ASX Market and Australian Macro Narratives for the week ending 30" October 2026

Australian Macro Summary

The Australian economy continues to face persistent inflationary pressures, increasing
the likelihood of further monetary tightening by the Reserve Bank of Australia (RBA).
With annual inflation running at 4.3%, well above the RBA's 2-3% target range,
financial markets are increasingly pricing in the prospect of another cash rate increase.
Elevated living costs, high interest rates, and ongoing inflation continue to weigh on
household spending and business activity, while weaker consumer confidence and
subdued investor sentiment are creating additional challenges for economic growth in
the near term.

Weekly Market Performance

Australian equities finished the week firmly higher, with the S&P/ASX 200 closing at
8,908.10, up 1.3% for the week, while the All Ordinaries ended at 9,025.40, supported
by renewed strength in financials and defensive sectors. Market breadth improved
through the week as investors rotated toward banks and income-generating stocks,
partially offsetting mixed performance across resources and technology following
heightened volatility in US growth sectors.

Technical Structure & Market Leadership

Leadership broadened modestly during the week as banks regained momentum and
defensive sectors attracted renewed buying interest. While resource stocks delivered
mixed performance, financials re-established themselves as the dominant source of
index support. Unlike the US market, where technology concentration remains
extreme, the ASX benefited from diversification across banks, consumer staples, and
energy. Near-term technical direction will depend on whether financial sector
leadership can continue offsetting weakness in consumer-exposed and growth-
oriented sectors.

Macro & Monetary Policy Context

Australia's inflation backdrop became increasingly challenging after annual CPI
accelerated to 4.3% in September, exceeding expectations and remaining well above
the RBA's 2-3% target range. Rising fuel costs, food prices, recreation spending, and
transportation expenses all contributed to persistent inflation pressure. Underlying
inflation measures also remain elevated.

The stronger inflation data has reinforced expectations that the Reserve Bank of
Australia may maintain a restrictive policy stance for longer than previously
anticipated. Bond markets remain highly sensitive to inflation outcomes, while
investors continue to assess implications for household spending, housing activity, and
corporate earnings. Key catalysts next week include RBA commentary, domestic
economic data releases, and developments in energy markets.
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Fiscal or Domestic Economic Factors

Domestic sentiment was influenced by ongoing cost-of-living pressures, elevated fuel
prices, and concerns regarding household consumption. Higher energy costs continue
to impact both consumers and businesses, while inflation remains the dominant policy
challenge. Financial markets also assessed the potential impact of sustained higher
interest rates on mortgage affordability and discretionary spending.

Notable Stock-Specific Movements

Woolworths Group (WOW) traded around A$40.22 and entered a consolidation
phase following a strong rally earlier in the year. First-quarter sales increased to
A$19.35 billion from A$18.48 billion previously, demonstrating continued operational
resilience. The investment case remains predominantly structural, supported by
market leadership, defensive earnings, and reliable cash generation.

Coles Group (COL) came under significant pressure following weaker-than-expected
first-quarter sales growth. Comparable supermarket sales rose just 2.7%, substantially
below Woolworths' growth rate, while heightened promotional activity and fuel-related
cost pressures weighed on outlook expectations. The weakness is largely cyclical,
reflecting competitive intensity and pressure on near-term margins.

Commonwealth Bank of Australia (CBA) continued attracting defensive capital
flows, trading around A$167.12. Strong profitability and operational resilience remain
positive structural characteristics; however, valuation concerns are becoming
increasingly prominent. The recent strength reflects a predominantly structural
preference for quality defensive earnings within a more uncertain macro environment.

Structural vs Cyclical Drivers of Market Performance

Structurally, Australia's banking sector continues to benefit from strong franchises,
pricing power, and investor demand for reliable earnings streams. Consumer staples
remain supported by defensive demand characteristics, while energy companies
benefit from elevated commodity prices.

Cyclically, inflation remains the dominant influence on market performance.
Companies exposed to discretionary spending, margin pressure, and slowing
consumer demand experienced more subdued performance. Resources delivered
mixed outcomes as investors balanced stronger energy markets against uncertainty
surrounding global growth and commodity demand.

Geopolitical Risk Assessment

Structural Risk: Middle East instability continues to pose a risk to global energy
supply availability and shipping routes.

Cyclical Risk: Sustained higher oil prices may worsen inflation pressures in Australia
and increase pressure on households and corporate margins.
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Key Catalyst: Whether geopolitical developments materially affect global crude
supply or remain contained diplomatically.

Specific Event: Diplomatic discussions involving Qatar and Iran continued through
the week, while OPEC+ maintained existing production targets through December.
Markets remain focused on whether negotiations reduce the risk of future military
escalation and associated energy supply disruptions.

Investor Positioning Rationale

Australian investors generally adopted a selective risk-off posture. Capital flowed into
banks, defensive consumer staples, and energy companies while higher-valuation
growth sectors faced greater scrutiny. The rotation reflects concerns about sticky
inflation, delayed interest-rate relief, and uncertainty surrounding global technology
leadership. Commodity exposure remains supported by elevated oil prices, while
financials continue to attract defensive flows.

Market Outlook for Next Week

The ASX enters the new week supported by resilient bank performance, stable
corporate earnings, and continued defensive sector leadership. However, persistent
inflation, uncertainty surrounding RBA policy, and elevated energy prices remain
important risks. Investors will closely monitor inflation expectations, oil market
developments, global earnings trends, and any changes in RBA guidance. The
expected tone for the week ahead is cautiously constructive with a defensive
bias.

3|Page



