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Optimal Income Strategies    
Following eased tariff tensions, 
discussions resume. 
 

• Trade tariffs pressure eased, but are back centre stage next month 

• US nuclear site bombing in Tehran leads to a spike in global tensions  

• ECB cuts rate again but hints a pause, China stays resilient  
 
Laurent Ramsamy  
Lead Portfolio Manager 
 
What’s happening? 

The impact of tariffs has yet to fully materialize, but the trade truce between the US and China has mitigated some downside 
risks to growth. While we don't anticipate that the recent near-deflation CPI readings will be enough to trigger yet another 
policy rate cut, we intend to look forward the impact of fiscal policy that could bolster growth taking into account the 
negative tariff effects before any potential further rate reductions. 

In the US, the Federal Reserve's new forecasts released in June conveyed a hawkish tone, with the FOMC revising its median 
GDP growth projections downwards for 2025 and 2026. The GDP growth for next year is now anticipated to be slightly below 
trend at 1.6%, down from the previous estimate of 1.8%. 

In the Eurozone, our revised growth outlook appears more volatile, reflecting an anticipated front-loading of weakness. We 
project a GDP contraction of -0.2% quarter-on-quarter in Q2, followed by flat growth in Q3 and a further decline of -0.1% in 
Q4. This places the euro area on the brink of recession rather than experiencing a mild downturn. 

Meanwhile, in China, several factors contributed to a boost in retail spending in May; however, price levels within the 
economy remain subdued. Chinese exports have shown resilience, bolstered by transshipment to ASEAN regions and the 
EU, though uncertainties still pose significant headwinds. 

We expect upcoming changes in US trade policy to prompt most developed central banks to pursue additional measures. 
Specifically, we now foresee the Federal Reserve implementing two rate cuts this year, in October and December, bringing 
the rate down to 4.0%. Similarly, we anticipate the European Central Bank will also cut rates twice, in September and 
December, to reach 1.5% by year-end. The Bank of England is expected to lower its Bank Rate to 3.75% by the end of the 
year, aligning with market expectations, while the Bank of Japan may implement one more hike, increasing the rate to 0.75%. 
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Portfolio positioning and performance  

 

In June, amid easing market tensions and a more balanced risk-reward backdrop, we adjusted our portfolio to reflect a more 
constructive outlook. While policy unpredictability —particularly out of Washington with trade tariffs back on the table of 
negotiations early July—remains high, improving sentiment and positioning data led us to continue re-risking our portfolios. 

We increased our overweight position in global equities using derivatives, reflecting a positive equity allocation view that 
we are encouraged to sustain into July. This decision is bolstered by neutral equity allocations within systematic strategies 
and a gradual narrowing of the gap between hard and soft economic data. However, we remain mindful of the potential 
uncertainty, especially with the return of tariff discussions expected in July. Thus, our approach to equity risk remains agile. 

In contrast, we are underweight US small-cap stocks relative to the Nasdaq and financials, as small-cap companies are 
particularly vulnerable to adverse news regarding the US economy. Although recent updates on the domestic economy have 
been more favourable, our growth forecasts have deteriorated since the beginning of the year.  

On the interest rate front, we are taking a neutral stance on long-end sensitivity, favouring short-dated German bonds. 
German government bonds continue to serve as a key instrument for duration views; however, recent weaknesses in the 
Japanese government bond (JGB) curve and the steepening of the US Treasury curve pose significant risks to the long end 
of Euro interest rate curves. Although short rates may be less attractive in terms of absolute returns, they provide a more 
secure way to express our belief that the European Central Bank remains in a cutting phase and is likely to deliver more than 
current market expectations suggest. 
 
 

Outlook 
 
After six months of significant policy-driven volatility, including the third highest stress spike in modern history—surpassed 
only by the Covid-19 pandemic and the 2008 Global Financial Crisis—we enter the second half of 2025 with fundamentals 
and valuations largely unchanged from the start of the year. Whether this stability is seen as complacent or uncomfortable, 
it is reassuring to have moved past such elevated levels of uncertainty. 
 
