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Markets summary:
July 2021
Highlights in July 
• Yields rallied (fell), particularly at the 10Y point, as global markets rallied and the Delta strain caused problems in Sydney.
• Equities enjoyed a 10th straight month of gains.
• The Australian dollar underperformed as Covid took hold
• Commodity prices largely fell as lower iron ore and oil prices offset higher coking and thermal coal prices.

Summary
The dominant theme of July was falling back under the 
influence of Coronavirus.  This fall took different forms 
in different countries, but globally there was a clear rally 
(yields lower) in the 10Y, with Australia outperforming as 
NSW’s challenges become clearer.  The rally was mostly in 
the first half of the month. 
Sydney has already been closed for just over a month (at 
end July) and the situation is not improving.  Other cities 
have had shorter lockdowns at various times.  
Equities had a strong month too, rising 4.77% in the US 
and 1.10% in Australia.  The weakening in the economic 
outlook weighed on financials ( 1.43%) but the materials 
and mining sector was strong (+7.13%).
Credit continued to benefit from strong technical as 
supply dwindled in recent weeks. 
The AUD weakened over the month, falling 2.13% against 
the USD and 1.75% on a trade-weighted basis.
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Cash
The worsening coronavirus situation in NSW was the 
main driver of the money market in July.  There were 
also smaller lockdowns occurring in many other places 
(Victoria, Brisbane, Adelaide and more).  The economic 
data was mostly very good, but, given the lags involved, 
the historical economic data made little impact on market 
pricing.  (Unemployment dropped to 4.9% and the CPI 
printed at 0.8% q/q and 3.8% y/y.)
The market has shifted the anticipated timing of future 
rate hikes further into the future. However, even with this 
delay, there are still rate increases expected towards the 
end of 2022, which is well ahead of the RBA guidance of 
around 2024.
There was a mild reduction in bank bill swap rates as the 
cumulative effect of the TFF washed over the market.  The 
sharp increase in cash offered to banks in late June saw 
pressure come off 6M bill issuance throughout July.   
There was also some hint of offshore money coming to 
Australia.  Australian T-note yields dropped back towards 
and to, but not through, zero in July.
The growth rate of ES balances slowed as the TFF expiry 
date was no longer a factor.  However, ES balances are still 
rising as the RBA continues to buy $A5bn of bonds per 
week.  
As July drew to a close, the worsening Coronavirus 
situation has also caused some speculation that the RBA 
would reconsider their decision to taper the bond buying 
program – this influenced expectations for Exchange 
Settlement balances, too, of course.

Australian and  
Global Fixed Interest 
The global bond markets continued to rally (yields lower) 
in July and Australian bonds have been outperforming, 
particularly around the 10Y zone.  
The coronavirus situation in NSW drove much of the 
outperformance of Australian bonds, but the global move 
matters too.  For much of the first half of July yields were 
dropping everywhere.  The movement lower in yields 
tempered in the latter half of the month, but there was no 
bounce back in yields.   
The US 10Y yield rallied (fell) 24bp to 1.24% in July.  The 
30Y rallied (fell) 20bp to 1.90% in July.
The Australian 10Y bond rallied (fell) 35bp, to 1.14% in July.  
The Australian 30Y rallied (fell)  24.5bp to 2.045%.  The 
Aus-US 10Y spread dropped 11bp to  10bp over July (Jul-31 
to generic US). 
The lockdowns in Australia also caused a significant 
reassessment of whether the RBA might delay their 
proposed tapering in the short-term and when the RBA 
might begin to raise rates in the medium term.  The yield 
on the 3Y bonds dropped significantly in July.  The Nov-
24 yield dropped 17bp to 0.24%.  While there was some 
murmurings, this doesn’t seem linked to any change 
expected in the RBA Yield Curve Targeting.  

Although there was a flattening in the 3Y to 10Y part of 
the curve, there was a clear steepening in the 10Y/30Y part 
of the curve in July.  The 30Y had outperformed strongly 
in June, so this was in some ways a rebalancing of the 
normal structure.  
As the lockdown in NSW proceeded, the NSW government 
and the Federal government announced a number of 
extra payments or increases to existing payments.  

