
President  Trump  just  weeks  earlier.

With  trade  tensions  easing,  inflation  temporarily  cooling,  and  

some  positive  surprises  in  corporate  earnings,  markets  are  

approaching  the  second  half  of  the  quarter  with  a  little  more  

clarity  than  at  the  beginning.  Although  risks  persist,  at  least  

for  now,  the  discourse  is  shifting  from  crisis  management  to  

cautious  optimism.

United  States  and  China.  At  the  end  of  the  week,  the  S&P  

500  gained  5.27%,  while  the  Nasdaq  rose  sharply  by  7.15%  

and  the  Dow  Jones  Industrial  Average  by  3.41%.
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The  trade  advance  wasn't  the  only  tailwind.  A  softer-than-expected  

inflation  reading  gave  investors  more  breathing  room.  The  April  

consumer  price  index  rose  0.2%  month-on-month,  bringing  the  year-on-

year  inflation  rate  to  2.3%,  its  lowest  level  since  February  2021.  In  a  

notable  development,  egg  prices  fell  12.7%  for  the  month,  although  

they  remain  elevated,  up  nearly  49%  from  a  year  ago.

Last  Monday,  the  US  and  China  reached  a  90-day  trade  truce,  under  

which  both  sides  will  reduce  their  respective  tariffs  by  115  percentage  

points.  For  American  importers,  this  means  a  sharp  drop  in  tariffs  on  

Chinese  products  from  145%  to  30%.  China,  in  turn,  will  reduce  its  

tariffs  on  American  products  from  125%  to  just  10%.  Markets

Investors  were  digesting  the  potential  impact  of  fluctuating  import  costs  

on  consumer  prices  and  future  margins.

Wall  Street  closed  its  strongest  week  in  more  than  a  month,  as  optimism  

grew  following  an  unexpected  breakthrough  in  U.S.-Mexico  trade  

relations.

Earnings  season  also  kept  investors  on  their  toes.  Cisco  reported  solid  

quarterly  results,  with  revenue  up  11%  year-over-year  to  $14.15  billion,  

beating  estimates  and  reinforcing  the  continued  demand  for  IT  in  

businesses.  Meanwhile,  Walmart  faced  mixed  results.  Although  the  

retail  giant  missed  sales  expectations,  it  did  reach  an  important  

milestone:  its  e-commerce  division  recorded  its  first  profitable  quarter  

ever,  both  in  the  U.S.  and  globally.

The  long-awaited  event  signals  a  potential  turning  point  for  the  

company's  digital  transformation  strategy.  However,  Walmart  remained  

a  key  focus  of  the  tariff  conversation  as  the

They  were  quick  to  react.  The  agreement  marked  a  sharp  reversal  from  

the  tariff  turmoil  of  April,  and  investors  viewed  it  as  a  clear  step  toward  

longer-term  de-escalation.  That  confidence  helped  push  the  S&P  500  

into  positive  territory  for  the  year—an  impressive  turnaround  considering  

the  index  had  sunk  into  correction  territory  following  the  "Liberation  

Day"  tariff  announcement.
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FLUCTUATIONS  AND  MACROECONOMIC  DATA
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Since  the  April  lows,  the  market  has  rallied  more  than  23%,  and  recession  risks  are  now  significantly  reduced  by  the  reduction  of  tariffs  

between  China  and  the  US.

market.

Prices  have  recovered  above  their  20-week  moving  average,  and  the  likelihood  of  prices  returning  to  their  April  lows  has  significantly  

decreased.  The  computer  sector,  and  in  particular  the  semiconductor  subsector,  have  led  the  recovery.

After  two  days  of  high-level  talks  in  Switzerland,  tensions  between  the  United  States  and  China  have  dramatically  eased.  The  world's  two  

largest  economies  agreed  to  reduce  tariffs  on  each  other's  products  for  three  months  to  work  on  a  broader  agreement.

