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Letter from the CIO

We have been cautious on Australian equities and we 
maintain that stance. While there are pockets of support 
beneath the surface, the domestic backdrop presents a 
number of meaningful headwinds that we think will keep 
the ASX200 bouncing within its twelve -month trading 
range of 8,400 to 9,100 for some time yet.

We are conscious that being cautious has now become a 
consensus call and that does make us a little nervous, 
because the consensus has had a poor track record in 
recent years. But there is a time to be anti -consensus, and 
while we are happy to back ourselves against the crowd, we 
don’t think the current risk-reward balance argues for that 
now.
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We see five key headwinds that will keep the Australian 
market rangebound as we move into the August reporting 
season and beyond:

• First, tight monetary policy remains in place. The RBA has 
hiked 75 basis points so far this year, across February, 
March and May, taking the cash rate to 4.35 percent and 
making this one of the more aggressive tightening cycles 
in the G10. Most economists now expect the Bank to stay 
on hold through the rest of 2026 before easing twice in 
2027. But the RBA's own June minutes retained a 
hawkish bias, noting the Board will do what it considers 
necessary, "including increasing the cash rate further if 
required." Whichever way that goes, cost -of-living 
pressure on households is not going to abate quickly from 
here.

• Second, consumer confidence is weak, and the sudden 
stop in the housing market will further undermine the 
spending backdrop through the second half of the year. 
Real household disposable income growth is forecast to 
slow from 6.9 percent to 4.2 percent this year, sequential 
house price growth in Sydney and Melbourne has turned 
negative, and auction clearance rates are sitting at levels 
that have historically preceded national price declines. 
Unemployment is forecast to drift up from 4.0 percent to 
around 4.7-4.9 percent by 2027. Housing has historically 
been an important transmission channel for consumer 
wealth and sentiment, and a stalling market removes a 
tailwind that households had been leaning on.

It might seem dreary to remain cautious, but there is a lot of 
action going on below the headline index level. In a rising 
market, what you don’t own is not particularly important 
because the sheer weight of stocks moving higher lifts all 
boats. In a rangebound market, the opposite is true. There 
are fewer stocks moving higher, so avoiding the 
underperformers becomes just as important as identifying 
the winners. We think this dynamic will persist until the 
conditions are in place to position for the next upswing.

ASX200 stuck in a trading range
ASX200 Price Index (daily)

Source: Bloomberg
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Consumer confidence in the doldrums
ANZ weekly confidence – Relative to long run
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• Third, key parts of the equity market are facing both 
cyclical and structural earnings downside risk. This 
includes the banks, selected consumer discretionary 
names and healthcare. Bank earnings growth is 
expected to decelerate from around 8 percent this year 
to roughly 3 percent by 2028, and healthcare earnings 
growth is forecast at just over 2 percent this year, the 
weakest of any sector, with earnings revisions running at 
minus 8 percent and the pharma and biotech sub -sector 
down close to 40 percent on a relative basis year to date. 
These are not small corners of the index, and 
downgrades here carry weight at the aggregate level 
even while other parts of the market hold up reasonably 
well.

• Fourth, Australia simply doesn't have enough technology 
exposure to support the overall index, and the exposure 
it does have remains under pressure from the disruptive 
effects of AI rather than benefiting from the theme the 
way the largest offshore markets have. Information 
technology is only around 2 percent of the index by 
weight and roughly half a percent of earnings, software 
and services are down close to 24 percent on a relative 
basis year to date, and sector earnings growth is 
forecast at less than 1 percent this year. Consensus 
earnings growth for Australia over the next two years 
also sits well below the broader Asia -Pacific region, 
where AI -exposed markets such as Korea are seeing 
earnings growth measured in the hundreds of percent 
rather than single digits.

• Fifth, there is a real risk of a policy misstep, whether from 

the RBA or from government. Markets are reasonably 

good at pricing known risks, but a policy error - tightening 

too far, too fast, or fiscal decisions that further squeeze 

households - is harder to price in advance and has the 

potential to do more damage to sentiment and earnings 

than any of the other four headwinds on their own.

But this is only half the story … 

We know this is only half the story. There are genuine 

positives for the equity market, but in our view, they are not 

broad enough or strong enough to carry the entire index 

higher, even if they will continue to provide support at the 

individual stock level. 

To recap the positives: Australia doesn't have a valuation 

problem, and frankly we never thought it did, even when the 

market was trading on a peak multiple of 23 times earnings. 

The index has since de -rated to around 17 times forward 

earnings, only modestly above its ten -year average of 16.4 

times and not far off the 1992-2016 long-run average of 14.9 

times. That means there is no aggregate de -rating pressure 

sitting over the entire market the way there might be if 

valuations were genuinely stretched.

In addition, falling energy prices should alleviate some of the 

inflationary and cost pressures households and businesses 

are facing as we move deeper into the year. Following the 

de-escalation around the Strait of Hormuz, oil price forecasts 

have been cut to around 80 dollars a barrel by year end, 

down from 90 previously, which should provide a meaningful 

boost to household purchasing power through the second 

half of the year.

But perhaps the most important tailwind is a resilient global 

economy, one that has sustained itself through recent Mid -

East geopolitical turmoil. Twelve -month US recession 

probability estimates have been pared back to around 15 

percent, in line with the long-run average and down from 25 

percent before the US -Iran agreement, while June flash 

PMIs across developed markets point to growth running 

close to trend as the drag from the conflict unwinds. 

