withdrawn.

Thirdly, it is our view that the problems facing the US 
economy at this present time are more so driven by supply 
constraints as opposed to demand levers. Bond-buying 
activity is largely designed to spur demand within the 
economy, so at this point, the support is largely unnecessary 
and risks contributing to an overheating economy.

With these factors in mind, the onset of tapering is 
something we expect the market to take in its stride. The Fed 
has expressed great confidence the time is right, and we tend 
to believe the market will be in full agreement.

Inflation need not spell the end of growth

Arguably the bigger risk facing markets moving forward 
is inflation. Whereas the Fed has viewed high inflation as 
“transitory”, some signs are starting to emerge that it may 
have underestimated the risk for prices to remain elevated 
well into next year.

This is a trend that is unfolding globally as well. From the US 
to Europe, Asia, South America and of course Australia, prices 
for goods and services are rising at some of the fastest rates 
we’ve seen in years.

However, our view here focuses on the fact that prices are 
largely being driven by a couple of events, as opposed to 
underlying fundamentals associated with the global economic 
recovery.

For starters, supply chain issues have hamstrung a number 
of industries across the world. This has been prolific across 
the semiconductor industry, but shortages are also occurring 
elsewhere.

Add to that buoyant consumer demand driven by 
government stimulus, and you can see why prices are 
racing higher. The spike in energy prices, sitting at multi-
year highs, is also playing a concerning role.

Bond yields have been rising in response to the threat 
that inflation could get away from central banks. And 
that is prompting a number of investors to bring forward 
their expectations for the first interest rate hike in the 
US - we’ve seen a couple other countries already jump 
the gun.

However, the Fed (and RBA) have certainly made it clear 
their approach is expected to differ from other ‘hawkish’ 
banks, with rates likely to be on hold even for some time 
after QE tapering concludes. 

If that means inflation remains elevated for some time, 
is there reason to be concerned about the direction of 
equity markets? Well, in our view, no. For all the concern 
surrounding higher inflation, data doesn’t necessarily 
back up the fears. Sure, across the short-term the threat 
of inflation can weigh on equity prices. 

However, since the start of the 90s, the S&P 500 has 
returned an average annualised rate of 8.5% after 
adjusting for inflation. Turning back the clock nearly 
100 years, that return is similar at 7.3% per annum, 
highlighting resilience over time.

The takeaway here is that stocks can act as a hedge 
against inflation in the long-run, especially where inflation 
is driven by higher input costs as we’re seeing now - a 
phenomenon known as ‘cost-push’ inflation. Businesses 
can adjust pricing to effectively continue growing.

More so, in a higher inflation or increasing rate 
environment investors need to be astute in what 
companies they support, with returns often generated 
by ‘value’ plays holding market power - banks being one 
example.

Mike Smith
Managing Partner
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International

MICHAEL SMITH
Head of Research and 
Senior Investment Advisor

International Growth Portfolio

With stock markets finding confidence in October, the performance of the 
Growth Portfolio bounced strongly across the course of the month, delivering 
NAV growth of 2.8%. 

Although an encouraging turnaround, the headline performance trailed the 
major indexes, with the Dow Jones up 5.8%, the S&P 500 increasing 6.9% and 
the Nasdaq leaping 7.3%. The reason for this discrepancy was the impact of 
foreign exchange differences, with the Australian dollar surging throughout the 
course of the month.

The USD/AUD fell from 1.3837 to 1.3298, the biggest downward move we’ve 
seen in any calendar month since December last year. Due to this headwind, 
NAV was dragged lower by around 4%. Were it not for the impact of negative 
forex movements, Portfolio NAV growth would have been 6.8%, in line with the 
performance of the S&P 500 and Nasdaq.

We have not made any adjustments to our forex positioning at this stage as 
we believe the rally in the AUD may well be too optimistic. Nonetheless, we do 
have the ability to implement a currency hedge as we have done previously, if 
we feel the move is warranted.

Turning our attention to the Portfolio’s core positions and there was particular 
strength among our tech and consumer names. The likes of Microsoft (MSFT) 
and Alphabet (GOOGL) had a standout month thanks to strong reports, 
while Nvidia (NVDA) has performed exceptionally well as the semiconductor 
industry continues to see unprecedented demand.

Among our consumer positions, Target (TGT), Costco (COST) and Home 
Depot (HD) all delivered sizeable gains to the Portfolio. This is likely to 
be attributable to growing confidence in the retail sector as COVID cases 
continued to fall throughout the course of the month. Other ‘defensive’ stocks 
including CME Group (CME) and Berkshire Hathaway (BRK.B) provided a solid 
backdrop for us to make some changes to the Portfolio late in the month.

