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Key Messages for Investors

SJolutions

e EPS revisions in Australia have been broadly neutral YTD.
e ASX100 corporate earnings are expected to grow by 3.4% in FY25.

e Valuations for Australian equities remain elevated, while growth expectations remain

subdued.

e Looking ahead to FY26, earnings are currently expected to grow by 9.2%, however,
this is largely dependent on commodity prices.
o Developed market equities currently offer a superior growth outlook over 2025.

Australia’s Reporting Season

The February 2025 reporting season in
Australia was one of the most volatile
reporting periods in recent memory. It
featured a mixed set of results, confirming our
concerns regarding the market's lacklustre
growth prospects in 2025.

Market growth expectations, in aggregate,
have been trending lower over the past year,
heavily impacted by a sharp contraction in
earnings in the Resources and Energy sectors
due to lower commodity prices and input cost
inflation. The ASX100 is now expected to
deliver EPS growth of ~3.4% over FY25, with
lacklustre growth from Financials and
Resources offset by strong growth
expectations for the Information Technology
and Healthcare sectors.

In terms of themes, a resilient consumer,
moderating inflation, stabilisation in the labour
market, the prospect of US tariffs, the lagging
impact of wage growth and the impacts of
recent tax cuts and energy rebates dominated
discussions and outlook statements over the
reporting period.

The results from discretionary retailers and
banks provided clear evidence of the positive
impacts of Stage 3 tax cuts and energy
rebates on domestic consumers over the first
half. CBA, the country's largest bank, called
out the stimulatory effect of these measures,
which is evident in its customers' increasing
savings and spending profile. This led to a
15% reduction in the number of hardship
cases over the December half.

We expect this trend to continue over the
second half, driven by the start of the Reserve

Bank of Australia’s (RBA) rate-cutting cycle
and the lagged impacts of wage growth over
2025. This outlook is supported by the
second-half trading updates from retailers so
far this year, with positive like-for-like sales
growth momentum continuing in January
2025, ahead of the RBA rate cut in February.

However, the favourable tailwinds in the
consumer segment are not moving the dial
from an earnings perspective for the
Australian stock market. Banks and
Resources dominate the market's earnings
trajectory, and the outlook here appears to be
challenged. Bank earnings are expected to
grow by 2.2% in FY26, with the prospects of
capital management initiatives taking a back
seat after weaker-than-expected quarterly
updates from NAB, ANZ and Westpac.

Earnings from the Resources sector are
expected to fall 10.5% in FY25 before
returning to growth in FY26, but this is at the
mercy of commodity price fluctuations and the
pace of the recovery in the global economy
and China, notwithstanding the knock-on
impacts from escalating US tariffs on major
trading partners.

On a positive note, iron ore prices have
remained resilient and above $100 per tonne
despite the 2% decline in Chinese steel output
in 2024. This does provide some upside risk
to earnings for the major miners, with current
mark-to-market earnings projections about
16% higher for BHP in FY26. However,
earning visibility remains poor given the lack
of meaningful production growth from the
majors and elevated geopolitical risks over
2025.
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The growth outlook for the industrial universe
on the ASX (ex-Banks and Resources)
remains much more appealing in FY26.
Earnings are expected to grow by 13%, driven
by double-digit growth from higher-growth
sectors, including Healthcare and Information
Technology. This seems appealing at face
value; however, a forward PE multiple of 30x
for this cohort more than captures the forward
growth trajectory. In our view, this leaves a
narrow path for Australian equities to
outperform and reinforces our relative
preference for Developed market equities in
2025.

Tariff Update

We believe that broad-based tariffs will
significantly and negatively impact global
growth. The Trump administration continues to
pepper the headlines with policy changes that
are difficult to comprehend. As of the time of
writing this update, once again, Canadian and
Mexican tariffs that started on March 4 have
been deferred. The administration ordered a
one-month reprieve for all goods from the new
tariffs that met the 2020 free trade deal (the
USMCA, which then President Trump
secured). This is good news from an
economic perspective as orderly trade flows
will continue; however, the uncertainty it
brings for investors has seen broader stock
markets continue to retreat from the optimism
during the initial months of President Trump's
second term.

SJolutions

Outlook and Positioning

We have not made changes to our current
Dynamic Asset Allocation (DAA) position.

We maintain that investors should lean into
their Strategic Asset Allocation (SAA) during
this period of uncertainty. Balanced risks to
the upside and downside prevail. Recent soft
and hard macroeconomic data have
weakened but remain positive (good retail
sales, greater than "50" Purchasing Managers
Index Services index readings, low
unemployment), suggesting macroeconomic
conditions continue to drift higher. However,
this can abruptly turn with the implementation
of widespread, punitive tariffs and ongoing
policy uncertainty.

We remain alert to shifts in the fundamental
economic data while avoiding the heightened
noise surrounding the daily news flow. We
expect greater clarity in the coming months as
distortions from the California wildfires,
unseasonally cold weather, material inventory
building in the US ahead of the potential new
tariffs and US economic policy becomes
Clearer.
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Defensive Alternatives

Cash

Asset Class

Position

Rationale

Australian Equities
— Large Caps

Neutral

Australian equity valuations look stretched and require a re-
rating in bank and resource earnings which does not seem
forthcoming. Population growth and a resilient consumer
continue to support the economy. Inflation is receding, paving
the way for Reserve Bank of Australia (RBA) cuts. While
Australia does not yet appear to be in Trump’s sights for tariffs
owing to our trade surplus with the US, second order impacts
(particularly in relation to China) cannot be ignored.

Australian Equities
— Small Caps

Slight
Underweight

Supply-side focused stimulus measures in China are not likely
to drive economic growth materially and, by extension, resume
their appetite for Australian natural resources. The prospect of
an all-out trade war further complicate the outlook. This should
disproportionately impact junior miners who make up a large
portion of the Small Caps sector vs Large Caps.

