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POINTS\OF INTEREST

Trump Tweets, the World Panics,
Markets Party

As may have been expected, the past quarter has seen a continuation of the uncertainty and volatility
which characterised much of the first three months of the year. That is, geopolitical events and uncertainty
regarding President Trump's trade policies have continued to influence global financial markets. The
conflict in Ukraine continued to consume both lives and stockpiles of military hardware; fighting in Gaza
continued to reduce the enclave to rubble, while Trump moved to destroy Iranian efforts to develop nuclear
weapons (which were either “completely obliterated” or suffered “severe damage, but not total damage”,
depending on whether you believe Trump or the International Atomic Energy Agency respectively). While
in the background every nation was trying to work out how to respond to Trump's tariff plans, put on hold
until early July, giving leaders some time to work out just how much they wished to bend the knee before
Trump (shout out to Albanese: don't go mate, stay home and preserve your dignity, you couldn't achieve
anything anyway).
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And how did the stock market react to this chaos and uncertainty? Badly perhaps? A complete meltdown
perhaps? Well no, not at all—over the quarter the benchmark ASX 200 index increased by 7.95%, recording
one of its best quarterly performance results for many years.

While such a strong quarterly performance, well above average returns, should be welcomed, and are
certainly preferred to the alternative, to say that the market performance is just a little surprising is an
understatement. Serious military conflict on two continents, the total disruption of the global trade frame-
work, heightened tension between the two global superpowers — when all of this is coupled with signs of a
weakening Australian economy, why have markets performed as well as they did? That, as the saying goes, is
the million-dollar question.

Certainly, it would not have been unreasonable to expect markets to have struggled over the past few
months. Traditionally, periods of heightened uncertainty have resulted in weak market performance as
investors either opt for the safety of cash or sit on the sidelines, awaiting some clarity. From a macro-
economic perspective, it's hard to argue that Trump's tariff proposals are beneficial for the global economy.
Depending on the particular product or market, it's either a tax on American consumers, a fall in profits for
producers (and other businesses involved in the production chain) or some combination of the two. As for
the other signature financial event of the quarter, the successful passage of President Trump's first budget
(the ‘One Big Beautiful Bill' - a piece of legislation which certainly meets the first adjective but not the
second), probably the most significant outcome is the forecasted extra US$3 trillion that it adds to US
government debt (see the following chart for an illustration of the looming US government debt problem).
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Again, the world seems awash with uncertainty, but markets (both here in Australia and overseas) appear
unconcerned. Why? Well, one theory which seems credible, is simply that the world (be it us as individuals,
corporations, or stock markets) are simply suffering from crisis fatigue.

INVESTMENT PORTFOLIO MANAGERS Page|2




BAIOCCHI GRIFFIN PRIVATE WEALTH Autumn 2025

That is, after what seems like years of crises, dramas and calamities, commencing perhaps at the start
of the decade with the arrival of Covid-19, an indifference to these types of events has manifested itself
in the collective consciousness. This theory would explain market indifference to the latest set of tariff
proposals from President Trump, which has included 50% tariffs on goods from Brazil, punitive tariffs on
members of the so-called BRICs group, and requiring countries to include explicit anti-China trade measures
in any trade agreements with the US. It also explains why the only apparent response to the attacks by the
US on the Iranian nuclear facilities was a very short-lived jump in the oil price, but with barely a ripple on
global stock markets.

From our perspective, such indifference is baffling. As managers of our client’s investment capital, it behoves
us to take steps to protect the investment capital in our care when we believe that markets are vulnerable
to correction. These steps may include holding more cash than usual or perhaps selecting individual invest-
ments with more emphasis on capital protection. That is not to say our goal is to time the market — the holy
grail of selling out at the top and buying back in at the bottom, an impossible goal — but simply that there
are investments with more risk than others and times when it may be appropriate to increase or decrease
exposure to such investments as our assessment of the investment environment dictates. Certainly, our view
over the past six months has been that caution was required, that the strong investment returns during 2024,
which pushed key stock markets to record levels, meant that it was appropriate to allow cash to accumulate
where necessary, and that investments with higher risk profiles should be avoided.

