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Markets summary:  
October 2021
Highlights in October 
• Bond yields had another sharp rise as rate hikes were brought forward. 
• Credit spreads were little changed on average, but certain sectors have moved wider in response to  

rising market volatility. 
• A choppy month for equities. 
• The AUD trade weighted index rose by 3.8% over the month.
• Thermal coal, coking coal and oil prices rose while iron ore prices continued to fall.
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Summary
The higher than expected rise in Aussie CPI in October  
has caused markets to completely reassess the likely 
trajectory for the RBA.  Bond yields have risen  
in response.
Globally, yields have also been rising but nothing like  
the pace seen in Australia. US bonds were 0.07% lower. 
Credit spreads remain range bound
Equity markets did very well in the US (up 7.01%) and  
fairly well in Australia, given the turmoil in bonds  
(down 0.10%). 
The Australian dollar rose sharply against the USD  
(up 4.59%) and strongly against all comers (3.78%  
on a trade weighted basis). 
Commodity prices rose, led by thermal coal and  
coking coal and oil prices while iron ore was lower. 
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Cash
RBA expectations have jolted significantly higher in 
October.  At the start of the month, a rate hike was priced 
somewhere towards the end of 2022.  By the end of the 
month, the market was pricing a full rate rise by April 
2022 and a sequence of rate hikes taking the cash rate to 
1.50% by earlier 2023 (see chart).  This massive shift was in 
reaction to the CPI and the RBA.
The CPI printed a little higher than expectations, most 
notably in the quarterly trimmed mean result of +0.7%.  
This caused a reaction in front-end pricing, but the move 
was given an extra kick along when the RBA declined 
to buy the Apr-23 or Apr-24 in its yield curve target 
operations, despite the yield being well above the target of 
0.10%.  As October drew to a close it was widely believed 
the RBA would abolish this target at the November 
meeting, presumably with a significant change to the 
overall monetary policy structure (even if not a change to 
the cash rate immediately). 
The market is now pricing some chance of a rate move 
from February next year.  At last, the anticipated average 
actual cash rate is near 0.10% - which is a change from the 
current actual cash rate of 0.03%.  That anticipated rate 
move may not be only a rate rise – it might be a change 
of implementation that brings the actual rate up to the 
target rate.
Either way, the possibility of a change in structure by next 
February is close enough that the 6M BBSW and OIS rates 
are being directly affected by the chance of a move in the 
cash rate.  
Over October the 6M OIS rate rose 6.25bp to 0.09%.  The 
prospect of a normalisation of the cash markets came 
with a normalisation of the BBSW to OIS spread too.  That 
spread widened as the 6M BBSW rose 14.8bp to 0.2041%.

Australian and  
Global Fixed Interest 
Bond markets sold-off significantly in October with yields 
rising. The largest moves were around the 3Y-5Y sector, 
which rose by 90bp, but there were significant moves in 
all maturities.  There was a general flattening trend in 
the middle and longer part of the curve.  The RBA policy 
on its yield control target is unclear.  While the Apr-24 
has sold-off sharply after the RBA declined to buy it in its 
operations, it still yields less than might be assumed in a 
world with no target at all.
The Nov-24 ACGB sold-off 91bp to 1.22%.  The Jun-31 sold-
off 61bp to 2.06%.
Towards the end of the month the volatility and lack of 
liquidity were both very obvious. 
While the action in the last week of the month was the 
headline, it shouldn’t be missed that 10Y yields were rising 
relatively consistently for most of the month.  

While the CPI was the single largest contributor to the 
market moves, the groundwork was being laid in the real 
economy.  The combination of increased vaccine supply 
and the promise of freedom from lockdowns triggered 
massive vaccine take-up in most states. NSW and Victoria 
are re-opening and it seems likely vaccination rates will 
reach the mid 90% range relatively soon.  That is much 
higher than would have been reasonably expected even 
a few weeks ago.  It means that the economic prospects 
during the “transition to COVID-normal” are much better.  
The labour market has also held up much better than 
feared during the recent lockdowns.  So the economy is 
reopening in a better place than feared.
That was all happening in the background when the 
higher CPI put the flame to the fuse on the bond market. 
The Aus-US spread has a similar trajectory.  Notable 
volatility to close the month that is partially concealing a 
substantial underperformance by the Australian bonds.  
On the generics, the Aus-US 10Y spread widened 40bp to 
60bp over October. 

