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Signal in the noise: Structural oo

tailwinds that are driving
global growth

Just as we were moving beyond the tariff shock of 2025, the
oil supply shock struck with the US and Israel intervention
in Iran. Despite warnings of a bearish outcome from the
broader market, Ausbil carefully assessed the situation and
concluded that a quick resolution by June, even in the face
of risks, was the most probable outcome. What underpins
our more optimistic outlook, and how are we seeing equity
markets now, and importantly, in FY27?

10 minute read

Key points

A paradigm shift away from globalisation that began with Brexit and Trump’s first presi-
dency, and has been exacerbated by the 2019 COVID pandemic, Russia’s invasion of
Ukraine, the 2025 tariff shock and the Iran oil shock of 2026, is showing structural op-
portunities in equities.

The US and China remain key drivers of global growth, with Japan set to increasingly add
to world demand with the reflation of its economy after more than 30-years of deflation.

The reindustrialisation of the US under President Trump, and the reinforcement of US
supremacy in world trade is adding to global growth and equity opportunity.

The productivity miracle, with the addition of Al, is driving major global capital expenditure
into technology infrastructure and in productivity investment by businesses, creating a
long growth pathway that is only in its infancy.

Despite significant tariff noise from market bears in 2025 and with the oil shock of 2026,
the world economy is forecast to grow in 2026 and 2027, albeit at a slower pace. Our
initial forecast of accelerating synchronised global growth may not be realised due to the
oil shock and a price level shift in Brent crude oil to around US$90 per barrel. We see the
pace of global growth similar to levels registered for 2025 at 3.3%.

We see the major growth drivers of Australian equity market performance in 2026 and
2027 being:

- The ongoing strength of metals and critical minerals.
- Australia’s leading technology companies generating outperformance as they monetise Al.

- Domestic productivity and inflation challenges, favouring global earnings streams.
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The shift away from globalisation: putting the multiple shocks into
perspective

Never waste a crisis. One thing we learned from Brexit in 2016 was that fears of a major economic
fallout from such a fundamental change in relationships — with the UK ceding from the European
Union — were largely unfounded. The UK and the EU resumed ‘business as usual’ under a new set
of rules. President Trump’s goading of China on trade and intellectual property during his first presi-
dency, while problematic, was also not a disaster. Rather, the world was coming to terms with the
idea that globalisation as we knew it (think blocs like the EU, World Health Organisation, United Na-
tions, IMF and World Trade Organisation) was fading, in favour of an increasingly bilateral approach
to international relations. The invasion of Ukraine by Russia in 2022, now a war that sadly persists
today, underscored the risks around both energy ‘ransom’ and defence. With the US/Israeli action
in Iran in 2026, and the closure of the Strait of Hormuz blocking some 20% of the world’s crude oil
supply, the themes of energy and defence security have only been underscored, as has the continu-
ing shift to deglobalisation.

The rise in investment to reduce global vulnerability in energy and defence

In 2022, the invasion of Ukraine prompted Ausbil to review our overall outlook for equities consider-
ing the fundamental shifts that were occurring in globalisation. Ausbil noted at the time that we were
entering a ‘materially different’ investment environment where industrial policy is paramount, and
that the next 30 years would be materially different from the last 30 years. This deglobalisation has
been a complete reversal of what began under George Bush Sr in 1990 with the fall of the Berlin
Wall. To make sense of this new world, you needed to see it through the eyes of a defence analyst,
making sure that the economy has sufficient redundancy and independence built into it, and that
it can withstand shocks. In such an environment, industrial policy becomes paramount, leading
to increased investment in energy infrastructure, defence and aerospace, technology and artificial
intelligence, port infrastructure and shipbuilding, and securing supplies of critical minerals.

Figure 1: Defence spending in Europe is rising dramatically
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Source: European Council, as of 5 August 2025, Ausbil projections as at September 2025 based on assumed cashflow of
existing stated commitments.

The secular growth themes we identified in 2022 continue to hold today and have only been re-
inforced by the 2025 tariff shock and 2026 oil supply shock. These themes included accelerating
energy transition and energy independence; the importance of food and energy supply; a rising
trend in defence spending, especially in Europe (Figure 1); increasing independence — especially in
the US — with a shift to ‘made at home’ policy and re-shoring; and the emergence of new strategic
alliances in the face of de-globalisation, such as AUKUS (the trilateral security partnership between
Australia, the United Kingdom and the United States).
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The structural growth drivers of China and Japan

From a growth perspective, the world continues to benefit from China as an above-average growth
engine. In addition, we are now set to benefit from Japan as it moves from structural deflation to refla-
tion, adding significant demand to the world economy, and for Australian resources.

