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July was the Australian sharemarket's tenth straight monthly rise, with stocks now rising in fifteen of the 

past sixteen months. This came despite periods where more than half of the population found itself in 

lockdown and with the country experiencing lagging vaccination rates. Offshore equities also delivered 

positive returns, although volatility picked up amid concerns about the economic recovery and the spread 

of the more contagious Delta variant. Key US and European indices were higher on stronger earnings 

results, and small cap stocks regained momentum during the month. 

Fixed income markets performed strongly as rising volatility saw investors find comfort in sovereign 

bonds. Concerns about the spread of the virus and increased confidence that inflation peaked in the June 

quarter helped bond yields rally lower (implying higher bond prices). Credit markets also strengthened 

in July as spreads tightened, implying a lower level of expected defaults across borrowers. 

Emerging markets were dealt a blow as regulatory risk materialised in China for the education sector, 

along with US-listed Chinese equities. In commodity markets, iron ore fell to a two-month low amid 

expectations for steeper cuts in Chinese steel production through 2021. China unveiled more measures 

to curb overseas shipments, raised export tariffs on some steel materials and removed rebates on cold- 

rolled products in a bid to cut emissions. Elsewhere, the Australian dollar weakened further on the back 

of reduced interest rate differentials and a sharp pullback in bulk commodity prices. Bitcoin bounced back 

after a period of significant weakness, but high volatility remained a feature of crypto markets. 

 



 

Market commentary 

The Australian sharemarket continued to post positive returns in July, despite growing concerns about 

the spread of the Delta variant. Since the market melted down in March 2020, the S&P/ASX 200 

(inclusive of dividends) has only delivered a monthly loss to investors on one occasion, in September 

2020. Materials, industrials and large cap stocks were the main performers during the month, which 

saw a rise in corporate takeover activity across sectors including the energy space. 

Turning to offshore markets, the news was generally positive across key regions. Utilities, health care, 

real estate and technology stocks led the S&P 500 higher, while energy and financials have lagged. So 

far, the second-quarter earnings season has been stronger than expected. About 60% of S&P 500 

companies had reported by month's end, and more than 80% exceeded both sales and profit 

estimates, according to data compiled by Bloomberg. 

Emerging markets were battered by the fast-spreading Covid-19 Delta variant and China’s crackdown 

on private technology firms. Many emerging market nations have relied on China's vaccines, which are 

proving to be ineffective against new variants of the coronavirus. 

Fixed income markets continued to rally in July with yield curves shifting lower as investors gained 

confidence that inflationary forces have peaked and will prove to be transitory, as is being guided by 

the US Federal Reserve. Credit securities also enjoyed the improved bond market conditions, with the 

spread over sovereign bonds of the same maturity tightening. 

Economic commentary 
 

On the economic front, consumer inflation in Australia reached 3.8% over the year, as June quarter CPI 

lifted sharply, in line with expectations. Higher petrol prices and supply chain disruptions were the 

main contributors. The rise in demand, as Australians looked to spend some of their historically high 

savings, pushed prices higher in a number of sectors. The domestic labour market also continued to 

strengthen, with June data showing that unemployment had fallen to below 5% for the first time since 

the pandemic. Reports of labour shortages have become more common in both skilled and unskilled 

segments of the market, as cheaper non-resident labour remains locked out. 

In the US, GDP recovered to its pre-Covid level, as the economy posted its second fastest quarterly 

growth since 1983. The quarterly GDP rise of 1.6% (or 6.5% annualised), however, was well below 

consensus expectations of a 2% quarterly rise. Despite slower than expected growth, investors drew 

positives from the data and gained comfort that inflation would weaken from current rates and 

monetary policy would not need to be adjusted ahead of current guidance. 

On the Continent, the European Central Bank has set its inflation target at 2% in a new policy review 

– the first such review since 2003. Meanwhile, data revealed that the UK's economy grew more slowly 

than expected in May after a rebound in the hospitality sector was offset by disruptions to car 

production due to a shortage of microchips. In China, higher raw material costs, supply shortages and 

pollution controls weighed on industrial activity and steel production, while small Covid outbreaks kept 

a lid on consumer spending and slowed services growth. 
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