That  said,  we  continue  to  see  little  upside  for  the  equity  market  at  this  level,  as  the  PE  has  returned  to  25.5x  and  the  economic  situation  

continues  to  show  signs  of  slowing.
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Furthermore,  leading  indicators  point  to  a  slowdown  in  economic  activity  in  Europe,  Japan,  China,  and  also  the  United  States.  The  International  Energy  Agency  (IEA)  recently  revised  
downwards  its  forecast  for  global  oil  demand  growth  in  2025,  from  1  million  to  740,000  barrels  per  day  (Chart  2)...  a  relatively  slow  pace  compared  to  the  past  two  decades  that  has  
been  weighing  on  oil  prices.  This  imbalance  between  growing  supply  and  uncertain  demand  is  fueling  a  climate  of  nervousness,  with  WTI  no  longer  able  to  maintain  its  equilibrium  
around  $80  (Chart  3).  This  downward  revision  has  been  a  consequence  of  the  increase  in  oil  supply  and  the  worsening  expectations  for  the  economy,  which  seems  to  be  improving  again  for  
some  time  now.

4

weeks.

After  two  years  of  relative  stability,  the  oil  market  suffered  a  major  setback  in  April.  The  price  of  WTI  crude  oil  fell  to  $60  a  barrel,  breaking  the  important  support  level  of  $65  that  had  
been  in  place  since  2021  (Chart  1).  Last  Thursday,  Donald  Trump  declared  that  the  United  States  was  nearing  an  agreement  with  Tehran  on  Iran's  nuclear  program.  Since  this  announcement,  
investors  have  been  anticipating  a  significant  oil  oversupply.  This  announcement  is  all  the  more  significant  given  that  the  23  OPEC+  countries  had  already  planned  to  increase  their  oil  
production.  With  the  market  already  experiencing  oversupply  and  growing  concerns  about  sluggish  demand,  investors  instantly  interpreted  these  two  decisions  as  a  bearish  signal.

Chart  2:  Growth  in  oil  consumption

Oil  Companies:  Attractive  Dividends  Despite  Volatility

THE  TOPIC  OF  THE  WEEK
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customs  duties  on  their  respective  imports  should  normally  strengthen  oil  demand.  Secondly,  the  relative  weakness  of  the  US  dollar
and  China  is  reducing  the  risk  of  recession.  The  meeting  held  in  Geneva  on  May  10  and  11,  in  which  Chinese  and  Americans  agreed  to  suspend  export  duties

In  fact,  looking  at  the  current  bid-ask  spread,  oil  prices  may  have  anticipated  the  negativity  too  much  and  could  stabilize  at  the  levels

The  transition  is  taking  longer  to  implement  than  expected,  given  the  particularly  long  investment  cycle  in  the  oil  sector.  Between  the  discovery  of  a

stabilize  at  current  levels  and  return  to  above  $65.

Chart  3:  Global  demand  and  global  supply  (right  axis);  oil  price  and  demand-supply  gap

THE  TOPIC  OF  THE  WEEK

To  adapt  to  the  growing  energy  transition,  companies  in  the  sector  have  drastically  reduced  their  spending  on  research  and  development  of  new  fields.  In  the  end,  this
From  a  more  structural  perspective,  chronic  underinvestment  in  oil  exploration  is  a  factor  of  vulnerability  for  global  supply.  Since  2014,

deposit,  geological  studies,  regulatory  procedures,  logistical  investments  and  the  drilling  itself  often  take  between  5  and  10  years  before

It  has  strengthened  the  purchasing  power  of  oil-importing  countries,  especially  in  Asia.  Finally,  persistent  geopolitical  tensions  are  putting  pressure  on  energy  prices.
especially  in  the  Middle  East,  where  the  risk  directly  affects  global  logistics  flows.  For  all  these  reasons,  we  believe  that  the  oil  price  should

last  4  years  (Chart  3).  Several  arguments  could  support  oil  prices  at  current  levels.  First,  the  recent  agreement  between  the  Trump  administration
Current  supply  and  demand  levels  are  almost  at  the  same  level  and  have  normally  corresponded  to  a  higher  oil  price  level  during  the  last  few  years .

that  a  well  is  fully  operational.
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Chart  4:  MSCI  World  Energy /  Weekly  Chart