Figure 2: China’s economy is shifting up to a whole new level
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Source: Ausbil, as at March 2026.

China’s 15th Five-Year Plan (2026-2030) prioritises technological self-reliance, innovation in ad- ‘ ‘
vanced manufacturing and green technologies, and domestic consumption over traditional infra-
structure stimulus. This framework supports demand for electrification-linked metals like copper,
aluminium and battery materials, while constraining bulk commaodities tied to construction (Figure 2). Chiﬂa’s 1 5th Five-

Copper and aluminium benefit from grid modernisation, renewables and EV expansion. Battery Year Plan (2026—
metals gain from policy-backed energy storage and vehicle production, alongside advanced materi- D

als for semiconductors and high-tech sectors. Iron ore and coking coal also remain key inputs for 2030) prlOl’ItlSeS
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China’s move towards greater technological self-reliance and their scale adoption of renewable . : .
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Figure 3: China leads the world in the adoption of renewables
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Source: IEA, Macquarie Equities, April 2026.

In addition to China, it has become apparent to Ausbil that the secular reflation of Japan’s economy
after over 30-years of deflation is increasing (Figure 4). Japan has shifted to a pro-growth policy set-
ting that is positioning the economy to grow, improve productivity and add weight to global demand
as a key export customer of Australian resources.

Figure 4: Japanese reflation: FY26 fiscal expansion, the largest in history, to sustain growth
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Source: Ausbil, FactSet as at March 2026.

The Re-industrialisation of the US

Under both his first and second terms, policy under Trump has moved the US away from globalisa-
tion and towards an internalised investment policy as he seeks to shore up America’s position as
the leading world economy. This has seen a fundamental change in world trade relations in 2025,
and the exercise of the military power of the US in both Venezuela and Iran in 2026. US policies
have sought to add to US economic activity with US tax cuts, industrial policy investment incentives,
significant deregulation, and tariff exemptions for key industries.
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However, most significantly has been the shift to America first policies in terms of re-shoring,
securing intellectual property rights and adding new sources beyond China for key resources es-
sential for industrial and defence applications. A clear example of this is the Rare Earths/Ciritical
Minerals Executive Order to shift supply chains away from China. Rare earth elements are used
in military applications, and hence realigning supply chains to the US and allied nations is seen as
a national security issue. However, the western world’s refining capacity has been limited given
the poor economics created by China’s dominance, but this has materially changed given the
US government’s intervention via a floor price mechanism, which is likely to be adopted by other
allied nations.

In the active reindustrialisation of the US, which represents major investment in US employment
and productivity, Trump has implemented a range of policies, including: US$500 billion Al infra-
structure project, Stargate, with an immediate US$100 billion allocation to data centres; tax cut
extension in July 2025; pledge investments with Apple for another $US100 billion in domestic
manufacturing and converting grants to equity in Intel Corp; securing billion-dollar US investment
pledges from Japan and Korea; and the launch of a US$12 billion stockpile of critical minerals.

Al and the boom in technology-driven productivity and investment

The boom in Al and its potential to revolutionise the productivity of every industry is another key
structural growth driver. One of the areas for Al investment is in the capacity to store and process
data. Looking at US hyperscalers, the current committed capex for 2026 alone is around US$1.9
trillion when you combine 2025-2027 estimates, nearly the entire market cap of the ASX 200
(Figure 5). However, this capex spending is more than covered by the US$2.2 trillion in operating
cashflows that US hyperscalers are projected to generate in the same period, highlighting the
coverage these companies have for their Al investment spending.

Figure 5: Al is driving a major capex boom well supported by future cashflows
Hyperscaler CapEx Growth
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This investment in Al may provide a major structural tailwind in universal productivity for compa-
nies and sets a base for significant future resources demand in the form of energy, copper and
critical minerals for the generation, transmission and storage needed by Al infrastructure.
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The recent oil shock and the outlook for economic growth

The US military action in Iran has destabilised some 20% of the world’s oil production (though Iran
only accounts for some 3-4%), primarily through disruption of supplies in the Strait of Hormuz.
This has shocked oil prices (Figure 6).