On the macroeconomic front, the gap between declining forward-looking soft data (like consumer confidence and business 
surveys) and resilient backward-looking hard data (particularly retail sales and trade flows) has begun to close positively. 
This gap often signals potential troubles ahead, and we incorporate it into our tactical risk appetite framework. While hard 

Dec-24 May-25 Jun-25 Dec-24 May-25 Jun-25 Dec-24 May-25 Jun-25

Net Equity 87,9% 64,3% 93,8% 76,3% 60,7% 77,8% 34,6% 40,0% 42,1%

  Equities 79,7% 71,2% 73,7% 72,9% 65,9% 69,2% 37,0% 24,6% 24,8%

  Equities derivatives 13,9% 1,8% 26,6% 5,2% 1,2% 14,1% -2,4% 15,4% 17,3%

   Risk Mitigation Strategies -5,7% -8,7% -6,5% -1,8% -6,4% -5,5% 0,0% 0,0% 0,0%

Fixed Income 5,0% 11,7% 12,8% 23,6% 25,1% 25,9% 62,9% 28,1% 47,4%

  Govies 0,0% 0,0% 0,0% 0,0% 0,0% 0,0% 0,2% 2,3% 0,3%

   Bond Derivatives 45,0% 27,6% 19,6% 27,4% 21,5% 15,9% 10,4% 27,5% 18,8%

  High Yield Credit 1,0% 2,1% 2,2% 5,6% 4,7% 5,1% 16,3% 19,0% 19,0%

  Investment Grade 3,9% 9,5% 10,3% 17,6% 20,0% 20,8% 46,0% 6,4% 27,5%

  Emerging Debt 0,1% 0,1% 0,3% 0,3% 0,3% 0,0% 0,5% 0,5% 0,6%

Diversification 11,6% 8,7% 8,6% 2,2% 2,0% 2,0% 5,9% 8,9% 8,2%

Cash & Money Market -4,4% 15,2% -15,3% -1,9% 12,2% -5,7% -3,4% 22,9% 2,3%

GLOBAL OPTIMAL STRATEGY OPTIMAL STRATEGY DEFENSIVE OPTIMAL STRATEGY
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data remains steady, the Atlanta Fed’s GDP growth tracker indicates an annualized growth rate of +3.4% for Q2 2025, 
significantly above the US's potential growth and suggesting that the earlier economic contraction was not the start of a 
downturn. The US labour market also shows resilience; while job creation is slowing, a collapse in immigration has reduced 
the number of new jobs needed to maintain the unemployment rate at 4.2%, the same level as nearly a year ago. 
Additionally, US inflation news is favourable, aligning with or falling below economists' expectations. Fed Chair Powell could 
reiterate his May 2024 statement: “I see No Stag nor Flation.” 
 
On the other side of the soft-hard data gap, soft data have modestly improved, with the NFIB optimism survey for US small- 
and medium-sized businesses showing increased hiring intentions. This sentiment shift may reflect relief following President 
Trump’s quick reversal on tariffs, removing worst-case scenarios from consideration. With Treasury Secretary Scott Bessent 
(a proponent of lower tariffs) gaining influence over tariff hawks like Peter Navarro, it appears that the peak of US trade 
policy uncertainty is behind us. This shift is partly influenced by China's strategic use of its rare earth reserves, representing 
a credible threat compared to further selling of US Treasury bonds. 
 
What keeps us overweight in portfolio risk allocation? US retail investors have consistently "bought the dip," returning to or 
nearing historical maximum equity exposure, in line with hedge funds. However, many systematic strategies have lagged in 
this V-shaped rally due to elevated recent volatility. These strategies are typically only back to neutral in terms of equity risk. 
Unless a significant volatility shock occurs—something the ongoing tensions in the Middle East have not yet triggered—we 
expect these strategies to increase their equity exposure, providing strong technical support for equity markets. 
 