We’ve made the decision to trim our exposure to Facebook (FB) to lock in 
profits as it faces Apple privacy issues, Microsoft in order to ‘rightsize’ our 
Portfolio, as well as Procter & Gamble (PG), Mastercard (MA) and Sony 
(SONY) as we feel there are better growth opportunities available.

On the contrary, we’ve sought exposure to sound economic names like 
Goldman Sachs (GS), BlackRock (BLK) and JPMorgan (JPM), as well as growth-
oriented names like Salesforce (CRM), Alibaba (BABA) and Align Technology 
(ALGN) to better reflect our investment mandate for targeting growth 
prospects. We feel this theme remains as important as ever, because even 
with the Fed unwinding QE support, we expect a strong finish to the year. As 
it stands, our unrealised gains represent 23.7% of closing Portfolio NAV for 
October.

Index
October 

Performance
2021 

Performance

Dow Jones 5.8% 17.0%

NASDAQ 7.3% 22.3%

S&P 500 6.9% 22.6%

Global Growth 
Portfolio 2.8% 19.4%

Performance:

Top 10 Holdings:

Code
Company 

Name Weighting %

MSFT Microsoft 6.1%

AAPL Apple 6.1%

GOOGL Alphabet 5.6%

COST Costco 5.6%

ISRG Intuitive 4.1%

HD Home Depot 4.1%

ISRG Intuitive 4.1%

TGT Target 4.0%

NOW Service Now 3.8%

BRKB Berkshire 3.7%

George Wong
Senior Financial Advisor
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Hub 24 - Conservative

Conservative Portfolio

Last month saw NAV for the Conservative Portfolio ease by 0.1%, in line 
with the performance of the ASX 200, which declined by the same amount. 
The market drifted sideways as some of the leading performers from the 
resources and bank sectors, which account for a large portion of the ASX, 
found themselves under pressure.

Nonetheless, Macquarie Bank (MQG) was one of the best-performing names 
for the Portfolio last month, providing superior returns to its industry peers. 
The stock rallied to all-time highs on an upbeat investor presentation that 
suggests operating profits should continue to appreciate from the first 
quarter of the year, even though they may lag last year’s bumper second-half.

In the case of CBA, while the bank saw its share price moderate across the 
course of October, the company did pay a lucrative dividend, which alone 
represented about 0.7% of starting NAV for the month. This helped offset 
some of the losses in the underlying share price of the stock.

Elsewhere, the Clearbridge RARE Infrastructure Income fund performed 
strongly. It gained 3.9%, and was the third best-performing name across the 
entire Portfolio. This fund also helps align the Conservative Portfolio with 
a different asset class, drawing upon the expertise of an experienced fund 
manager to gain exposure to infrastructure assets.

Newcrest Mining (NCM) bounced back, delivering a return just shy of 10% 
last month. The stock has proven volatile in recent months, however, a 
buoyant month for the price of gold helped bolster sentiment in this sector. 
Like a few other gold stocks, Newcrest’s quarterly report did raise a few 
issues, notably around production output. However, the defensive nature 
of the stock does align with our investment mandate, and exposure to gold 
is a small but key component we target under the rules of the Conservative 
Portfolio.

As touched on earlier, mining names did weigh on the Portfolio once again, 
with Rio Tinto (RIO), and to a lesser extent BHP (BHP) dragging NAV lower. 
Both of these names have now dropped by a considerable amount to a level 
we feel incorporates a margin of safety for lower iron ore prices. Any upside 
from here could be a ‘surprise’ of sorts, but the yield is something we feel will 
remain at elevated levels to support sustainable income for the Portfolio.

Other than some minor rebalancing to CBA and Woolworths (WOW), no 
other trades were made in October. We foresee little change ahead as the 
local market remains in a holding pattern.

Performance:

Index
October 

Performance
2021 

Performance

ASX 200 -0.1% 11.2%

ALLORDS 0.1% 11.5%

Conservative 
Portfolio -0.1% 6.7%

MICHAEL SMITH
Head of Research and 
Senior Investment Advisor

George Wong
Senior Financial Advisor
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Hub 24 - Balanced

Balanced Portfolio

During October the Balanced Portfolio saw NAV perform in line with the ASX 
200, down 0.1%. While the Balanced Portfolio would normally outperform 
the Conservative Portfolio in a steady month, financial and iron ore names 
weighed on the result, as did exposure to Pointsbet (PBH), which hit a 
14-month low and prompted us to reduce exposure.

Nonetheless, given the diversity of the holdings in the Balanced Portfolio, 
there were very few positions that had a disproportionate impact, including 
other holdings that shed a mid-to-high single-digit percentage.