Figure 6: Is history any guide? US/Israel attack on Iran
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Source: Ausbil, Bloomberg as at 14 April 2026. Base oil price for WTI, not adjusted for inflation. Shows oil price over time
against major events. Applies a geometric mean.

The oil price initially rose to US$119/bbl with the strike, up aimost double from levels of US$67 just
before the strike; however, the price fell back to around US$90/bbl as the US shifted in April to shut
down the military action and reopen the Strait of Hormuz. The oil price is likely to remain elevated
and volatile until a resolution is agreed on the flow of Middle Eastern ail.

We believe that the US action in Iran, although extensive, is likely to be of a relatively short duration.
At this stage, Ausbil is projecting that the current oil-driven energy shock will be relatively short, giv-
en the underwriting of the passage of oil by the US, and the geopolitics of self-interest for the US and
surrounding Gulf States in stabilising the flow of oil. Having had its infrastructure severely damaged
in the short war, it is also in Iran’s interests to obtain a resolution in order to rebuild its national assets.

Mitigating the risks is the fact that the US action in Iran is intended to be short and sharp, focused
on reducing its perceived nuclear risks. Public statements from the US administration have indicated
that the conflict would be short in duration.

In the immediate term, first-round effects are being felt by consumers in higher energy prices
through petrol prices at the bowser - lifting inflation and weighing on growth. Further pressure is felt
indirectly through secondary inflation in goods, services, and food inflation from higher transport
and production costs.

Despite the significant disruption in global energy, Ausbil’'s outlook for Australian and US economic
growth remains positive for 2026, and with some exceptions in oil-exposed sectors, the outlook for
Australian earnings growth remains in the mid double digits for FY26 and FY27.

— T — — — —
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Table 1: Global growth - 2026(f) adjusted for base case scenario (65%), assumes $90/
bbl sustained for 12-months

Real GDP Long run average 2026 2026 .

year average % 2010 to 2019 (pa) Ausbil (f) Scenario higher oil =

(data as at Pre-Shock Brent at ~$90 =

7 April 2026) Acceleration Base Case E
Brent Oil ~$60 3

United States 2.3 2.4 2.1

Japan 1.2 1.0 : 0.4

Euro Area 1.4 1.4 : 0.9

China 7.7 4.5 4.2

India 7.0 6.5 5.7

Australia 2.6 2.3 : 1.8

Global GDP 3.7 3.6 : 3.3

Source: Ausbil forecasts, as at 7 April 2026. (f) denotes forecast. Numbers are rounded to one decimal place. *Revised
lower on front-loading of rate hikes, was 2.8% for 2026.

With the current oil supply shock, on Ausbil’s outlook, our ‘il scenario’ GDP forecasts will see US
growth lower at 2.1% (was 2.4%), Europe at 0.9% (was 1.4%), and China at 4.2% (was 4.5%). Austral-
ian growth slows with the front-loading of rate hikes to 2.3% (from our projection of 2.8%). Should oil
remain elevated for 12 months, the Australian economy will slow further to 1.8% on our estimates.
Ausbil sees global economic growth at +3.3% for 2026. This growth backdrop remains supportive
of earnings growth. The oil scenario for slower growth in Table 1 simply illustrates the impact on
growth should the oil price remain elevated for 12 months. It should be noted that in such a case,
the supply shocks experienced during COVID are a multiple of the potential impact from the current
shock, based on our current assessment of this concentrated military action in the Middle East.

The outlook for earnings growth

Earnings growth has been negative in the last three financial years due to a range of challenges. The
outlook for FY26 and FY27 is for a return to positive growth (Figure 7).

Figure 7: The path of earnings is looking better
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At a sector level, Ausbil is forecasting positive EPSg across all key segments, with resources a major
driver in FY26 and FY27. Despite the current risks in the Middle East, and an elevated oil price, Ausbil
believes the outlook for earnings growth is positive looking forward.
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While the economy is expected to slow with the impact of higher oil, Ausbil's outlook for +2.3%
in growth for Australia remains supportive of equities, and most importantly, positive earnings
growth. We see more opportunity in equities and strong, more broad-based earnings growth
ahead of consensus. At the start of calendar 2026, on the back of a significant rerating in com-
modity prices in Q4 2025, and an even more promising outlook for growth, consensus has in-
creased their FY26 EPSg to +13.7%, with Ausbil more positive again with an EPSg expectation of
+15.2% for FY26 and +13.4% for FY27 (both for the S&P/ASX 200), largely on a better outlook for
resources than the market (Figure 8).