Source:  Sentosa  &  Co,  Altitude  IS

The  market  behavior  of  companies  across  the  energy  value  chain  reveals  distinct  financial  and  operational  dynamics  that  shape  their  investment  profiles.  Refining  companies  tend  to  exhibit  countercyclical  behavior  relative  

to  oil  price  fluctuations,  as  their  profitability  depends  primarily  on  cracking  spreads  rather  than  absolute  crude  oil  prices,  creating  potential  margin  expansion  when  input  costs  fall  more  rapidly  than  product  prices.  Exploration  

companies,  by  contrast,  exhibit  high  beta  and  volatility  directly  correlated  with  commodity  prices,  as  their  valuations  are  highly  influenced  by  reserve  replacement  rates,  exploration  success,  and  production  growth  prospects,  

making  them  particularly  sensitive  to  market  sentiment  regarding  future  oil  demand  and  price  expectations.  Integrated  companies  occupy  a  middle  ground,  offering  investors  balanced  exposure  through  vertical  integration  

that  provides  a  natural  hedge  between  upstream  and  downstream  operations,  typically  resulting  in  more  stable  but  moderate  returns  compared  to  pure-play  companies.

Energy  companies  are  at  an  attractive  level.  Since  2022,  the  global  energy  index  has  

fluctuated  sideways  in  a  20%  range.  During  the  April  market  crash,  the  energy  sector  was  the  hardest  hit,  falling  -20%  in  two  weeks,  the  worst  hit  since  spring  2020  (Chart  4).  It  is  also  among  the  sectors  that  

have  rebounded  decently  since  then,  recovering  +12%,  reversing  more  than  half  of  the  decline  (Chart  5).  From  a  technical  perspective,  prices  are  in  the  middle  of  the  aforementioned  long-term  trading  range  and  are  

considered  "neutral."  On  a  more  positive  note,  valuations  remain  attractive  for  the  sector,  with  a  Price-to-Sales  ratio  of  1.04x,  in  line  with  the  long-term  average  (Chart  6).
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Chart  5:  MSCI  World;  MSCI  World  Energy  Index
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Chart  7:  Year-on-year  perf .:  Refiners  (+12.9%),  Integrated  (-0.84%),  
Explorers  (-5.58%)

Chart  6:  MSCI  World  Energy  Price-to-Sales  Ratio  (1.04x);  10-Year  
Average  (1.02x)

Initially,  refinery  companies  would  fare  better,  as  their  margins  could  widen  when  crude  oil  prices  fall  faster  than  refined  product  prices,  and  investors  would  be  drawn  
to  their  relative  safety  and  countercyclical  cash  flows  during  the  downturn.  However,  when  oil  prices  begin  to  rebound,  refiners  could  fare  worse,  as  their  input  costs  rise  
and  crash  margins  could  be  compressed.  Exploration  companies  would  experience  the  most  dramatic  negative  reaction  during  the  initial  price  plunge,  with  share  price  
declines  often  more  severe  than  those  of  the  underlying  commodity,  as  investors  discount  the  future  viability  of  projects  and  potential  balance  sheet  strains.  However,  
these  same  companies  typically  show  the  greatest  recovery  momentum  during  the  rebound  phase,  particularly  those  with  lower  production  costs  and  healthier  balance  
sheets,  as  improving  confidence  and  cash  flow  forecasts  drive  multiple  expansion.  Integrated  oil  majors  are  likely  to  display  their  defensive  characteristics  during  the  
downturn,  experiencing  less  severe  declines  than  pure-play  exploration  companies  due  to  their  cushioning  effect  in  the  downturn.  During  the  rebound,  they  would  
generally  underperform  their  exploration-focused  counterparts  but  maintain  more  consistent  dividend  policies  and  capital  allocation  strategies  that  are  attractive  to  
institutional  investors  seeking  stability  throughout  the  cycle.  Overall,  oil  groups  benefit  from  strong  cash  flow,  controlled  debt,  massive  share  buyback  programs,  
and  very  high  dividends  (Exhibit  8).  They  therefore  continue  to  appeal  to  yield-seeking  investors.

7

It  is  therefore  not  surprising  that  refining  companies  have  performed  better  than  the  sector,  exploration  companies  have  performed  worse,  and  integrated  companies  have  
performed  more  resiliently  and  less  volatilely  (Chart  7).  In  a  scenario  of  a  sharp  drop  in  oil  prices  followed  by  a  moderate  rebound,  each  segment  is  likely  to  exhibit  different  behavior  
patterns  depending  on  their  business  models  and  exposure  to  commodity  cycles.