Developed Market
Equities — Large
Caps

Neutral

With valuations already stretched and the US Federal Reserve
more circumspect given the potential for higher inflation, we
see a scenario where current tailwinds turn into headwinds as
the year progresses should a global trade war escalate.

Developed Market
Equities — Small
Caps

Slight
Underweight

With the US Federal Reserve likely to pause its easing cycle we
have moderated our view on global small caps slightly.
Valuations remain somewhat attractive and small companies
tend to be more insulated and domestically focused, shielding
them from the worst of a global trade war.

Emerging Market
Equities

Slight
Underweight

While valuations look attractive on a relative basis, the growth
outlook for China in particular remains challenged. Recent
China stimulus has not yet translated to improved business and
consumer sentiment. With the prospect of tariffs also looming,
some caution is warranted.

Global Listed
Property

Slight
Overweight

Attractive subsector valuations warrant an active approach to
this sector. Office sector remaining structurally challenged but
rental growth and healthy fundamentals are appearing in other
areas of the sector (age care, data management, supply
chains).

Global Listed
Infrastructure

Neutral

With key policy rates lower than this time last year, a key
headwind to the sector is gone. Valuations are attractive versus
long term averages.
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Australian bond yields offer good value and provide safety from
Australian Bonds | Overweight |overseas volatility. Positive supply/demand dynamics in play
with budget deficit likely to be less than government forecasts.

The size of the US fiscal deficit is a headwind given the need
Global Bonds Neutral for funding, however safe-haven buying provides some
support. Japan is still in hiking mode.
‘ “ Floating rate public credit still offers relatively attractive yields
DliErEhiee Neutral as uncertainty remains around the timing of Reserve Bank of
Income Australia (RBA) interest rate cuts.
Conservative Gold acts as a risk-diversifier against a further deterioration in
Alternatives Neutral economic conditions or escalation in geopolitical tensions.

Slight
Underweight

Cash is a balancing item.
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Important Notice: This document has been produced by Lonsec Investment Solutions Pty Ltd ACN 608 837 583 (LIS), a
Corporate Authorised Representative (CAR 1236821) of Lonsec Research Pty Ltd ABN 11 151 658 561 AFSL 421 445
(Lonsec Research). LIS and Lonsec Research are owned by Lonsec Holdings Pty Ltd ABN: 41 151 235 406 (Lonsec Group).
Generation Development Group Limited (ABN 90 087 334 370) is the parent company of Lonsec Group. Please read the
following before making any investment decision about any financial product mentioned in this document.

Warning: Past performance is not a reliable indicator of future performance. Any express or implied rating or advice presented
in this document is limited to “general advice” (as defined in the Corporations Act 2001 (Cth)) and based solely on
consideration of the investment merits of the financial product(s) alone, without taking into account the investors’ objectives,
financial situation and needs. Prior to acting upon any information in this document, investors must do their own investigation
and analysis of the appropriateness of the information or seek independent financial and/or tax advice, having regard to their
objectives, financial situation and needs. Investors must consider reading any relevant Product Disclosure Statement (PDS) or
offer document to assess the appropriateness of this advice in light of their own objectives before making a decision to obtain
a financial product.

Disclosure at the date of publication: Lonsec Research receives a fee from the fund manager or financial product issuer(s) for
researching the financial product(s), using objective criteria. Lonsec Research's rating(s) outcome is not linked to the fee.
Lonsec Research may also receive a fee from the fund manager or product issuer(s) for subscribing to research content and
other Lonsec Research services. LIS receives fees for providing investment consulting advice, approved product lists, model
portfolios to financial services professionals and other advice to clients. LIS’ and Lonsec Research'’s fees are not linked to the
financial product rating(s) outcome or the inclusion of the financial product(s) in model portfolios. LIS and Lonsec Research
may hold any financial product(s) referred to in this document. The product issuer and/or Lonsec Research Representatives
(and/or their associates) may from time to time have holdings in the financial product referred to in this document or in
Generation Development Group (ABN 90 087 334 370). Lonsec Research and LIS manage any potential conflict by
implementing a comprehensive ratings process, information barriers and monitoring program. For information about our
associations and/or relationships with product issuers and Generation Development Group, please refer to our Conflicts of
Interest Statement accessible at lonsec.com.au/important-documents.

Disclaimer: LIS provides this document for the exclusive use of its clients. It is not intended for use by a retail client or a
member of the public and should not be used or relied upon by any other person. No representation, warranty or undertaking
is given or made in relation to the accuracy or completeness of the information in this document, which is drawn from public
information not verified by LIS. Financial conclusions, ratings and advice are reasonably held at the time of publication but
subject to change without notice. LIS assumes no obligation to update this document following publication. Except for any
liability which cannot be excluded, LIS and Lonsec Research, their directors, officers, employees and agents disclaim all
liability for any error or inaccuracy in, misstatement or omission from this document or any loss or damage suffered by the
reader or any other person as a consequence of relying upon it.

Copyright © 2025 Lonsec Investment Solutions Pty Ltd ACN: 608 837 583. This document is subject to copyright of LIS.
Except for the temporary copy held in a computer's cache and a single permanent copy for your personal reference or other
than as permitted under the Copyright Act 1968 (Cth), no part of this document may, in any form or by any means (electronic,
mechanical, micro-copying, photocopying, recording or otherwise), be reproduced, stored or transmitted without the prior
written permission of LIS. This document may also contain third party supplied material that is subject to copyright. Any such
material is the intellectual property of that third party or its content providers. The same restrictions applying above to LIS
copyrighted material, applies to such third party content.
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