It turns out, however, that this caution was unwarranted. Instead of worrying about capital security and loss
minimisation, we should have pinned back our ears and loaded up on every risky asset within reach. Top of
that list, as usual in this type of situation, is Bitcoin, by now the accepted poster boy of risk sentiment, which
recently hit a new record. Not to be outdone were the so-called ‘meme stocks’, which again attracted the
attention of an army of vociferous traders gathered together on Reddit. Even the briefly unloved mega tech
stocks regained their mojo, with Nvidia Corp recently becoming the first company to hit the US$4 trillion
market capitalisation record.

Bitcoin in AUD — July 2023 to July 2025
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To put Nvidia's stunning rise into perspective, measured in Australian dollars the market capitalisation of
the entire Australian stock market is around A$1.6 trillion, while Nvidia is worth around A$6 trillion. Thus,
Nvidia is worth nearly four times more than every listed company in Australia added together. This is despite
the fact that Nvidia's annual profit is around A$90 billion, while adding together the annual profit of the two
largest companies on the ASX, Commonwealth Bank and BHP, would net you just over A$40 billion, or nearly
half of Nvidia’s profit, never mind the other 2,328 companies on the Australian stock exchange. Of course, it's
certainly true that Nvidia’s growth prospects are infinitely more promising than either Commonwealth Bank
or BHP’s, however one would have to think that Nvidia is ‘priced for perfection’, as the saying goes.

What was interesting is that gold was another ‘investment’ (a label that can only be loosely applied here
- one does not invest in gold, one speculates in gold) that performed particularly well. The reason this is
interesting is that gold's traditional attraction has been as a hedge in times of uncertainty. Gold tends to do
well when it seems like the world is shortly coming to an end (an event, of course, which would typically result
in the loss of any value of the yellow metal —in the event of a complete societal collapse, one imagines that
food and weapons may be more useful than a gold rock). The performance in recent months of both gold,
and risk assets such as Bitcoin and meme stocks, represent something of a contradiction. Buyers of gold are
expecting the worst, while their Bitcoin counterparts believe things can only get better. Clearly, neither of
these two groups can both be right.

However, whether you are talking about Bitcoin, Nvidia, gold or good old Australian blue-chip shares, the
fact was that over the past six months investors who ignored the risks and simply bought every risky asset
in sight were rewarded. On the other hand, investors who worried about the global economy, the impact of
tariffs, falling company profits and geopolitical uncertainty, to name just a few of the issues of concern, were
more likely to underperform on a relative basis.

Our view, which places us in the ‘'more cautious’ camp, is that markets are underestimating and mispricing
investment risks. While the process appears to have taken longer than we had expected, at some point we
expect to see the financial and economic impact of some of the risks we have already outlined. To highlight
just one of those risks—President Trump's trade tariffs—there is near-unanimous agreement among econ-
omists that tariffs are inflationary; the only real debate is over the extent of their impact. We expect this to
become evident in higher than anticipated inflation data in the United States over the remainder of the year,
causing the US Federal Reserve to delay or even cancel any anticipated interest rate cuts. Given the risks to
global growth and current market valuations, we firmly believe a ‘glass half empty’ approach, may for once,
be the correct lens with which to view the world.
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The stock market over the past year

As already mentioned, the stock market recorded an exceedingly strong return over the second quarter
of the year. The key trigger for the strong performance appears to have been the decision in early
April, by President Trump, to delay implementation of his reciprocal tariff plans for 90 days. While this
simply amounts to kicking the can down the road, markets responded enthusiastically, engineering a
spectacular turnaround.

ASX 200 Index -1 April to 30 June 2025
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Some commentators believe markets are operating on the “TACO’ theory, where TACO stands for “Trump
Always Chickens Out’. This theory posits that President Trump’'s modus operandi is to adopt an extreme and
unsustainable position and then back down when markets (particularly the bond market) react negatively.
While there has been ample past evidence of President Trump's willingness to renege on previous decisions
and commitments, we believe the TACO theory overly simplifies President Trump's approach. Our view is that
President Trump's real strategy is to adopt an extreme position on almost all matters, and then to deliberate-
ly back down and accept a seemingly lesser, yet still significant outcome. This is not a case of ‘chickening out’,
but the implementation of a well-known negotiating tactic to almost every situation. This gels with President
Trump's own propensities, being his inclination to view every decision as part of a deal, where there is usually
awinner and a loser.