THE  TOPIC  OF  THE  WEEK
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Oil  and  gas  companies  are  globally  rich  in  cash  flow  and  pay  attractive  dividends  compared  to  other  sectors.
Chronic  underinvestment  in  exploration  and  the  reduced  likelihood  of  a  recession  suggest  that  the  price  of  oil  will  rise  above  $65  in  the  near  future.

Economically,  we  would  favor  Integrated  companies  due  to  their  defensive  nature  and  high  level  of  dividend  distribution.

High  energy  demand  should  be  supporting  factors  at  a  given  time.
Overall,  we  maintain  a  "neutral"  stance  on  the  sector  and  wait  for  confirmation  of  greater  relative  strength  before  increasing  its  value.  A  structurally  weaker  dollar  and

Among  the  subsectors,  refineries  are  expected  to  end  their  period  of  superior  profitability  after  their  strong  rebound  due  to  the  recent  fall  in  oil  prices.  Due  to  the  uncertainty

8
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Chart  8:  Dividend  Yield:  MSCI  World  (1.75%),  MSCI  World  Energy  (4.13%)
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In  On  Capital,  its  directors,  representatives,  employees,  agents  or  shareholders  do  not  assume  any  responsibility  for  this  content  and  do  not  offer  any

warranty.  The  data  mentioned  is  accurate,  complete,  or  reliable.  Therefore,  In  On  Capital  assumes  no  liability  for  any  loss  resulting  from  the  use  of

for  any  other  purpose.  It  is  not  intended  for  distribution  to,  or  use  by,  individuals  or  legal  entities  that  are  nationals  of  any  country,  or  is  subject  to  the  jurisdiction  of  any  jurisdiction  whose  

laws  or  regulations  prohibit  such  distribution  or  use.  While  In  On  Capital  will  endeavor  to  obtain  information  from  sources  that

Qualified,  authorized,  eligible,  and/or  professional  investor.  This  content  is  for  the  exclusive  use  of  the  recipient  and  may  not  be  communicated,  printed,  downloaded,  used,  or  reproduced.

may  not  be  available  in  all  jurisdictions  or  to  all  recipients.  Recipients  must  comply  with  all  applicable  laws  and  regulations.  This  document  is  not  intended  to  provide  services,  securities  

and/or  investment  products  in  countries  or  jurisdictions  where  such  an  offer  would  be  unlawful  under  the  laws  and  regulations.

Information,  notices,  or  securities  and  investment  products  mentioned.  Historical  performance  data  for  securities  and  investment  products  or  underlying  assets  is  not  an  organizational  

unit  responsible  for  financial  research.  In  On  Capital  is  subject  to  separate  regulatory  requirements,  and  certain  services,  securities,  and/or  investment  products

For  Recipient  Use  Only  -  This  presentation  is  not  
for  use  or  distribution  to  the  general  public.

applicable  local  regulations.  In  On  Capital,  SA  is  an  entity  regulated  and  supervised  by  the  Panamanian  Securities  Market  Superintendency  (SMV)  296/2014.

independently  (with  their  professional  advisors)  the  specific  risks  and  legal,  tax  and  accounting  consequences  and  eligibility  conditions  for  any  purchase,  holding  or  sale  of  securities  

or  investment  products  mentioned  in  the  content.  In  On  Capital,  its  directors,  representatives,  employees,  agents  or  shareholders  may  have

prior  notice.  This  content  is  intended  only  for  recipients  who  understand  the  risks  involved  and  can  assume  them.  Before  entering  into  any  transaction,  recipients  should  determine  

whether  the  product  or  investment  product  mentioned  in  the  content  is  appropriate  for  their  particular  circumstances  and  should  ensure  they  evaluate
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This  content.  The  ongoing  information,  reviews,  and  evaluations  in  this  document  apply  at  the  time  of  publication  and  may  be  revoked  or  modified  without  notice.

interests  in  the  investments  described  herein  and/or  be  bound  by  subscription  commitments  to  such  investments.  In  On  Capital  does  not  guarantee  the  suitability  of  the

acquire  or  sell  rights  to  securities  or  investment  products  or  be  part  of  any  transaction  of  any  kind,  in  particular  with  any  recipient  other  than  a

In  On  Capital,  SA  makes  this  content  available  for  informational  purposes  only  and  without  the  intention  of  constituting  a  solicitation  or  offer,  recommendation  or  advice  for

Legal  Notice

Machine Translated by Google


