
 

Economic and market commentary – October 2021  
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October proved to be a mixed month for domestic investors as losses in traditional fixed income markets 
were partly offset by risk assets. The Australian share market looked set for another solid performance 
before a meltdown on the final trading day as investors abandoned bonds and large cap equities. Interest 
rate sensitive sectors such as property and infrastructure were hit particularly hard, having their worst 
day since March. 

A key driver behind the wave of selling was bond investors reassessing inflationary expectations and 
forming the view that the Reserve Bank of Australia (RBA) would need to raise interest rates well before 
the previously guided 2024. As a result, the yield on the 3-year government bond expiring in April 2024 
skyrocketed to five times the RBA’s desired level of 0.10%. With the central bank effectively abandoning 
its 'yield curve control' policy, this brought about a significant liquidity squeeze that shocked financial 
markets. 

Elsewhere, global developed markets continued to make meaningful headway, particularly in the US and 
Europe. However, emerging markets remained in the doldrums as China continued to post disappointing 
economic data. The world's second largest economy is experiencing a multi-decade acceleration in 
producer input prices. But, businesses are unable to pass these higher costs onto consumers, where 
sentiment and retail spending has been modest at best. 

Finally, oil prices continued to rise, along with the Australian dollar and Bitcoin surged to a new record. 

 

 



 

Market commentary 

A surge in dividends during October largely offset the impact of market shenanigans on the final trading 
day of the month. As noted in our summary, the broader market lost faith in the RBA's forward guidance 
on interest rates of no rises before 2024. A wave of bond market selling across all maturities, but 
particularly the 3-year bond that the RBA had been seeking to control, spooked equity investors and saw 
to a disappointing end to October.  

In what was an embarrassing policy failure, had the RBA attempted to defend its yield curve control (YCC) 
policy and purchase more 3-year bonds, it would have ended up owning the entire free float of April 2024 
bonds on issue. Exacerbating matters, the 10-year Treasury yield (or the so-called risk free rate) moved 
above 2% for the first time since March 2019, thereby denting share valuations. Persistently higher 
inflation and a spike in energy prices also saw investors bet that the central bank would remove its asset 
buying program (quantitative easing or QE) early next year. 

In global markets, stocks regained momentum throughout October with many equity indices making new 
highs throughout the month. US stocks were supported by a strong start to the third quarter earnings 
season, with more than 80% of companies beating earnings expectations. Investors were also buoyed by 
a strong round of share buybacks, expected to occur in November. Fixed income was less upbeat, as rising 
input prices fuelled concerns about prolonged inflation. The 10-year US Treasury yield hit a high of 1.7% 
over the course of the month, but much larger increases in shorter-dated yields caused interest rate 
curves to flatten in several regions. 

Elsewhere, more favourable interest rate differentials, along with stronger energy and commodity prices 
(excluding iron ore) boosted the Australian dollar against most counterparts. However, it was Bitcoin that 
stole the limelight as the cryptocurrency briefly traded above US$66,000. 

Economic commentary 

On the domestic economic front, the quarterly CPI data came in at the top end of expectations. The less 
volatile underlying measures of the CPI grew at an annualised rate of 2.8% in the September quarter. This 
measure is up from 2% p.a. growth in the June quarter and rose despite the reimplementation of 
restrictions in NSW and Victoria that dampened services inflation. 

Globally, annualised US GDP growth of just 2% for the September quarter missed expectations that had 
already been lowered due to a combination of negative effects from Hurricane Ida and persistent supply-
side bottlenecks. A similar slowdown also appears to have occurred throughout Europe, especially in 
Germany, where automotive sector weakness driven by semiconductor shortages is weighing on 
industrial production. But, on a positive note, the trajectory of eurozone industrial production ex-autos 
is back above pre-pandemic levels. 

Finally, Europe commenced the distribution of the Pandemic Recovery Fund. Italy and Spain – the main 
beneficiaries – announced their intentions to pursue expansionary fiscal policies and to postpone fiscal 
consolidation until much later in the recovery. At its October meeting, the European Central Bank (ECB) 
reiterated that it expected the current rise in inflation to be transitory. 
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