Global Credit 
Aussie credit spreads stood the test of rising volatility in 
offshore markets.  A lack of primary issuance has caused 
secondary spreads to stay intact.  Only a total of $A1.1bn 
of corporate bonds were issued in July.  This is much lower 
than long-term average of $A6.4bn.  Year to date AUD 
issuance is tracking at $A20.5bn, 45% below the long-term 
average, and much lower the $A29.5bn we saw last year.  
The US market saw an increase in bank issuance after 
they reported earnings.  This issuance caused secondary 
spreads to move temporarily wider only to rally back later 
in the month as supply tailed off. AUD credit spreads 
remained mostly range bound in July. We have seen a 
pick-up in M&A activities in the local market.
US company earnings have mostly surprised to the upside.  
Over 60% of US companies have reported.  In aggregate, 
sales have exceeded expectations by 4.5% while earnings 
have beaten expectations by 17.6%.  Several the key 
themes have emerged for US banks.  Banks continue 
to beat expectations as provisions are unwound and 
delinquencies remain low.  Loan growth remains subdued 
and balance sheets of US consumers are healthy.  Fixed 
income trading revenues are down after last year’s 
bumper revenues and low interest rates continued to act 
as a headwind.

Commodities 
Commodity prices finished mostly higher in July, led by 
thermal coal and spot LNG. Iron ore saw steep declines 
towards the end of last month, while oil also tracked lower 
in July.
Thermal coal prices tracked higher in July on stronger 
demand linked to a warmer-than-usual summer in North 
Asia. Coal shortages in China, especially in the southern 
province of Guangdong, have proven the most acute 
since 2011. China’s coal shortage has been exacerbated by 
China’s unofficial ban on Australian coal imports and as 
local coal mines look to prioritise safety due to accidents 
earlier this year.
LNG spot prices delivered to North Asia lifted in July on 
concerns that warmer-than-usual summer temperatures 
will drive stronger gas demand. Competition for LNG 
cargoes is also increasing on the back of European gas 
shortages and as buyers, that had looked to avoid the 
recent run-up in LNG spot prices, were forced to return to 
the market.
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Iron ore prices fell sharply towards the end of July on 
demand concerns in China. Policymakers are looking to 
contain steel output growth in H2 2021 as a means to 
reduce emissions.
Oil prices saw a significant dip just after mid-July after 
OPEC+ agreed to terms to add ~2% of global supply from 
August to December and a further ~3.8% of global oil 
supply in 2022.

Global Equities
In July, investors were fixated on the Covid-19 virus – both 
the lift in the number of delta variant cases as well as 
vaccination rates. Inflation, earnings results and central 
bank attitudes on stimulus measures were the other key 
topics of interest as investor concerns about the global 
economic recovery resurfaced. But the rebound in the US 
economy propelled the benchmark US S&P 500 index 
higher for a sixth straight month. And the Aussie S&P/
ASX 200 index advanced for a tenth straight month – its 
longest sequence since 2007. 

Refinitiv noted that earnings results from US S&P 500 
companies have generally bettered expectations, “with 
about 89 per cent of the nearly 300 reports so far beating 
analysts’ profit estimates, according to IBES data. Earnings 
are now expected to have climbed 89.8 per cent in the 
second quarter versus forecasts of 65.4 per cent at the 
start of July.”

Over July, US and Australia share indexes out-performed. 
The US Dow rose by 1.3 per cent; the S&P 500 rose by 2.3 
per cent and the Nasdaq lifted 1.2 per cent. In Australia 
the ASX 200 rose by 1.1 per cent – the tenth straight 
monthly gain. But the Nikkei fell by 5.2 per cent. In Europe 
the German Dax rose 0.1% but the UK FTSE fell by 0.1%. 
However the European STOXX600 index up 1.4 per cent – 
the sixth straight month of gains.

Australian Dollar
The AUD fell 1.8% on a trade-weighted basis in July.  AUD 
underperformed against all currencies we monitor.
AUD/USD briefly lifted early in the month following the 
RBA’s highly anticipated July policy meeting.  The RBA 
shifted to a less dovish stance by announcing a taper of its 
weekly bond purchases from $A5bn/week to $A4bn/week 
“until at least mid-November”.  The RBA also tweaked 
its forward guidance on the cash rate from “2024 at the 
earliest” to “not be met before 2024”. 

AUD/USD reversed its gains lower because of the current 
outbreak of the delta variant and lockdowns across 
Australia.  NSW, in particular, remained in strict lockdown 
throughout July.  As a result, market expectations shifted 
to a delay of the RBA’s tapering decision.  Australian 10 
year government bond yields slumped by 35bp in July.  
The Australia minus US 10 year government bond spread 
traded below zero during most of July.
Downgrades of global growth because of the spreading 
outbreaks in other countries also weighed on AUD/USD.  
AUD/USD dipped below 0.7300 towards the end of the 
month for the first time since December 2020.


