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The risk of material disruption to the Australian economy and to the
Australian stock market has increased since the MO began.

Australia is far more exposed to fuel shortages than the US, which is
largely self sufficient.

The global economies are exposed to the economic fallout from high-
er fuel prices and the resulting inflation.

History is replete with leaders whose hubris dulls their sense of reality
and their ability to make careful decisions. The risk is higher when the
leader surrounds himself with Yes men & women.

“Donald Trump’s political strategy Is characterized by a three part pro-
cess:

| visualizing a bold, often simpilistic, “vision” of America

Il deploying repetitive, emotional and incendiary rhetoric to cajole var-
jous actors towards the vision

Il fostering suspension, anticipation or spectacle to keep his audience
engaged.

This approach is used to maintain control over the narrative, bypass
traditional media and create a strong, direct connection with his base,
often prioritizing spectacle over policy detail.” (Al Google summary)

So Trump visualizes a wonderful victory, so he says negotiations are
going well, because that is consistent with his vision. When it doesn’t
happen, he pivots to another story eg his ballroom, or says all his ob-
jectives are achieved and he’ll take his bat & ball and go home. This is
likely partly a way of creating a coalition of the willing to take the Strait.
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Meanwhile the Iranians original plans to have the Hezbollah, Palestinians,
Houthi and Iran all attacking Israel to keep it under control have fallen apart.
Then the Iranians threats to attack fellow Gulf States, who would use moral
suasion to keep the US out of attacking them. That’s in tatters too. Then many
of the senior IRGC cadre are assassinated. So with their backs to the wall,
the Iranians have upset all their neighbours. Attacks on oil infrastructure, data
centres simply underline that the Gulf States cannot allow this regime to con-
tinue. The military capability of the Saudis and UAE both exceed that of Iran.
The risk of escalation is real. How can they allow the Strait to be closed and
Iran to threaten their safe investment status? The MO could easily become
a War.

There is a diplomatic discourse evidenced by Macron, The French President
saying taking the Strait doesn’t work because of the risk of rogue rockets
from Iran. The European Union is trying to deescalate and has refused land-
ing rights to USAF. Any solution in the short term likely will leave the IRGC in
command of Iran and of the Strait. Some may accept the $2M levy per tanker
as part of the cost of a settlement.

So the 80/20 probability based on the Trump vision v serious economic dis-
ruption and oil shortages previously moved to 70/30 is assessed at 50/50.

To date the majority of portfolios have held most of their value at 31 Decem-
ber 2025, as a number of key stocks remain resilient both in Australia and
overseas.

Increased cash and fixed interest stability have acted as stabilisers, as has
US exposure.

But if there is not positive progress to match the Trump vision and your di-
arist sees a material risk of disappointment, the probability of a further leg
down in markets increases.

In this scenario the three scenarios remain:

1) do nothing on portfolios

2) material sell down

Historically the returns from strategies 1) & 2) are similar, primarily because
those that exit wait too long to re buy.

3) selective sell down and buying astutely.

This strategy has the potential for higher returns but has the risk re timing
and stock selection.
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