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How to position your portfolio when rates fall

By Jacob Braddy

As the RBA considers when to finally cut interest rates, this presents an opportunity for investors
to add longer dated, high coupon bonds and benefit from the potential capital upside, as it
would appear these future rate cuts is a matter of when, not if. One way to highlight this
opportunity is to look back to the RBA tightening cycle during the 2010’s and see how certain
bonds performed.

Over the span of six years, the RBA lowered interest rates from 4.75% in 2011, to 1.5% by 2017.
As everyone is aware, this was primarily due to the fallout of the GFC on the global economy.
Westpac had issued a 7.25% fixed rate bond in 2009 with a seven-year term. The chart below
shows the Westpac bond yield versus the RBA cash rate movements, till the bond’s maturity in
2016.
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The chart clearly highlights as the RBA continued to cut rates, the yield on the Westpac bond
significantly tightened as the price of the bond increased. The capital price eventually reached a
high of $112.84 from its issuance price of $100 (see historical price chart below).
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This is not a guarantee that similar bonds today will perform exactly as shown above — the RBA will
eventually cut rates, but the pace at which they do so and the amount they reduce is yet to be
determined. Nonetheless, the argument remains the same — long dated, high coupon bonds will
outperform in a rate cutting environment. We have a high level of conviction in the list of
investment grade bonds below, and believe it is worthy of strong consideration from investors.

Issuer Payment Coupon Coupon Rating Call Maturity Yield Margin Running Clean
Rank Type Formula (S&P,FITCH, Date Date Yield Price
MOODY) (TM/AS
W)

NATIONAL _ . 06-Jun- 06-Jun- . . .
AUSTRALIA BANK Subordinated  FIXED 6.342% A- A-, A3 34 39 5.804% 1.748% 6.100% 103.973
\gg;;PAC BANKING ¢ bordinated  FIXED ~ 7.199% A N/AA3 15'3'\;“' 15'3'\éov' 5.774%  1.819%  6.539%  110.097

BANCO _ . BBB+,BBBBaa 17-Jul- 17-Jul- . . .
SANTANDER SA Subordinated FIXED 6.444% 5 29 34 5.643% 1.889% 6.232% 103.399

AUST & NZ _ . 25-Jul- 25-Jul- . . .
BANKING GROUP Subordinated  FIXED 6.124% A- A-, A3 34 39 5.894% 1.806% 6.021% 101.709
\éVSEITDPAC BANKING o \pordinated FIXED — 6.934% A N/AA3 23;3””' 23';8“”' 5.624%  1.672%  6.359%  109.037
ESNMKMAOUZY EALTH S bordinated  FIXED  6.704% A-A-, A2 15'3'23“ 15—3l\gar— 5.654%  1.697%  6.262%  107.064

AUST & NZ _ . 10-Feb- 10-Feb- . . .
BANKING GROUP Subordinated  FIXED 6.736% A- A-, A3 33 38 5.659% 1.703% 6.284% 107.185
ELS(?C HOLDINGS ¢\ rdinated FIXED  6.211% BBB,N/A Baal 21'2'\3”' 21'3'\23“ 5.477%  1.734%  6.033%  102.947

This is an opportunity for investors to add investment grade, high quality bonds while yields remain
elevated, and position themselves to benefit once our cash rate does finally fall.
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Research Report Disclosure

IAM Capital Markets Limited (AFSL 283119) ('|AM Capital Markets') is a financial service business and provides
general financial product advice only. As a result, this document, the Content and the Reports are not intended
to provide financial product advice and must not be relied upon or construed as such. IAM Capital Markets
does not express any opinion on the future or expected value of any financial product and does not explicitly
or implicitly recommend or suggest an investment strategy of any kind. The Content and the Reports provided
in this document have been prepared based on available data to which IAM Capital Markets have access.
Neither the accuracy of that data nor the research methodology used to produce the Content and Reports can
be or is guaranteed or warranted. Some of the research used to create the Content and the Reports is based
on past performance. Past performance is not an indicator 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.

The data generated by the research in the Content or the Reports is based on research methodology that has
limitations; and some of the information in the Content or the Reports is based on information from third
parties. IAM Capital Markets does not guarantee the currency of the Content or the Reports. If you would like
to assess the currency, you should compare the Content or the Reports with more recent characteristics and
performance of the assets mentioned within it.

