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Market Commentary / Outlook

Global equity and bond markets have experienced a turbulent start to 2025, primarily on
concerns that a potential tariff-driven trade war could heighten inflation and recession
risks. Financial markets subsequently staged a rally, with the tariff imposition paused to
allow for trade negotiations. There is now greater conviction that tariff levels will settle well
below the original headline levels that scared markets.

In mid-June 2025, President Trump followed through on his threats to attack Iran. The
airstrikes targeted Iran’s nuclear infrastructure after Tehran refused to return to
negotiations and continued advancing its uranium enrichment program. In response, Iran
vowed retaliation on US bases in Qatar. A temporary closure of the Strait of Hormuz would
lead to a material increase in oil prices, and if prolonged, could risk disrupting the global
interest rate-cutting cycle as higher oil prices are passed through to inflation.

Global long-term government bond yields have been choppy over 2025 as risk sentiment
has oscillated and recently dropped. In the US, the growing deficit and supply concerns
are at the forefront, and Moody'’s joined S&P and Fitch in downgrading the US's AAA
rating. Rates were left on hold in the US, with the next rate cut expected in September
2025. In Australia, there is a 94% chance of a 25bps rate cut in July 2025. The Australian
bond yield curve remains impacted by global factors despite the RBA tailwind. The RBA
already had the green light to move towards a neutral policy rate of around 3%.

AUD corporate and bank credit spreads have broadly tracked USD investment grade (IG),
with lower beta. Within the major bank complex, spreads have moved wider across the
capital structure, including senior and Tier 2 debt. Hybrid discount margins have moved
more, given their higher beta characteristics.

Portfolio Construction

As we enter the second half of 2025, we see the importance of diversification across assets
and sectors and remaining alert for opportunities to add to risk assets during volatile
periods.

Our preferred portfolio construction is:

Duration: Moderate long position, with 70% in fixed-rate bonds and 30% in floating-
rate notes. This mix offers steady income and potential capital appreciation.
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Yield Curve: With inflation back in range and the rate cut cycle progressing slowly,
longer-dated (10-year plus) fixed-rate bonds offer attractive yields amidst a steepening
yield curve and steady income with recent market volatility.

Sector/Credit Mix: A broadly diversified portfolio consisting of 60% investment grade
(IG) and 40% high-yield (HY). A barbell strategy is used to capture higher spread
securities whilst managing risk between IG and HY. Shorter and mid-curve credit is

preferred, given credit spread sensitivity, and a small allocation to semi-govt/govt
bonds offers protection.

Matthew Macreadie
Executive Director, Credit Strategy and Portfolio Management
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Disclaimer

© 2025 IAM Group | Income Asset Management Group Limited ACN 010 653 862 (ASX: IAM) and wholly
owned subsidiaries, IAM Capital Markets Ltd ACN 111 273 048 AFSL 283119, IAM Cash Markets Pty Ltd ACN
164 806 357 as corporate authorised representative (no. 001295506) of AFSL 283119, Trustees Australia
Limited ACN 010 579 058 AFSL 260038 and IAM Funds Pty Ltd ACN 643 600 088 as corporate authorised
representative (no. 001296921) of AFSL 260038, together the IAM Group.

Disclaimer: The information in this document is for general information purposes only and does not purport to
contain all matters relevant to any particular or financial instrument. It is not intended to be a
recommendation, offer or invitation to purchase, sell or otherwise deal in securities or other investments.
Before making any decisions in respect to a financial product, you should read the relevant Financial Services
Guide and Product Disclosure Statement and seek independent and specific advice from an appropriately
qualified professional. Income Asset Management Group and its subsidiaries shall not be liable for any errors,
omissions, defects, or misrepresentations in the information or for any loss or damage (whether direct or
indirect) suffered by persons who use or rely on the information contained here.

IAM Group offers general financial product advice only. As a result, any information or advice, has been
provided without taking account of your objectives, financial situation and needs. Because of this, you should,
before acting on any advice from IAM consider the appropriateness of the advice, having regard to your
objectives, financial situation and needs. If the information or any advice, relates to the acquisition, or possible
acquisition, of a particular financial product, you should obtain and consider the product disclosure statement
or documents relating to the product before making any decision about whether to acquire the product.
Neither IAM Group, nor any of its directors, authorised representatives, employees, or agents, makes any
representation or warranty as to the reliability, accuracy, or completeness, of any information or advice. Nor
do they accept any liability or responsibility arising in any way (including negligence) for errors in, or
omissions from, any information or advice. IAM Group, its staff and related parties earn fees and revenue from
dealing in the securities as principal or otherwise and may have an interest in any securities mentioned. Any
reference to credit ratings of companies, entities or financial products must only be relied upon by a
‘wholesale client’ as that term is defined in section 761G of the Corporations Act 2001 (Cth). IAM Group does
not provide tax advice and is not a registered tax agent or tax (financial) advisor, nor are any of the IAM Group
staff or authorised representatives. IAM Group does not make a market in the securities or products that may
be mentioned.

An investment in notes or corporate bonds should not be compared to a bank deposit. Notes and corporate
bonds have a greater risk of loss of some or all of an investor’s capital when compared to bank deposits. Past
performance of any product is not a reliable indication of future performance. Any forecasts are predictive in
character and based on specified assumptions generally available at the time and no reliance should be
placed on the accuracy of any forecast information. The actual results may differ substantially from the
forecasts and are subject to change without further notice. IAM may quote to you an estimated yield when you
purchase a bond. This yield may be calculated by IAM on either A) a yield to maturity date basis; or B) a yield
to early redemption date basis. Some bond issuances include multiple early redemption dates and prices,
therefore the realised yield earned by you on the bond may differ from the yield estimated or quoted by IAM
at the time of your purchase.
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