Overall, after a tumultuous first half of the year, we remain confident that diversified multi-asset portfolios will continue to 
deliver attractive risk-adjusted returns in the latter half of 2025.  
 

Disclaimer 
 

 
Not for Retail distribution: This document is intended exclusively for Professional, Institutional, Qualified or Wholesale Clients / Investors only, as defined by 
applicable local laws and regulation. Circulation must be restricted accordingly. 
 

Past performance is not a guide to current or future performance, and any performance or return data displayed does not take into account commissions and 
costs incurred when issuing or redeeming units. The value of investments, and the income from them, can fall as well as rise and investors may not get back the 
amount originally invested. Exchange-rate fluctuations may also affect the value of their investment. Due to this and the initial charge that is usually made, an 
investment is not usually suitable as a short term holding. 

This document is for informational purposes only and does not constitute investment research or financial analysis relating to transactions in financial instruments 
as per MIF Directive (2014/65/EU), nor does it constitute on the part of AXA Investment Managers or its affiliated companies an offer to buy or sell any investments, 
products or services, and should not be considered as solicitation or investment, legal or tax advice, a recommendation for an investment strategy or a personalized 
recommendation to buy or sell securities. The strategies discussed in this document may not be available in your jurisdiction.  

Due to its simplification, this document is partial and opinions, estimates and forecasts herein are subjective and subject to change without notice. There is no 
guarantee forecasts made will come to pass. Data, figures, declarations, analysis, predictions and other information in this document is provided based on our 
state of knowledge at the time of creation of this document. Whilst every care is taken, no representation or warranty (including liability towards third parties), 
express or implied, is made as to the accuracy, reliability or completeness of the information contained herein. Reliance upon information in this material is at the 
sole discretion of the recipient. This material does not contain sufficient information to support an investment decision. 

Please note that the management company reserves the right, at any time, to no longer market the product(s) mentioned in this communication in a European 
Union country by notification to its authority of supervision in accordance with European passport rules. In the event of dissatisfaction with the products or 
services, you have the right to make a complaint either with the marketer or directly with the management company (more information on our complaints policy 
available in English here). You also have the right to take legal or extra-judicial action at any time if you reside in one of the countries of the European Union. The 
European online dispute resolution platform allows you to enter a complaint form (by clicking here) and informs you, depending on your jurisdiction, about your 
means of redress (by clicking here). 

Issued in the U.K. by AXA Investment Managers UK Limited, which is authorised and regulated by the Financial Conduct Authority in the UK. Registered in England 
and Wales, No: 01431068. Registered Office: 22 Bishopsgate, London, EC2N 4BQ. In other jurisdictions, this document is issued by AXA Investment Managers SA’s 
affiliates in those countries. 

https://www.axa-im.com/important-information/comments-and-complaints
https://ec.europa.eu/consumers/odr/main/index.cfm?event=main.home.chooseLanguage
https://ec.europa.eu/consumers/odr/main/?event=main.adr.show2
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In Hong Kong, this document is issued by AXA Investment Managers Asia Limited (SFC License No. AAP809), which is authorized and regulated by Securities and 
Futures Commission. This document is to be used only by persons defined as “professional investor” under Part 1 of Schedule 1 to the Securities and Futures 
Ordinance (SFO) and other regulations, rules, guidelines or circulars which reference “professional investor” as defined under Part 1 of Schedule 1 to the SFO. This 
document must not be relied upon by retail investors. Circulation must be restricted accordingly. 

In Singapore, this document is issued by AXA Investment Managers Asia (Singapore) Ltd. (Registration No. 199001714W) and is intended for the use of Institutional 
Investors only as defined in Section 4A of the Securities and Futures Act (Cap. 289) and must not be relied upon by retail investors. Circulation must be restricted 
accordingly. 

