
Market and Economic Conditions Update 

July was a volatile month, driven by a
reassessment of the AI trade, as the focus shifted
from AI demand to monetisation. A re-escalation
of the US-Iran hostilities saw oil prices spike, and
at the end of the month US Fed Chair Warsh
signalled a hawkish bias. 

Australian equities had its best month since
February driven by strength in Energy Sector and
rotation into the Financial Sector, outperforming
global indices. 

Domestically, the RBA cash rate remained at
4.35%, with no meeting held in July. The key
domestic data was inflation (CPI) for the quarter
which was slightly lower than expected but still
above the RBA’s target band. 

Global equity markets were mixed, with returns
dragged mainly by Japan, offsetting a late month
rotation into cyclicals in the US. The S&P finished
flat for the month at -0.1% whilst European stocks
edged higher. Japan lagged as an
AI/semiconductor unwind met a sharp yen rally in
late July. Central banks remained on hold, with
the US Fed, European Central Bank and BoJ all
keeping policy rates unchanged.

As at 31 July 2026

Global listed property (AUD hedged) returned +2.3% for the
month, bringing the six-month return to +9.3%. Infrastructure
performed positively, returning +0.2% for the month, +8.4%
over six months and +15.6% for the year.

Real Assets

The S&P/ASX200 returned 2.3% in July, taking the six-month
return to 2.9% and one year to 6.0%. In the month of July, at
a sector level, the best performing sectors were Energy
(+12.2%), Financials (+5.8%) and Healthcare (+2.2%).
Underperforming sectors included IT (-2.8%), Industrials
(-1.4%) and Utilities 
 (-1.0%). Despite some mid-month pressure on commodity
prices, Materials rebounded at the end of the month with
South32 (S32, +17.2%) and Vault Minerals (VAU, +14.4%)
following critical mineral demand for global AI infrastructure
expansion. Viva Energy (VEA) led the ASX200 in July,
returning +38.5% for the month following the release of its
1H26 trading update. Post a sharp reversal in lithium prices
combined with a weak June quarter operation update,
Liontown (LTR) was the worst performing stock in the
ASX200 in July finishing -42.7%.

Australian Equities

For period ended 31 July 2026 1
month

6
 months

1 
year

Australian Equity
S&P/ASX 200 TR Index AUD

2.30% 2.90% 6.00%

International Equity
MSCI World ex Australia TR Index
AUD

-0.90% 7.60% 10.40%

Property
FTSE EPRA/ NAREIT Developed
NR Index (AUD Hedged)

2.30% 9.30% 17.30%

Infrastructure
FTSE Developed Core
Infrastructure NR Index (AUD
Hedged)

0.20% 8.40% 15.60%

Australian Fixed Income
Bloomberg AusBond Composite 0
Year Index AUD

-0.40% 1.60% 1.10%

International Fixed Income
Bloomberg Global Aggregate TR
Index (AUD Hedged)

-0.90% 0.00% 2.10%

Source: Bloomberg
 Past performance is not a reliable indicator of future performance.1

Period Returns 1

Fixed Income
Fixed income returns were down with the AusBond
Composite Index returning -0.4% and the hedged Global
Aggregate down 0.9%. Domestically, Australian yields rose
with the 3-year up 12.8bps, from 4.37% to 4.50% and the 10-
year up 20.5bps to 4.93% from 4.73% the previous month.  In
the US, the Fed held rates steady at 3.75% despite mounting
inflation pressure tied to the Middle East conflict. 

Global equities had a volatile month with the MSCI world ex
Australia Total Return Index (AUD) returning (-0.9%) for the
month. South Korea’s KOSPI (-22.2%) reversal in July was
the worst monthly decline since the 23% plunge during the
2008 GFC driven by a rapid unwind of AI and semiconductor
valuations. The S&P500 had another month down (-0.13%),
Europe faired slightly better Euro STOXX 50 (+0.6%) while
Japan Nikkei 225 (-8.1%). The equally weighted S&P500 was
up (+1.1%) and the Russell 2000 finished down (-3.1%). 

Global Equities
The Australian dollar strengthened over the month, finishing
July at US$0.70, up 1.6% from the previous month. The
Japanese yen was the standout currency story of the month,
sliding to its weakest level since 1986 to ¥163 despite
repeated intervention by the Japanese Government.
However, there was some reversal at the end of the month
with the USD/JPY coming back down to ¥159 following some
coordinated intervention from the US Treasury and Japan’s
Ministry of Finance. 

Currency Markets

Commodities were stronger in the month of July, with gold up
for the first time in 4 months to US$4,046/oz (+1.0%). Brent
briefly surged to US$100.69/bbl towards the end of July
before finishing the month at US$90.12/bbl.  

Commodities
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AUS Earnings | Sentiment cautious
Through the upcoming Australian earnings period,
consumer/housing sentiment remains cautious following tax
reform, though 2Q consumption held up better than
expected, lifting housing/consumer stocks ahead of
earnings. FY26 ASX 200 Industrials earnings growth is likely
conservative at just 2.6% given weak momentum, while
FY27's optimistic 9% forecast hinges on a slowing-economy
recovery. 