Global Credit 
Credit spreads remain range bound although certain 
parts of the market have moved wider, in particular major 
banks moved out substantially, responding to rising rates 
market volatility.  Credit supply has increased to $A4.3bn 
this month from $A3.8bn in September, with banks being 
more active in the primary space. Non-financial corporates 
continue to have good access to credit from banks and the 
wholesale market, even though all-in funding costs have 
increased given the rise in bond yields.  
The Q3 reporting season was the key focus for investors 
in offshore markets.  In the US, 56% of the S&P 500 have 
reporting earnings.  In aggregate, revenue is up 18% and 
earnings up 39% YoY. Aggregate sales have exceeded 
consensus by 2% and aggregate earnings have beaten 
consensus for about 10%.  Margins have mostly held 
up with companies having been able to pass on higher 
input costs to consumers.  This will of course, feed into 
more inflation, which could lead central banks to tighten 
monetary policies earlier rather than later.  
Rising concerns around inflation has caused the rates 
curve to flatten. This so far, has had limited impact on 
risk assets.  Investment grade spreads in both the US and 
Europe remain range bound while equities have continued 
to reach new highs. 
However, some investors have started to rotate away from 
investment grade to high yield bonds which usually have a 
lower sensitivity to interest rate risk.
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Commodities 
Commodity prices were mixed in October. Thermal coal, 
nickel and copper lifted strongly, while iron ore and LNG 
fell last month.
Thermal coal prices from Australia (6000kcal/kg Net-As-
Received) tracked higher in October as demand outpaced 
supply. North Asian demand has been key. China’s coal 
shortage has played a role indirectly (as China’s unofficial 
ban on Australian coal is still in place), but so has elevated 
LNG prices and expectations that this winter in North Asia 
may be colder than normal. 
Base metal prices peaked around mid-October before 
finishing the month slightly lower. Prices surged mid-
month in line with thermal coal futures traded on the 
Zhengzhou Commodity Exchange. Refined metal 
production is energy-intensive, with Chinese metal output 
relying mostly on coal power generation. Aluminium 
is particularly linked to coal prices in China given that 
aluminium production is quite electricity-intensive. That 
explains why aluminium finished the month lower, as 
domestic coal prices in China plunged in the back half of 
October. Copper and nickel were still able to hold on to a 
5-10% gain. 
Iron ore prices fell towards the end of October on demand 
concerns in China.The fall in prices in late October was 
linked to restrictions on steel production during the winter 
months in China and ahead of the winter olympics in 
February.
LNG spot prices finished lower in October after prices fell 
towards the end of the month. The main driver was lower 
gas prices in Europe. 

Global Equities
October lived up to its reputation as one of the most 
volatile months for global financial markets. 

US shares hit record highs, posting their best returns 
since November 2020. European shares marked their best 
month in seven. And a pandemic-induced supply-side 
inflation shock, soaring energy costs, Chinese property 
market tumult and bond market turbulence did nothing to 
stop the relentless rally in equities. US company earnings 
delivered an almost-unprecedented rate of upside 
surprises, supporting investor sentiment. That said, Aussie 
shares edged lower with investors spooked by higher 
inflation and the prospect for a potential bring-forward of 
interest rate hikes. 

Over October, global sharemarkets were mixed. The US 
Dow Jones index rose by 5.8 per cent. Both the S&P 500 
index (up 6.9 per cent) and the Nasdaq index (up 7.3 per 
cent) posted their biggest monthly gains since November. 
At month-end, 279 companies in the S&P 500 had 
reported third quarter results with 82.1 per cent topping 
earnings expectations, according to Refinitiv. 

The pan-European STOXX 600 index notched a gain of 
4.6 per cent in October, marking its best month in seven. 
The UK FTSE 100 index climbed 2.1 per cent, but the S&P/
ASX 200 edged lower by 0.1 per cent and the Japanese 
Nikkei 225 index shed 1.9 per cent.

In Australia, Information Technology (up 2.1 per cent) and 
Healthcare (up 1 per cent) outperformed. But Industrials 
(down 3.3 per cent), Energy (down 2.7 per cent) and 
Consumer Staples (down 2.3 per cent) sectors fell by 
the most. Across size categories the MidCap50 index 
outperformed, up 0.2 per cent. 

Australian Dollar
The Australian trade weighted index increased by 3.8% 
in October.  The Australian dollar increased against all 
currencies under our coverage.

AUD/USD lifted throughout October, though the gains 
slowed in the final week of the month.  AUD/USD was 
supported by higher commodity prices and Australian 
interest rates.  Iron ore prices stabilised after large falls 
in August and September while energy prices surged.  
Australian interest rates lifted across the curve, particularly 
for 2 year and 3 year rates in the final week of October.  

The Australian economic data released in October was 
generally buoyant.  The Australian trade surplus surged 
to a record $A15bn in August.  The trimmed mean CPI 
was stronger than expected in Q3 2021 at 0.7%/qtr (2.1%/
yr).  Retail sales spiked by 1.3%/mth in September despite 
lockdowns.  However, Australian employment decreased 
by more than expected in September because of the 
lockdown in Victoria.  Nevertheless, the unemployment 
rate increased by less than expected to only 4.6%.


