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Market Overview 
Bond yields surged higher over July following the resumption of military action in the Persian Gulf, renewing the 

now-familiar upward pressure on commodities exported from the region, including oil, LNG and petrochemicals. 

At the same time, markets were unsettled by an odd speech from the relatively new Federal Reserve Chair, Kevin 

Warsh, which left investors uncertain about the Fed's reaction function - that is, how the central bank is likely to 

respond to changes in inflation, unemployment and economic growth through its interest rate policy.  

The market's conclusion was straightforward: rates are likely to move higher, either because the Fed raises them 

in September or because inflation ultimately forces them higher later. Together, these developments weighed on 

longer-duration global bonds while producing a very strong month for commodities. 

 

Real assets like property and infrastructure continue to prove useful additions to diversified portfolios  given they 

can pass inflation on. For property, rental income can be repriced through lease renewals and releasing spreads, 

while many leases include explicit CPI-linked rent increases. Regulated infrastructure assets, such as electricity 

and gas networks, often earn returns based on a regulated asset base with revenues linked to a "WACC -plus" 
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(Weighted Average Cost of Capital) framework that adjusts over time as costs and inflation change. User-pays 

assets, such as toll roads and airports, can also reprice relatively quickly through indexed tolls or pricing 

mechanisms, helping to preserve real cash flows.  

Global shares 

Korea’s equity market was once again extraordinarily volatile. The reason has its roots in the below.  

 

Kimi 3, from Chinese company Moonshot, is the latest example of the “very good, cheap and cheerful” class of 

Large Language Models / Artificial Intelligence models released out of China. The fear is commodification of 

returns that will weigh on the US hyperscalers, whose capex plans out to 2030 cumulatively total in the trillions.  

Last month we also noted the wildly implausible and unachievable earnings growth implied by the SpaceX IPO; 

this month the market seemed to agree, with the stock trading weakly.  



Investment review and outlook 

Page 3 of 9 

 

 

Australian shares 

Given resumption of military action in the Persian Gulf the energy stocks performed strongly, led by Santos and 

Woodside. Both companies released production updates highlighting major projects that are either ramping up or 

nearing completion, positioning them for higher production, sales and cash flow over the coming  months. While 

the conflict is a humanitarian tragedy, the resulting strength in energy markets has coincided with an important 

inflection point for both companies. For several years, large development projects have absorbed significant 

capital, with elevated capital expenditure weighing on free cash flow and balance sheets. As these projects 

transition from construction to production, stronger oil and LNG prices have helped offset those financing 

pressures and should accelerate the improvement in cash generation.  

We remain concerned about the growing structural shortage of hydrocarbons globally, a backdrop that we 

believe continues to support well-positioned energy producers. 
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During the month, diversified Australian miner Rio Tinto reminded the market that the majors are very well 

positioned on the cost curve in long lived assets, that are structurally favoured in the transition to renewables, 

and in the efforts to achieve energy independence.  

 

The month also saw another very strong employment (+72K jobs) report, and indeed most macroeconomic data 

released over the month was fairly constructive.  

National Australia Bank also updated the market and showed that the ratio of non-performing loans (those that 

are no longer servicing their debt obligations) relative to the overall loan book improved over the quarter. Given 

rate hikes, a weaker consumer, and the energy shock, this is no small thing. So, the economy isn’t falling over just 

yet on these metrics. 
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Adairs (homewares) and City Chic (women’s apparel) also posted “okay” trading updates, which again suggests 

the consumer is holding up relatively well, all things considered.  

Investment Outlook 
Growth stocks have had a torrid time, whilst Value is having its time in the sun. Partly this is a “bucket 

determination” outcome. For many years, the Growth stocks were asset light fast growing software or 

communication services stocks (think Atlassian, Accenture, Salesforce, Workday, Hemnet, Xero, WiseTech, REA, 

CarSales). Those are companies now deemed at “existential risk” from AI, whilst some of the previously capital-

heavy, cyclical, low-margin semiconductor and memory stocks were not in those Growth buckets. Well, all that 

has changed, the roles are (presently) reversed, and Growth has given up 3 years of material outperformance.  
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Which leads us to discuss the image shown overleaf, which comes via Adam Hunt (researcher at Cambridge 

University, UK). The top half of the image shows the consensus market narrative (our interpretation of Adam’s 

work), in which people find that AI is very useful, they play around with it some more and find it’s really good at 

some things, not so good at others, but as they gain experience and comfort with it, it goes on to blow their 

minds, quickly outstripping them (the user) at just about anything they could do. This is where the “AI will take all 

our jobs” fears are coming from. Labour and capital as substitutes, rather than as complements, which is how they 

are canonically seen.  

However, we see it (at least, as it currently stands) as more akin to the bottom graph. There are fundamental 

limits to “guessing the next word” and it is difficult to be smarter than the people/corpus you were trained on by 

simply (being trained on) interpolating their thoughts in order to extrapolate them. It lends itself very well to 

coding, and to natural language imitation, but it seems unlikely to push the technological frontier on its own.  
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Still, we are mindful that they are very good, and very useful, and it took a while before technological change 

began putting a dent in newspaper earnings (to pick a product that was clearly displaced), however the market 

moved half a decade or more in advance of this gradual, then sudden, decline in profitability.  

 

We finish our market outlook by returning to bonds. Bond yields have risen sharply as investors grapple with an 

uncertain Federal Reserve, while tariffs, AI-driven investment and higher energy prices continue to put upward 

pressure on inflation and interest rates. 
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Despite this, we think bonds now offer an attractive risk-reward trade-off. If yields were to rise another 1%, the 

downside is relatively limited. With bond yields already much higher than they were a few years ago, the income 

investors receive helps offset most of the price decline. On the other hand, if yields were to fall by 1% (perhaps 

because inflation eases or economic growth slows) investors would benefit from both the regular income and a 

meaningful rise in bond prices, making double-digit returns a realistic possibility. 

In other words, we believe there is now considerably more upside than downside in high-quality bonds.

 

Whilst it is currently difficult to envision yields dropping, if they remain unchanged, the level of return will be ~5%, 

which isn’t bad for an asset with 4-5% volatility. And it remains possible that growth scares return, if the AI trade 

falls over, or the hyperscalers pull back on capex, or if the higher interest rates  cause problems in private credit or 

commercial real estate.  

While recession risks are currently low on most metrics, energy remains a powerful wildcard. If inventories 

deplete, and prices move much higher, a good old-fashioned recession from high input costs (which act like a tax 

on everything else) would be a reasonable forecast. In which case we will be glad for our fixed income exposures, 

of which government bonds continue to make up a reasonably material share. 

 

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. 
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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. 