Margin pressure is a growing focus, wage growth (+8%) is
outpacing sales (+5%). Cost-out execution and AI-driven
productivity gains will be differentiators, particularly for ASX
software names. Rising rates favour non-bank Financials, a
stronger A$ helps importers, and shrinking "Defensive"
supply (tech rotation, weak Healthcare) has pushed up
valuations, leaving room for re-rating if Healthcare earnings
stabilize.

EM | Korean Meltdown
Through July, Korean equities plummeted as much as 36%
before recovering slightly to finish the month down 24%.
Earlier in the year, stocks tied to AI supply bottlenecks had
surged, with SK Hynix and Micron both up roughly 300% in
the first half of 2026. That rally was supercharged by heavy
leverage margin debt at hedge funds and leveraged ETFs
worldwide, many of which held overlapping positions in the
same stocks. SK Hynix capitalised on this demand with a
US$26bn capital raise in the US, the second-largest US IPO
ever, behind only SpaceX's listing a month earlier.

US Growth Resilient | Fed on Hold
In Kevin Warsh’s second meeting as Fed Chair, the FOMC
voted 9-3 to hold rates. Markets had overpriced hike odds
(~30%) heading in, but softer core CPI and jobs data
removed the case for tightening. Chair Warsh gave no
forward guidance and downplayed June's soft inflation print
as a factor, though two comments read as dovish: he
watches a broad inflation dataset beyond PCE and he
suggested rising real yields have already tightened
conditions, reducing the need to hike. 

Q2 real GDP rose 1.5% QoQ annualized, with consumer
spending rebounding to 3.2%. AI-driven equipment and IP
investment boosted growth, but a widening trade balance
from AI-related imports and inventory drawdown offset
gains.

Japan | Yen intervention, with US support
Japan's latest intervention combined heavy USD/JPY selling
with US support, signalled coordinated backing for the Yen.
Market response was muted relative to history, reflecting
diminishing returns since Yen weakness aligns with
fundamentals (Japan-US interest rate gap and Japan’s
heavy government debt load). Further intervention is likely if
the Yen unwinds. Gradual BoJ hikes are unlikely to durably
strengthen the Yen, as hikes are already priced in.
Encouraging capital repatriation would be more powerful
long-term, given Japan's large foreign holdings explain
persistent Yen undervaluation. 

Key August Macro events
RBA Policy Decision (11 ), US CPI (12th), US PCE (26 ),
Jackson Hole Symposium (27-29 ), Australia’s Monthly CPI
(26th), and the US and Australian reporting season.
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Overview
July 2026 was defined by rotation. Investors took profits
across the AI supply chain, while the US–Iran ceasefire
agreement unwound, driving energy prices higher and
inflation remained elevated, although lower than
expectations. Markets are still pricing in two more rate hikes
from the FED and ECB, with central bankers continuing to
voice their concern over sticky inflation. Domestically, RBA
Governor Bullock stated that growth will need to slow further
and unemployment will likely need to rise to ensure inflation
returns to target.

The AI Supercycle | MSFT verification
The AI supercycle remains one of the markets dominant
structural drivers, with projections of strong earnings growth
through to 2027, anchored by semi and cloud infrastructure
spending with order backlogs extending into 2027. But
valuation multiples on AI-linked equities leave little margin
for disappointment, and hyperscaler capex is the key swing
factor. 

MSFT results beat expectations, validating its AI strategy:
revenue grew 17% YoY. Azure accelerated to 43% growth,
with guidance of 45% next quarter driven by capacity
expansion and efficiencies. Copilot paid user topped 30
million, more than doubling QoQ as enterprise deployment
broadens. Capex was in-line at $41bn with margins beating
expectations. META results missed on 2Q profitability and
they raised the lower end of their FY26 Capex guidance and
the share price has underperformed its peers since.

Therefore highlighting the combination of accelerating cloud
growth alongside disciplined capex, is exactly the evidence
investors have been demanding to justify continued AI
investment. Results from NVDA 26th Aug, AVGO 8th Sept,
ORCL 14th Sept will remain critical checkpoints for the
thesis.

US Earnings | Strong sales, expanding margins
Q2 2026 earnings are beating expectations by an unusually
wide margin. Despite consensus already anticipating record
26% growth, 87% of companies exceeded estimates (as at
31  July 2026), an all-time high, with the aggregate beat
size at a strong 7%, powered by both stronger sales and
expanding margins. Notably, analysts have kept raising
forward estimates for H2 2026 and 2027, a reversal from the
typical pattern of downward revisions at this stage of the
cycle.

st

Growth is broad-based: all 11 sectors are expanding, with 8
in double digits. Mega-cap tech remains the biggest
contributor, though its share of aggregate growth has fallen
from 90% to 57% as non-AI beneficiaries now contribute
nearly as much (47%) as AI beneficiaries (53%).

Geopolitics | Iran escalation, Oil Unwinds
The US-Iran conflict escalated meaningfully in July, with Iran
attempting a surprise missile strike on US forces on July 27.
WTI reached a peak of $93.26 during the month, before
retracing lower. Ongoing attacks on shipping through the
Strait of Hormuz and Red Sea kept a geopolitical risk
premium embedded in oil throughout the month.  New
negotiations are expected to continue through August,
although these tensions remain one of the most acute near
term macro risks.
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