Regardless of the true intent, markets seized on the tariff pause as a reason to return to the record highs
reached in January 2025. From an Australian perspective, a return to the record high was surprising,
as we continued to see the Australian economy slow during the quarter. While households have been
granted some measure of relief through interest rate cuts in both February and May this year (total-
ling 0.50%), budgets remain challenged via elevated prices for key goods and services such as electricity,
insurance and rent. This has been reflected in company profits, where only companies operating in a few
sectors have been able to meaningfully increase their profits year on year.
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It's clear that over the past quarter the theoretical relationship between company profits and share
prices has not held, as share prices have risen regardless of potential (or actual) profit growth. To illustrate
this phenomenon, one only needs to consider the share price performance of Commonwealth Bank,
shown below.

CBA Share Price — 1 July 2024 to 30 June 2025
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As shown in the chart, Commonwealth Bank’s share price increased from around $120 at the start of July
2024 to around $182 at the end of June 2025, approximately a 48% increase in value. This rapid increase
propelled Commonwealth Bank into the top spot as Australia’s most valuable company, to the point where
it now makes around 12% of total ASX 200 Index.

What is most surprising about this stellar performance, is that Commonwealth Bank is expected to grow its
earnings by only around 5% for the 2025 financial year, a lacklustre effort but one that is also on par for all
of the big 4 banks, being mature businesses in a low growth sector. In this case investors have certainly not
bid up Commonwealth Bank’s share price in anticipation of an explosion in profits; on the contrary, for most
businesses earnings growth of 5% would be seen as a disastrous outcome.

There appear to be two potential explanations to the Commonwealth Bank share price story. Firstly, in a
world where President Trump is able to unwind decades of established global trade policy via a single social
media post, the main attraction of Commonwealth Bank is its stability and safety. The second explanation
is the relentless rise of passive investing. This entails investing in shares through index matching exchange
traded funds that seek to perfectly replicate the makeup of the index. Thus, if an extra dollar is invested in
a passive index fund, 12 cents of this dollar must be invested in Commonwealth Bank shares. As more and
more funds are directed towards passive funds in this manner, more and more money is allocated to the
larger companies, a type of virtuous circle where a rising share price attracts additional investment which
results in a rising share price and so on.

For these reasons Commonwealth Bank’s share price has risen to a level which nearly all financial experts
agreeis overvalued; alevel whichis not justified by the bank’s forecast earnings growth, much like the broad-
er stock market at the moment. Investors may do well to heed the words of economist Herbert Stein, who
may have been accused of stating the obvious when he said, “If something cannot go on forever, it will stop”.
After another stellar year for investment returns, we believe investors may need to temper their expecta-
tions for the year ahead.
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We hope you have enjoyed this edition of our quarterly newsletter. As always, should you have any
queries, questions or feedback, please do not hesitate to contact us. We wish you all the best for the
year ahead.

With kind regards,

FACTS & FIGURES AT A GLANCE

Rate / Value
Australian inflation rate (annual) 2.10% (May)
Australian unemployment rate 4.10% (May)
RBA Cash rate 3.85%
ASX 200 Index 8,773

Australian S vs. US $§ $0.6550

Australian S vs. UK £ $0.4771

Australian $ vs. Euro € $0.5586

This newsletter provides general information only. Before making any financial or investment decisions, we recommend you
consult a financial planner to take into account your particular investment objectives, financial situation and individual needs.

@ BaiocchiGriffinPrivateWealth @ @BaiocchiGriffin www.bgprivatewealth.com.au

T:02 67669000 | F:02 67669779 | Email: enquiries@bgprivatewealth.com.au | PO Box 590 Tamworth NSW 2340