Figure 8: Ausbil v consensus earnings growth outlook FY26
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In FY27, we are again forecasting earnings to be ahead of the market, driven by resources, a
recovery in financials and strong growth in the industrials sector (Figure 9).

Figure 9: Ausbil v consensus earnings growth outlook FY27
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Where are we seeing opportunity?

Despite significant tariff noise from market bears in 2025 and with the oil shock of 2026, we are
forecasting the world economy to grow in 2026 and 2027, albeit at a slower pace. We see the
pace of global growth for 2026 at 3.3%, similar to levels achieved in 2025.

Given that we expect a positive growth backdrop for 2026 and 2027, and with interest rates at
manageable levels and unemployment at secular lows, companies are looking into two years of
positive earnings growth. Consensus expects FY26 EPSg of +13.7%, with Ausbil more positive
again with an EPSg expectation of +15.2% for FY26, and +13.4% for FY27 (both for the S&P/ASX
200), largely on a better outlook for resources than the market.

Underpinning our outlook for earnings are major secular growth themes, including the ongoing
strength of metals and critical minerals, Australia’s leading technology companies monetising Al,
and domestic productivity and inflation challenges favouring global earnings streams over local.
With the volatility and uncertainty in markets, an active approach to equities makes sense, par-
ticularly in seeking earnings and earnings growth, and avoiding surprises.
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DISCLAIMER

This material is issued by Ausbil Investment Management Limited ABN 26 076 316 473, AFSL 229722 (Ausbil) as at 21 May 2026 and is subject to
change. The material is not intended to provide you with financial product advice. It does not take into consideration the investment objectives, financial
situation or needs of any person. For this reason, you should, before acting on this material, obtain professional advice from a licensed financial adviser
and read the relevant Product Disclosure Statement which is available at www.ausbil.com.au and the target market determination which is available
at www.ausbil.com.au/invest-with-us/design-and-distribution-obligations. Any references to particular securities or sectors are for illustrative
purposes only. It is not a recommendation in relation to any named securities or sectors. The material may contain forward looking statements which are
not based solely on historical facts but are based on our view or expectations about future events and results. Where we use words such as but are not
limited to ‘believe’, anticipate’, ‘expect’, ‘project’, ‘estimate’, ‘likely’, ‘intend’, ‘could’, ‘target’, ‘plan’, we are making a forecast or denote a forward-looking
statement. These statements are held at the date of the material and are subject to change. Forecast results may differ materially from results or returns
ultimately achieved. Please note that this material may contain forward looking information (such as estimates or forecasts) which are not based solely
on historical facts but are based on assumptions and judgement of Ausbil about future events and results. Any views, forecasts or opinions are held
at the date of this material and are subject to change without prior notice. Any projections provided in this material are estimates only and may not be
realised in the future. The views expressed are the personal opinion of the author, subject to change (without notice) and do not necessarily reflect the
views of Ausbil. This information should not be relied upon as a recommendation or investment advice and is not intended to predict the performance
of any investment or market. The actual results may differ materially from those expressed or implied in the material.

Ausbil gives no representation or warranty (express or implied) as to the completeness or reliability of any forward-looking statements. Such forward
looking statements should not be considered as advice or a recommendation and has such should not be relied upon. To the extent permitted by law,
no liability is accepted by Ausbil, its officers or directors or any affiliates of Ausbil for any loss or damage as a result of any reliance on this information.
While efforts have been made to ensure the information is correct, no warranty of accuracy or reliability is given, and no responsibility is accepted for
errors or omissions. Any opinions expressed are those of Ausbil as of the date noted on the material and are subject to change without notice. Figures,
charts, opinions and other data, including statistics in this material are current as at the date of publication, unless stated otherwise. The graphs and
figures contained in this material include either past or backdated data, and make no promise of future investment returns. This material may include
data and information (including research, quotes, commentary) from a third party. While we believe that the data and information to be reliable at the time
of the material, we make no representations or warranties as to its accuracy or completeness. All trademarks, logos and brand names are the property
of their respective owners. The use of the trademarks, logos and brands does not imply endorsement.
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