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Market Overview 
Growth assets enjoyed a very strong month. Had you last checked your portfolio balance on say the 27th of 
February, and not looked again until now, you might conclude that little had happened in the interim. It has of 
course been anything but calm; markets in April have “wiped on” much of what they “wiped off” over March in 
one of the strongest recoveries from a peak to trough drawdown that we’ve seen outside of the GFC.  

Some of this has been driven by optimistic noises coming from the White House, where we’ve heard multiple 
declarations of victory, goals achieved, and imminent de-escalation, all of which the market has liked. But, as of 
now, the Strait of Hormuz remains closed, and each day that it is shut means a widening cumulative shortfall in 
the flow of hydrocarbons. Oil is a part of it, but also LNG, and flow on effects to downstream refined products, like 
petrochemicals and agricultural feedstocks.  

  

The S&P 500 has led much of the recovery, in part because the US is a major net energy provider, and to that end 
the war provides a direct benefit to their large domestic oil and gas production assets. Interestingly, property and 
infrastructure have also done well, with the markets viewing them relatively safe assets to own (property, and 
real assets, are not especially vulnerable to the day to day movements in the price of oil, or global demand and 
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supply balances of energy overall) and do possess some inflation hedge characteristics, in the form of rents that 
usually have some sort of CPI + passthrough mechanism embedded in those rental contracts. 

Last month, bonds held the line dropping a percent or two, whilst equities fell by 8-10%; this month they’ve 
largely stood still, as equities rallied. Gold continues to trade like a risk asset, falling over the conflict, and rallying 
(only in part) into the recovery. To us gold continues to be overbought by retail investors, which is possibly 
swamping the normal hedging properties of gold (to both risk and inflation) and it remains expensive.  

Global shares 
Korean equities resumed their upward momentum. Korea and Taiwan are markets dominated by the 
manufacture of semiconductors, chips, used to power the artificial intelligence models built by Anthropic (Claude) 
and OpenAI (ChatGPT) that are presently in very high demand. We do worry a bit about the degree of 
outperformance; semiconductors have historically been quite cyclical, and Korea and Taiwan are driving just 
about the entirety of the emerging markets at the moment. 

 

 



Investment review and outlook 

Page 3 of 5 

 

Australian shares 
Company downgrades are coming thick and fast in the local market, which has modestly underperformed 
international markets, largely driven by the war and its impact on consumer sentiment, interest rates, and 
cashflows (higher petrol prices have already acted a bit like an additional, unexpected interest rate hike).  

Qantas might hedge the oil price, but it doesn’t hedge the crack spreads (fancy term for the pricing of what a 
barrel of oil gets converted into, namely petrol, diesel, jet fuel and the like) and so whist they are raising prices, 
they are also having to lower supply (cut capacity) and the overall impact is classic stagflation-type outcome of 
higher prices, lower output, and for Qantas, less profits. Woolworths, at the very end of the month also put 
through what is a modest downgrade, but still symbolic, where they note many suppliers are asking for higher 
prices, and Woolworths faces the tough choice of absorbing those higher prices in their margin, or passing them 
on to an already stretched consumer. 

Also during the month, several banks updated their collective provisioning coverage (the “rainy day” pot of 
money set aside by banks on their balance sheet), with NAB, WBC, JDO and today (1st of May) ANZ lifting this 
amount by between 4-6 basis points. It’s not an amount that sounds large but given the size of say NAB it 
amounts to over $300 million.  

The good news is that provisions through the profit and loss statement remain very low. 

 

That means that the credit experience is thus far very benign, and our expectation is that most consumers will do 
all that they can to remain on top of their mortgages - in the current cost of living crisis, by essentially pulling back 
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on discretionary exposures elsewhere. That makes for a challenging backdrop for consumer discretionary 
companies like the Harvey Nornman’s, Breville’s, and ARB’s of the world. 

Oil and the Middle East 
Revisiting the same chart as last month (below) - the total quantum of likely oil market displacement that arises 
from the closure of the Strait. We think that the market is very complacent about the impacts here. Inventory 
drawdowns are very visible everywhere, and that is simply unsustainable (as in demand is exceeding supply, 
resulting in decreasing inventory, which will eventually simply run out, depending on the region). There is simply 
no story more important this this, and whilst we hope for a resolution we are starting to plan for the worst, which 
is that there is no near-term fix. The political desires of the main parties are simply too far apart.

 

Investment Outlook 
With markets fully recovering (well, depending a little bit on the region) and the primary issue unresolved, we see 
Australian shares as somewhat more vulnerable than international, predicated on the broader diversification that 
can be achieved elsewhere. The Australian market is skewed heavily to banks and mining companies, and the 
higher interest rate environment can be a challenge to leveraged entities, and there are few sectors more 
leveraged than banks (apart from say property or infrastructure, which banks in turn are quite exposed to).  

Recent inflation prints remain far too high, and whilst normally cash is viewed as a terrible hedge against inflation, 
because the erosion of purchasing power is quite clear, it actually tends to hold up quite a bit better than many 
other assets, simply because its nominal value is fixed, and that stocks, property and infrastructure tend to rise 
and fall around it, in response to the inflationary shocks. 
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Important Information 

This document has been prepared by Aequitas Investment Partners Pty Ltd ABN 92 644 165 266 (“Aequitas”, 
“our”, “we”), a Corporate Authorised Representative (no. 1284389) of AIP FS Pty Ltd ABN 49 680 982 478 
(Australian Financial Services Licensee no. 700016), and is for distribution within Australia to wholesale clients 
only.  

This document is based on information available at the time of publishing, information which we believe is correct 
and any opinions, conclusions or forecasts are reasonably held or made as at the time of its compilation, but no 
warranty is made as to its accuracy, reliability or completeness. To the extent permitted by law, neither Aequitas 
nor any of its affiliates accept liability to any person for loss or damage arising from the use of the information 
herein. 

Past performance is not a reliable indicator of future performance. 

General Advice Warning: This document has been prepared without taking into account your objectives, financial 
situation or needs, and therefore you should consider its appropriateness, having regard to your objectives, 
financial situation and needs. Before making any decision about whether to acquire a financial product, you 
should obtain and read the relevant Product Disclosure Statement. 

Taxation warning: Aequitas is not authorised to provide tax (financial) advice and is not a registered tax agent. 
Investors should seek their own tax advice from a registered tax agent or a registered tax (financial) adviser if they 
intend to rely on this information to satisfy the liabilities or obligations or claim entitlements that arise, or could 
arise, under a taxation law. We recommend that you consult a registered tax agent or a tax specialist to confirm 
your taxation position. 


