THOUGHT PIECE | A M

INCOME ASSET
MANAGEMENT

May 2025

The bond market puts the brakes on Trump

By Darryl Bruce

It has been just over 100 days since President Trump took office and slightly over a month
since the so-called ‘Liberation Day’ in the US. The pace of change has been hectic with
the US Administration’s disorientating ‘flood the zone" approach to policy releases.
Policies are introduced, extended and/or then possibly retracted all within a news cycle.

Investment markets famously do not like uncertainty, and that has been the order of the
day for some time now. Perhaps we should not be surprised. In many ways, President
Trump has simply acted on his pre-election promises. Those of us, like me, who saw them
as populist rhetoric aimed purely at capturing votes have been surprised. The equity
market has been skittish, left to jump around in response to the latest headlines and
sound bites. The investment grade bond market is normally a relatively safe haven in
times of volatility, and so it has been this time around. As you would expect, given the risk
off sentiment, high yield and unrated bonds have been more volatile. More on this below.

Trump may have surprised many, however, the market has also surprised Trump. Initially,
there seemed to be no limit on his pronouncements. Economists were broadly
unanimous in stating that his policies lacked a basic understanding of how economies
work. Many pointed to the possibility of an unenviable cocktail of sharply slowing growth
and high inflation. Trump remained dogmatic and resolute in the face of a barrage of
criticism.

That was until the bond market stepped in and started sharply increasing the yields on
US Treasuries - see chart below. Treasuries have historically been viewed as the ultimate
safe haven investment. After an extended hibernation it was a re-emergence of the ‘bond
vigilantes'* as the market started to price in a premium for political risk in the US.
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When you have a lot of debt it is crucial to remain on good terms with the providers of that
capital. Despite being seen as the ultimate safe haven, no one has more debt than the US
Government - about US$36trn and it is increasing rapidly. The combination of on-going
budget deficits and a weighty refinancing requirement as existing debt matures, means
that the US needs constant unfettered access to the bond market. The bond market
pushing yields higher was a clear sign that it was demanding a more orthodox approach
from the world’s largest borrower. Trump finally caved and announced a 90-day pause on
the introduction of tariffs.

Investment markets broadly have responded positively to these developments and while
Treasury yields have pulled back, they are still higher over the month. For a while, there
was no reining in President Trump and he was able to act with absolute impunity. Now it is
clear that he needs to bring buyers in the Treasury market along with him which should
result in less erratic policy making. However, there is still a lot left to play out during this
90-day pause on the introduction of tariffs.
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Turning our attention to the impact on the AUD bond market. The chart below reflects the
yields on the Australian 10-year Government bond (dark blue) and the average BBB rated
corporate bond (light blue). Government yields also increased in Australia at the beginning
of April however it was an 18 basis point increase compared to a 50 basis point increase
in the US. Also, unlike the US that domestic yield is now below where it was trading on
Liberation Day.
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Credit spreads have widened, as you might expect, and outright BBB yields are offering
slightly better value although the move has not been dramatic. Meaning that capital values
are little changed over the past month or so.

The high yield market has been more patchy. Anecdotally we have being matching up
supply and demand in high yield bonds however it is not a great time to come to the
market with large volumes of supply. There are pockets of opportunity for savvy buyers in
high yield who are comfortable looking through the short term noise.
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Ultimately, as buyers of corporate debt we need to ask ourselves the question - will the
issuer survive and be able to refinance at maturity? There is no question that the level of
uncertainty has increased in recent months but in the vast majority cases we remain
confident of the outlook for most issuers.

It has been an action packed (slightly over) 100 days since Trump took office. April offered
a crescendo of sorts following the swathe of Liberation Day announcements. We are in an
eerie calm at present during Trump’s tariff hiatus however no doubt nerves will start
jangling once again as this period comes to a close. As outlined above, we can take some
comfort from the US's reliance on continued access to the bond market. This should have
the ability to act as a brake on some of Trump’s more extreme plans.

In the meantime risk averse investors have found a relatively stable home for capital in the
investment grade bond market. The high yield market is also offering some compelling
opportunties however in the short term they are likely to be more buffetted around by day
to day newsflow.
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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 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.
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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 website 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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