Xero (XRO) was one success story that fared well, delivering a net return of 
more than 6% throughout the month, and also making all-time highs. While 
we took some profits due to a Portfolio rebalance, the company has been 
a defining local tech name in recent years, and it is our view the company’s 
growth prospects appear as bright as ever.

OZ Minerals (OZL) surged 11.6% in October, with the copper and gold 
producer lifting its production forecast. Pleasingly, the driving force for 
this upgrade was operational performance. With cash accumulating on its 
balance sheet, and all-in sustaining costs decreasing, we believe OZL offers a 
sound growth outlook. Gold exposure here also prompted us to exit our stake 
in Evolution Mining (EVN), which has not quite met our expectations.

Elsewhere, Macquarie Group (MQG) performed strongly on a solid update, 
contributing returns of 8.7%. We rate its outlook as the strongest of the major 
banks thanks to its diversified operations, which we believe could separate it 
from its peers once diminishing loan appetite takes hold.

We also benefited from exposure to a variety of funds. This included the ETFS 
FANG+ ETF (FANG) and Hyperion Global Growth Companies Fund (HYGG), 
which afford us exposure to the strength of the tech stocks that underpin 
the Nasdaq index. Additionally, the L1 Long Short Fund (LSF) had a positive 
month, with the fund giving us access to high conviction plays no matter 
which way the market is trending.

Finally, some minor rebalancing took place to accommodate more exposure 
to international equities, including the T.Rowe Price Global Equity Fund, 
BetaShares Nasdaq 100 ETF (NDQ), VanEck MSCI International quality ETF 
(QUAL) and Vanguard US Total Market ETF (VTS). These holdings provide us 
more balance and exposure to a separate asset class, and with the outlook for 
US shares looking strong, we feel these additions will prove rewarding over 
time. 

Performance:

Index
October 

Performance
2021 

Performance

ASX 200 -0.1% 11.2%

ALLORDS 0.1% 11.5%

Balanced 
Portfolio -0.1% 3.9%



6

PORTFOLIO REVIEWS

Hub 24 - Growth

Growth Portfolio

Outperforming our other Hub24 Portfolios, as well as the ASX, NAV for 
the Growth Portfolio grew by 0.5% in October, well ahead of the 0.1% 
decline recorded by the ASX 200. The major driver behind last month’s 
outperformance was two stocks held exclusively within the Growth Portfolio, 
which both had a terrific month. 

Lynas Rare Earths (LYC) gained 9.2% during October, with the stock 
rebounding after a sell-off taking place in the second-half of September. 
Growing sentiment in rare earths and their broader application for electric 
vehicles has been paramount in the company’s success. On top of that, 
the company’s annual report laid down a promising growth outlook, noting 
accelerating market demand for rare earths. 

The second of our standout names in the Growth Portfolio was People 
Infrastructure (PPE), which leapt 15.4% in October. After being in a 
downtrend for nearly four months, the rally is one we sold into as we feel it 
represented an appropriate exit point. People Infrastructure announced the 
hire of Ross Thompson as CEO last month, who in our view brings to the 
company a track record of growth in people-focused businesses that should 
prove valuable, albeit beyond our timeframe for investing.

Elsewhere, the contributions of the ETFS FANG+ ETF were on full show, with 
the Growth Portfolio benefitting from a higher allocation to these mega-tech 
names than in our Balanced Portfolio. 

Strong performances also came from the likes of Hyperion Global (HYGG), 
L1 Long Short Fund (LSF), Macquarie Group (MQG), OZ Minerals (OZL) and 
Xero (XRO). 

Like our Balanced Portfolio, we sought to increase our exposure to 
international equities last month given the strength we are witnessing in 
overseas markets. As such we added the T.Rowe Price Global Equity Fund, 
BetaShares Nasdaq 100 ETF (NDQ), Fidelity Global Emerging Markets Fund 
(FEMX), VanEck MSCI International quality ETF (QUAL) and Vanguard US 
Total Market ETF (VTS). 

To facilitate this, we exited our position in names that we feel have relatively 
lower upside, including Cleanaway Waste (CWY), Evolution Mining (EVN), 
Jumbo Interactive (JIN) and Xero (XRO). We also exited or reduced our stake 
in other names that have underperformed such as Laybuy (LBY), Sezzle 
(SZL) and Pointsbet (PBH). In our view these changes better align the Growth 
Portfolio with momentum trades in play, with the market pointing to a strong 
finish to the year.

Performance:

Index
October 

Performance
2021 

Performance

ASX 200 -0.1% 11.2%

ALLORDS 0.1% 11.5%

Growth 
Portfolio 0.5% 4.2%
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