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Markets summary:  
October 2020
Highlights in October 
• Australian short term bond yields fell as policy easing views ratchet up.
• Credit traded in a tight range for most of the month before news around Victoria reopening triggered a strong 

rally towards the end of the month.
• AUD dropped again in October.
• Australian equities outperformed.
• Commodity prices were generally weaker with falls in iron ore, coking coal and oil prices.
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Summary
October saw a government bond yields drop, in many 
cases to new lows ahead of the November RBA meeting. 
The Australian bond curve traded lower than the US 
curve for the first time since March. Equity markets saw 
an outperformance of Australia. Expectations of rate cuts 
pushed the AUD across the major crosses.

Cash
Even though policy rates were unchanged in October, the 
weight of expectations for further rate cuts took short 
term money market rates to new lows. This followed RBA 
Governor Dr Philip Lowe ‘s speech in mid-October, where 
he gave the clearest signal yet that the RBA would expand 
its balance sheet, buying bonds and lowering the various 
interest rate structures at the RBA’s next meeting  
(3 November).  
This took Bank Bill Swap Rates (BBSW) and other short 
dated instruments to new lows. 1, 3 and 6 month BBSW 
finished the month of October at 0.05%, down from 
around 0.09% at the start of the month. Other marks such 
as T Note yields dropped to new lows and of course the 
front end of the Australian Commonwealth Government 
Bond curve drifted towards the 0.1% level.
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Australian and Global Fixed 
Interest 
As October closed, the market was widely of the 
expectation that the RBA would lower interest rates and 
announce further buying of 5Y-10Y bonds at its November 
meeting.  Set against that, the US bond market was rising 
in yield fairly consistently across October.  
The net effect for Australian bonds was a 10Y yield that 
was little changed. Front end bond yields touched new 
lows in October as the expectation quantitative easing to 
start for the RBA QE. The yields on shorter dated bonds 
fell towards the expected 0.1% rate that the market 
consensus had arrived on where interest rates and the 
three-year bond yield target will be lowered too.
At the same time, the influence of a shift higher in US 
government bond yields into the US President election 
pressured the longer term bond yields and resulted in a 
volatile month. Over October the three-year Australian 
government bond yield fell from 0.18% to 0.14%, with a 
low of 0.135%. The 10Y bond was 1bp lower at 0.828%, 
notably higher than the 0.722% seen at its low mid-month. 
Chart 1 – Australian bond yields

Source: Bloomberg, CBA 

Global Credit 
Aussie credit spent most of the month trading in a tight 
range but markets responded positively to the reopening 
of Victoria later in the month and spreads enjoyed a 
strong rally in the last week of October.  Defensive 
sectors have continued to perform better, but we have 
seen a pickup in demand for cyclical names after state 
governments announced more border openings.  With the 
US presidential election looming and European countries 
having announced new lockdown measures to combat the 
resurgence of COVID, investors are likely to remain on the 
sidelines for some time.  

A number of industries, including REITs, Airports, 
Universities, Airline, Infrastructure and Autos continue 
to trade very wide relative to pre-COVID levels. Some 
of these sectors should benefit from the next phase of 
economic recovery now Victoria is opening up. However 
names with exposure to international tourism will continue 
to face uncertainties. 

Global Equities 
In October, investors were spooked by record high 
coronavirus infections in the US and Europe - which 
threaten economic activity - following announcements 
of renewed lockdowns. Uncertainty ahead of the US 
presidential election and a lack of progress on US stimulus 
negotiations increased market volatility. A mixed bag of 
earnings reports from big tech companies also dampened 
sentiment. US sharemarkets posted their biggest monthly 
declines since March, but Aussie shares outperformed – 
supported by Budget stimulus, rate cut hopes, takeover 
activity and an easing of Melbourne’s lockdown. 
US sharemarkets posted their second consecutive month 
of declines in October. The US Dow Jones index fell by 4.6 
per cent, the S&P 500 index fell by 2.8 per cent and the 
Nasdaq index lost 2.3 per cent. In Europe, the German Dax 
index plunged 9.4 per cent and the UK FTSE fell by 4.9 per 
cent. Late in the month record virus cases spurred leaders 
in Germany and France to announce new ‘stay-at-home’ 
orders In Asia, Japan’s Nikkei index slid 0.9 per cent, but 
Australia’s ASX 200 index gained 1.9 per cent.
Across Australia’s 22 sub-industry sectors, 14 posted gains 
in October. Leading the gains was Household & personal 
products (+11.4 per cent), but Commercial & professional 
services fell most (-4.9 per cent). Of the size categories, 
the MidCap50 index was up 6.1 per cent, followed by the 
ASX100 index (+2.1 per cent), ASX50 index (+1.3 per cent) 
and the Small Ordinaries index (+0.3 per cent).  

Australian Dollar
The Australian trade weighted index decreased by 2% in 
October.  The AUD against a wide range of currencies.
AUD traded in a 3.3% range in October.  AUD/USD fell 
after the RBA left monetary policy steady and maintained 
its easing bias.  However, money markets priced-in a 
high chance of cuts to policy interest rates in November, 
weighing on AUD.
AUD/USD hit a peak in early October because of evidence 
that Australia’s housing market is going to come through 
the COVID 19 pandemic largely unscathed.  However, 
AUD remained heavy in the remainder of October after 
RBA Governor Philip Lowe’s signal for possible near term 
monetary easing.  The uncontrolled infections in the US 
and Europe raised the prospect of slower global economic 
growth, weighing on AUD.
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Table 1: Australian dollar October performance

 

Commodities
Commodity prices were mixed in October. The US dollar 
finished the month only slightly higher than where it 
started. The US dollar though rallied towards the end 
of the month on growing demand concerns as rising 
COVID-19 cases saw Europe announce new lockdowns. 
Spot LNG and coking coal were the key outliers in October.
Spot LNG prices surged in October on easing oversupply 
concerns. Gas storage levels in Europe, which is the 
destination of last resort for LNG cargoes, were below 
2019 levels in late October. While LNG demand has picked 
up from lows as COVID-19 lockdowns ease, particularly 
in China, India and Japan, the prospect of strong LNG 
demand during the winter months in North Asia is likely at 
the heart of the recent rally. 
Coking coal prices fell sharply in October following  
reports that China is targeting imports of Australian  
coking coal. Oil prices also declined towards the end of 
October on demand concerns. The new lockdowns in 
Europe to limit the spread of COVID-19 was the primary 
driver. Oil demand is particularly sensitive to lockdowns  
because transportation accounts for two-thirds of  
global oil consumption.