You acknowledge that investment can give rise to substantial risk and a product mentioned in the Content or
the Reports may not be suitable to you. The Content and Reports have been provided or made available by
IAM Capital Markets without taking account of your objectives, financial situation, and needs. IAM Capital
Markets strongly recommends that you seek independent accounting, financial, taxation, and legal advice,
tailored to your specific objectives, financial situation or needs, prior to making any investment decision.
Neither IAM Capital Markets, nor any of its directors, authorised representatives, employees, or agents, makes
any representation or warranty as to the reliability, accuracy, or completeness, of the Content and Reports. Nor
does IAM Capital Markets accept any liability or responsibility arising in any way (including negligence) for
errors in, or omissions from the Content and Reports. IAM Capital Markets, 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 in this document. 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 Capital Markets does not provide tax advice and is not a registered tax agent
or tax (financial) advisor, nor are any of IAM Capital Markets’ staff or authorised representatives. IAM Capital
Markets does not make a market in the securities or products that may be referred to in this document.

An investment in notes, corporate bonds, syndicated loans, or any debt instrument should not be compared to
a bank deposit. Notes, corporate bonds, syndicated loans, or any debt instrument have a greater risk of loss of
some or all an investor’s capital when compared to bank deposits. IAM Capital Markets is not licensed to
provide foreign exchange hedging or deal in foreign exchange contracts services. IAM Capital Markets may
quote to you an estimated yield when you purchase a bond. This yield may be calculated by IAM Capital
Markets 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 Capital Markets at the time of your purchase.

To the extent IAM Capital Markets has utilised research from BondAdvisor, the following Disclaimer applies.
BondAdviser has acted on information provided to it and our research is subject to change based on legal
offering documents. This research is for informational purposes only. We note that this security offering is only
being made to investors who are not retail clients under the Corporations Act nor located outside Australia
This information discusses general market activity, industry or sector trends, or other broad-based economic,
market or political conditions and should not be construed as research or investment advice. The Content of
this Report is not intended to provide financial product advice and must not be relied upon as such. The
Content and the Reports are not and shall not be construed as financial product advice. The statements and/or
recommendations on this web application, the Content and/or the Reports are our opinions only. We do not
express any opinion on the future or expected value of any Security and do not explicitly or implicitly
recommend or suggest an investment strategy of any kind. The Content and Reports provided have been
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prepared based on available data to which we have access. Neither the accuracy of that data nor the
methodology used to produce the Report can be guaranteed or warranted. Some of the research used to
create the Content is based on past performance. Past performance is not an indicator of future performance.
We have taken all reasonable steps to ensure that any opinion or recommendation is based on reasonable
grounds. The data generated by the research is based on methodology that has limitations; and some of the
information in the Reports is based on information from third parties. We do not guarantee the currency of the
Report. If you would like to assess the currency, you should compare the Reports with more recent
characteristics and performance of the assets mentioned within it. You acknowledge that investment can give
rise to substantial risk and a product mentioned in the Reports may not be suitable to you.

You should obtain independent advice specific to your particular circumstances, make your own enquiries and
satisfy yourself before you make any investment decisions or use the Report for any purpose. This Report
provides general information only. There has been no regard whatsoever to your own personal or business
needs, your individual circumstances, your own financial position or investment objectives in preparing the
information. We do not accept responsibility for any loss or damage, however caused (including through
negligence), which you may directly or indirectly suffer in connection with your use of this Report, nor do we
accept any responsibility for any such loss arising out of your use of, or reliance on, information contained on
or accessed through this Report.

© 2024 1AM Group | Income Asset Management Group Limited ABN 42 010 653 862 (ASX: IAM) and wholly
owned subsidiaries, IAM Capital Markets Ltd ABN 86 111 273 048 AFSL 283119, IAM Cash Markets Pty Ltd
ACN 164 806 357 as corporate authorised representative (no. 001295506) of AFSL 283119, Trustees Australia
Limited ABN 63 010 579 058 AFSL 260038 and IAM Funds ABN 54 643 600 088, together the IAM Group.

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 decision in
respect to a financial product, you should read the relevant Financial Services Guide and Product Disclosure
Statement available from IAM Group https://www.incomeam.com and seek independent and specific advice
from an appropriately qualified professional. IAM Group 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.
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