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September capped a quarter that put inflation and the hiking cycle back at the centre of markets. The Fed and the 
RBA both raised rates, oil rose 68% over the quarter to US$120 a barrel as the Strait of Hormuz closed again, and 
bond yields rose around the world. Australian shares fell 2.4% for the month, while emerging markets rose on 
Asian technology. 

Indicator Level Note 

RBA cash rate 4.60% Fourth rise this cycle, 29 Sep 

US 10-year yield 5.3% Up 1.3 points since February 

Aus unemployment 4.6% Highest since November 2021 

Brent oil US$120 Up 34% in September, 68% over the 
quarter 

 

How asset classes performed 
Asset class Month 12 Mth 

Emerging Markets (UH) +2.4% +23.1% 

Emerging Market Debt (UH) +0.4% −1.4% 

International Shares (H) −0.7% +16.3% 

Australian Bonds −0.9% −1.0% 

Australian Property −1.9% −14.1% 

International Credit (H) −2.2% −0.3% 

Australian Small Caps −2.3% −6.7% 

Australian Shares −2.4% +2.4% 

International Property (H) −5.2% +3.9% 

 

SOURCE: LSEG DATASTREAM,  BLOOMBERG. INDEX RETURNS IN AUD; (H) HEDGED, (UH) UNHEDGED. PAST PERFORMANCE IS NOT A RELIABLE INDICATOR OF 

FUTURE PERFORMANCE. 

What happened 

AUSTRALIA 
Australian shares fell 2.4% in September as higher interest rates weighed on the market. Only healthcare (4.0%) and 
energy (1.2%) rose, while technology fell 9.8%. The market still rose 1.3% over the quarter, helped by a 25.6% gain in 
healthcare after CSL agreed to lower prices and expand US manufacturing. 

The RBA raised the cash rate to 4.60% on 29 September, its fourth increase this cycle, and made clear inflation takes 
priority even if unemployment rises. Unemployment reached 4.6%, the highest since November 2021, largely because 
more people looked for work. Government bonds fell 0.9% and the Australian dollar 3.1%. 

Housing is adjusting, not collapsing: prices fell 3.1% over the quarter and are about 5% below their peak, against our 
expected 10% to 15% decline. Insolvencies are concentrated in Bathla and Edge Early Learning, and bank arrears remain 
low. 
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GLOBAL 
The Fed raised rates to 3.75–4.00%, its first increase since 2023, and upgraded its growth and inflation forecasts. The 
ECB also raised rates, while the Bank of England held at 3.75%. Stronger US business surveys pushed the US 10-year 
yield to 5.3%. Global government bonds fell 1.4% and credit fell 2.2%. 

Hedged global shares fell 0.7% after gaining 17.1% over five months. Technology rose 4.5% on strong AI earnings, while 
materials fell 6.1%. Emerging markets gained 2.4%, led by Taiwan and Korea. Higher yields pushed listed property down 
5.2% and infrastructure down 4.8%. 

The US–Iran ceasefire collapsed and the Strait of Hormuz closed again. Brent rose 34% in September and 68% over the 
quarter to US$120. With US oil reserves depleted and Russian refineries damaged, diesel traded US$94 above crude. 
Energy led global sectors, rising 15.3% over the quarter. 

How we see it 
The AI investment boom has become large enough to change the price of money. AI investment is running at about 
3.6% of US GDP, more than at the peak of the railroad boom, and the largest AI companies now compete with 
governments for the same long-term savings. The US 10-year yield reached 5.3%, and very little of the rise came from 
inflation expectations: investors are demanding a higher real return. 

Energy adds a second source of pressure. The shock has moved from crude to diesel: refining capacity lost to war can 
take years to replace, and the Russian diesel deal covers only about an eighth of what the world has lost. Australia 
imports most of its fuel, so it feels this more than the US, and diesel reaches inflation through freight, farming and 
mining. 

Higher real yields raise the hurdle for every investment, and long-duration assets reprice first: Australian listed property 
is down 14% over the year. We expect the investment cycle to keep supporting earnings, but against a higher hurdle 
and with a wider gap between winners and losers. 

The Point: Scarce capital and higher diesel prices keep yields high. We stay invested with less interest-rate risk, and see 
Australian bonds, now yielding over 5%, as the place to add duration once yields peak. 

Charts of the month 

AUSTRALIAN DIESEL NOW COSTS 33C A LITRE MORE THAN PETROL 

 
SOURCE: AUSTRALIAN INSTITUTE OF PETROLEUM , ARCPOINT. NATIONAL WHOLESALE PRICE, C/L INCL. GST, TO 9 OCT 2026. 
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TEN-YEAR BOND YIELDS HAVE RISEN ACROSS THE DEVELOPED WORLD 

 
SOURCE: BLOOMBERG, ARCPOINT. 10-YEAR GOVERNMENT BOND YIELDS , %. US 5.2%, UK 5.4%. 

What we are watching 
– Australian inflation (28 Oct). Is policy restrictive enough, or does the RBA need to tighten again? The September-

quarter CPI and unemployment are the numbers to watch. 

– US midterms (3 Nov). A divided Congress looks likely. Iran escalation, budget reconciliation and scrutiny of data 
centre construction could pressure equities. 

– AI supply-chain earnings (October). Earnings guidance and order book visibility for companies in the AI supply 
chain. 

– US 10-year yields. Higher long-term interest rates make future profits worth less today, so how high and how fast 
US yields rise will drive the prices of property, infrastructure and growth shares. 
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This document is owned by Arc Point OCIO Pty Ltd, ACN 693 569 765 
(APOCIO). APOCIO is a corporate authorised representative (CAR 
1319046) of Capella Advisory Pty Ltd, ABN 54 669 300 163, AFSL 550125. 
The content in this document is provided for general information only 
and does not constitute personal financial product advice. It has been 
prepared without taking into account any person’s objectives, financial 
situation or needs. You should consider the appropriateness of the 
information in light of your (and, where relevant, your client’s) 
circumstances and, before making any investment decision, obtain 
appropriate professional advice. Past performance is not a reliable 
indicator of future performance. The value of investments may rise or fall. 
Information contained in this document may be obtained from third party 
sources. While it is believed to be reliable, arcpoint OCIO has not 
independently verified that information and makes no representation or 
warranty as to its accuracy, completeness or reliability. To the extent 
permitted by law, arcpoint OCIO disclaims all liability (including indirect, 
consequential or incidental loss) arising from any error, omission or 
inaccuracy in the information, including information supplied by third 
parties. arcpoint OCIO does not undertake to update this information or 
correct any information subsequently found to be inaccurate, and any 
opinions expressed are subject to change without notice. 
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