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Australian Equities at Mid Year: Momentum Reigns, Fundamentals Wait Their Turn

Australian equity markets remained volatile through the June quarter, with valuations and stock dispersion staying near
historic extremes. Momentum, rather than fundamentals, was the dominant factor globally — the NASDAQ posted its
strongest quarterly gain in 25 years, and the Philadelphia Semiconductor Index and the Korean semiconductor led
market rose sharply, while fundamentally-driven strategies broadly lagged.

Within that backdrop, fundamental value continued to outperform fundamental growth, though both trailed momentum-
driven flows.

Concerns around the domestic economy intensified over the quarter, centered on softening housing sentiment, elevated
inflation rate, and lingering uncertainty tied to the Federal Budget. The $12 trillion housing market remains a key swing
factor for confidence, and investors are reassessing growth assumptions for domestic consumer-facing businesses.

Australian banks also began trading more like cyclicals again, with several brokers modestly downgrading earnings on
concerns over softer lending volumes and increased mortgage competition — even as banks themselves cut rates to
defend market share. During the quarter, SME focused Judo bank reported a deterioration in its credit book, with a
modest $20m increase in credit provisions triggering a 40% share price fall on the day, wiping out roughly $400m in
market value. Is this the first crack in an otherwise unbeatable credit cycle? We remain materially underweight the
sector, and continue to view current valuations, particularly CBA, as difficult to justify against history, global peers, and
quality alternatives on the ASX.

Globally, the healthcare sector staged a sharp recovery after a period of heavy selling, with CSL rallying roughly 30% off
its lows — broadly in line with a ~40% rebound in the broader US healthcare index following earlier concerns around US
policy pressure on the sector.

Easing geopolitical risk also supported markets: fears over a Strait of Hormuz closure earlier in the year proved larger on
paper than in practice, as the global energy system demonstrated more flexibility than anticipated — the US stepped up
exports, and demand adjusted.

Reflecting these dynamics, the key aspects of sector positioning is as follows:

o Energy: We have substantially lowered our active weight in energy, having entered the year with a large
overweight that we have progressively reduced following strong sector performance and the de-escalation of
Middle East supply risk.

o Resources/Commodities: We have also reduced our active exposure to resources names. Base and precious
metal miners had a strong run over the past year but pulled back meaningfully in the most recent month, and we
are now back to an underweight position in miners. We continue to hold no exposure to gold stocks.

¢ Healthcare: We have added to healthcare, which now represents approximately 10% of the portfolio, anchored
by CSL and Cochlear. Cochlear was added following an approximately 40% share price decline earlier in the
year, consistent with a broader pattern of former market darlings being heavily de-rated on cyclical and
sentiment-driven concerns.

Lazard Asset Management 1

For Financial Professional Use Only. Not for Public Distribution



e Hard assets and Idiosyncratic: We have increased exposure to company-specific opportunities including
James Hardie and Reliance, both trading at attractive valuations near the low point of the US building cycle; as
well as Aristocrat and Treasury Wine Estate, where we see internal catalysts to delivery a re-rating largely
independent of the macro cycle.

o Real Estate: We have increased REIT exposure following sector underperformance, adding Stockland, a hard-
asset holding trading at a discount to NTA, with defensive income characteristics.

o Technology: We continue to maintain no exposure to Information Technology, reflecting ongoing caution around
Al-related disruption risk and valuations across domestic software names.

e Banks: We maintain limited exposure to Australian banks, where valuations remain elevated relative to historical
averages despite modest earnings growth prospects

In our view, maintaining a disciplined focus on sustainable business models and valuation is key to identifying
companies capable of delivering sustainable returns. We have three broad themes in our portfolios, which have
remained unchanged from last quarter.
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Consumer

Preferencing secure
industry positions and solid
balance sheets.

Delivering strong earnings

Hard Assets

Minimal to zero Al
disruption risk.

High replacement costs and
predictable cash flows.

Idiosyncratic

Stocks with value drivers
that are not solely
dependent on the economic
cycle.

We include Health Care in
this theme.

growth and trading at
attractive prices.

Outlook - Thinner Markets, Sharper Moves

We believe the market remains both expensive and distorted relative to long-term valuation norms. While the pull-back
from the extremes of Q3 2025 has driven positive relative performance for our portfolios, markets appear to have only
partially normalised, with valuation dispersion still elevated. We are also observing greater day-to-day and reporting-
season volatility across stocks, which may reflect reduced market depth as passive ownership continues to grow.
Against this backdrop, we remain focused on companies with resilient balance sheets, durable earnings and
idiosyncratic growth drivers, while remaining selective around cyclically exposed names. If market valuation were to
continue to normalize, we believe our value strategies are likely to outperform, reflecting those observed following prior
peaks in valuation dispersion.
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Important
Information
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As of 10 July 2026.

The information in this document about the Lazard
Australian Equity strategy, Lazard Select Australian
Equity strategy and Lazard Defensive Australian
Equity strategy (the “Strategies”) was prepared by
Lazard Asset Management Pacific Co ABN 13 064
523 619, AFS Licence 238432, Level 12 Gateway, 1
Macquarie Place, Sydney NSW 2000 (“Lazard
Pacific”). The information is as at the date of this
document unless otherwise stated. This document
contains general financial product information only
and does not take account of your individual
objectives, financial situation or needs. You should
get professional advice as to whether investment in
the Strategy is appropriate having regard to your
particular investment needs, objectives and financial
circumstances before investing.

This content represents the views of the author(s),
and its conclusions may vary from those held
elsewhere within Lazard Asset Management. Lazard
is committed to giving our investment professionals
the autonomy to develop their own investment
views, which are informed by a robust exchange of
ideas throughout the firm.

Certain information referenced herein contains
“forward-looking statements”, identified by the use
of words such as “may,” “will,” “should,” “expect,”
“anticipate,” “target,” or “believe,” or the negatives
thereof or comparable terminology. Due to
uncertainties regarding the future, actual events may
differ materially from those contemplated in such
forward-looking statements. Due to uncertainties
regarding the future, actual events may differ
materially from those contemplated in such forward-
looking statements.

Certain information included herein is derived by
Lazard in part from an MSCI index or indices (the
“Index Data”). However, MSCI has not reviewed this
product or report, and does not endorse or express
any opinion regarding this product or report or any
analysis or other information contained herein or the
author or source of any such information or analysis.
MSCI makes no express or implied warranties or
representations and shall have no liability
whatsoever with respect to any Index Data or data
derived therefrom. The MSCI Index Data may not be
further redistributed or used as a basis for other
indices or any securities or financial products. Past
performance is not a reliable indicator of future
results.

The securities mentioned are not necessarily held by
Lazard for all client portfolios, and their mention
should not be considered a recommendation or
solicitation to purchase or sell these securities. It
should not be assumed that any investment in these
securities was, or will prove to be, profitable, or that
the investment decisions we make in the future will
be profitable or equal to the investment performance
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of securities referenced herein. There is no
assurance that any securities referenced herein are
currently held in the portfolio or that securities sold
have not been repurchased. The securities
mentioned may not represent the entire portfolio.