The AI capex cycle continues at pace globally and is 

increasingly dragging in stocks and sectors that sit both 

upstream and downstream of the theme, including power 

infrastructure and electrical equipment, servers and racks, 

networking and interconnectivity, and picks -and-shovels 

exposures such as the miners that supply critical minerals 

into the build-out. The top five hyperscalers are now
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Australian valuations are reasonable
Price Earnings Ratio - 12-month forward earnings

Source: Macquarie Strategy
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expected to spend in the order of 750 billion US dollars on 
capex this year, up roughly 80 percent on last year, rising 
towards 920 billion in 2027, and that investment momentum 
is increasingly broadening out beyond data centres into 
energy, industrials and infrastructure.

Heading into the August reporting season, we think this 
backdrop argues for staying selective rather than stepping 
back from the market altogether. Consensus full -year 
earnings growth for the ASX200 sits at around 13 percent, 
but that headline number disguises enormous dispersion: 
Materials earnings are tracking towards growth of close to 46 
percent, while technology is barely growing at under 1 
percent, energy earnings are down around 15 percent and 
utilities are down around 9 percent. 

Materials alone has driven the bulk of the index's earnings 
momentum this year. In our view, peak earnings growth 
expectations have now likely been reached, and breadth is 
narrowing rather than broadening. We continue to favour 
quality balance sheets, pricing power and resilient earnings 
streams over leverage, discretionary exposure and rate 
sensitivity. 

Within banks, where price targets across the sector sit 
meaningfully below current trading levels, we are watching 
margin trends and bad debt provisioning closely given where 
we sit in the cycle, and we remain wary of consumer 
discretionary names with limited ability to pass through cost 
pressure. We also think it pays to look through to the 
businesses benefiting from the global AI capex cycle, even 
where the exposure is indirect, such as picks and shovels 
(miners) as well as those which support the infrastructure 
needs of data centres.

While this is a reasonable list of positives, we see these 
global tailwinds as supports against downside risk rather 
than drivers of upside potential for the Australian market, 
particularly while domestic concerns remain front and 
centre. It is also worth flagging that the part of the global 
market most levered to the AI and capex theme is itself 
looking crowded: price momentum as a factor looks more 
overbought now than at any point in the past 26 years, 
positioning looks stretched on most crowding measures, and 
momentum has effectively become synonymous with the AI 
trade.

ASX200 IT sector weight is small
ASX200 market capitalisation weight – percent %

Source: Macquarie Quant
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That is not a reason to chase the global theme any harder 
than it is a reason to chase domestic cyclicals –  in both 
cases, the risk -reward looks better served by patience. No 
one likes a rangebound market, and no one likes it when 
large parts of the index are facing earnings downside risk at 
the same time, because it creates the sense that the market 
is working hard just to stand still.

But before we get to the next genuine economic up -swing –  
which we think is more likely to be measured in years rather 
than something to be traded tactically –  and before we can 
begin to properly factor in rate cuts from the RBA, we think 
the market has to swallow some medicine first. If a 
rangebound market trading between 8,400 and 9,100 is the 
worst outcome from here, that is not too bad in the scheme 
of things. The lucky country will once again have been lucky 
to navigate another tightening cycle, alongside a fair degree 
of policy upheaval at a federal level, with only a few 
scratches to show for it.

Jason and the Ten Cap team 

Earnings ‘g’ has been improving
ASX300 forward PE vs Change in consensus earnings %

Source: Macquarie Quant
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Let’s Keep Talking 

Investor Relations

info@tencap.com.au

tencap.com.au

Sydney

Level 4, 151 Macquarie Street, 

Sydney

NSW 2000, Australia

+61 2 7241 4388

Material Matters:

On 29 September 2025, Ten Cap Investment Management Pty Ltd ACN 682 019 987, the investment manager of the Fund, was granted its 
application to vary its Australian financial services license, to provide general financial product advice to retail and whol esa le clients. There have 
been no material changes to the Fund in terms of key service providers, the risk profile, investment strategy or changes to indi viduals in the 
investment team who play a key role in the investment decisions of the Fund. The Fund is classified as a hedge fund in accord anc e with the 
Australian Securities and Investments Commission, Regulatory Guide 240 ‘Hedge funds: Improving disclosure’. This classificati on is based on the 
fact that the Fund currently exhibits two or more characteristics of a hedge fund, being: 1) complexity of investment strateg y or structure; 2) use of 
leverage; 3) use of derivatives;  4) use of short selling; 5) charges a performance fee. This information contains general infor mation only and is not 
intended to represent specific investment or professional advice. The information does not take into account an individual’s personal financial 
circumstances, objectives or needs. Before making an investment decision, you should consider obtaining professional investme nt advice that 
takes into account your personal circumstances and should read the current target market determination and offer document bef ore making an 
investment decision to acquire or to continue to hold units in the Fund.

This material is issued by Ten Cap Investment Management Pty Ltd ACN 682 019 987 Australian Financial Services License (AFSL No. 565368) 
(‘Ten Cap’). Ironbark Asset Management (Fund Services) Limited ABN 63 116 232 154 AFSL 298626 (‘Ironbark’) is the responsible  entity for the 
Fund referred to in this document. The product disclosure statement (PDS) and target market determination (TMD) for the Fund is available from 
https://www.ironbarkfg.com.au/investment-solutions/corporate -trustee or by calling MUFG on 1800 883 072. This material contains general 
information only. It is not intended to provide you with financial product advice and does not take into account your objecti ves , financial situation or 
needs. Past performance is no indication of future performance. This publication is based on information considered to be rel iable. Opinions 
constitute our judgement at the time of issue and are subject to change. No representation, warranty or undertaking is given or made in relation to 
the accuracy or completeness of the information presented in this document. Except for liability which cannot be excluded, Te n C ap and Ironbark, 
and each of its directors, employees, agents and related bodies corporate, disclaim all liability in respect of any error or inaccuracy in, or omission 
from, this document and any person’s reliance on it.

https://www.ironbarkfg.com.au/investment-solutions/corporate-trustee
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