This document has been issued by AXA Investment Managers Asia (Singapore) Ltd (ARBN 115203622) (“AXA IM Asia”). AXA IM Asia is exempt from the requirement 
to hold an Australian Financial Services License and is regulated by the Monetary Authority of Singapore under Singaporean laws, which differ from Australian 
laws. AXA IM Asia offers financial services in Australia only to residents who are “wholesale clients" within the meaning of Corporations Act 2001 (Cth). 

For Japanese clients: AXA Investment Managers Japan Ltd., whose registered office and principal place of business is at NBF Platinum Tower 14F 1-17-3 Shirokane, 
Minato-ku, Tokyo 108-0072, Japan, which is registered with the Financial Services Agency of Japan under the number KANTOZAIMUKYOKUCHO (KINSHO) 16, and 
is a member of Japan Securities Dealers Association, Type II Financial Instrument Firms Association, Investment Trust Association of Japan and Japan Investment 
Advisors Association to carry out the regulated activity of Financial Instrument Business under the Financial Instrument Exchange Law of Japan. In Japan, none of 
the funds mentioned in this document are registered under the Financial Instrument Exchange Law of Japan or Act on Investment Trusts and Investment 
Corporations. This document is purely for the information purpose for use by Qualified Institutional Investors defined by the Financial Instrument Exchange Law 
of Japan. 

In Korea, AXA Investment Managers Asia (Singapore) Ltd is a registered Cross Border Investment Advisor/Discretionary Investment Management Company under 
the Financial Investment Services and Capital Markets Act (the “Act”). The activities referenced under the Act are 5-2-2 Investment Advisory Business and 6-2-2 
Discretionary Investment Management Business, respectively. Its financial services are available in Korea only to Professional Investors within the meaning of 
Article 10 of Enforcement Decree of the Financial Investment Services and Capital Markets Act. 
 
To the extent that any fund is mentioned in this document, neither the fund nor AXA IM Asia is making any representation with respect to the eligibility of any 
recipients of this document to acquire the units/shares in the fund under the laws of Korea, including but without limitation the Foreign Exchange Transaction Act 
and Regulations thereunder. The units/shares have not been registered under the Financial Investment Services and Capital Markets Act of Korea, and none of the 
units/shares may be offered, sold or delivered, or offered or sold to any person for re-offering or resale, directly or indirectly, in Korea or to any resident of Korea 
except pursuant to applicable laws and regulations of Korea. 

In Taiwan, this document is issued by AXA Investment Managers Asia Limited (SFC License No. AAP809), which is authorized and regulated by Securities and Futures 
Commission. This document and the information contained herein are intended for the use of professional or institutional investors and should not be relied upon 
by retail investors. They have been prepared and issued for private informational and educational purposes only at the sole request of the specified recipients, 
and not intended for general circulation. They are strictly confidential, and must not be reproduced, circulated, distributed, redistributed or otherwise used, in 
whole or in part, in any way without the prior written consent of AXA IM Asia. They are not intended for distribution to any persons or in any jurisdictions for which 
it is prohibited. 

If any fund is highlighted in this communication (the “Fund”), its offering document or prospectus contains important information on selling restrictions and risk 
factors, you should read them carefully before entering into any transaction. It is your responsibility to be aware of and to observe all applicable laws and 
regulations of any relevant jurisdiction. AXA IM Asia does not intend to offer any Fund in any country where such offering is prohibited. 

The offer, distribution, sale or re-sale of fund units/shares in Taiwan requires approval from and/or registration with Taiwanese regulatory authorities. To the 
extent that any units/shares of the Funds are not so licensed or registered, such units/shares are made available in Taiwan on a private placement basis only to 
banks, bills houses, trust enterprises, financial holding companies and other qualified entities or institutions (collectively, “Qualified Institutions”) and other entities 
and individuals meeting specific criteria (“Other Qualified Investors”) pursuant to the private placement provisions of the Rules Governing Offshore Funds. No 
other offer or sale of such units/shares in Taiwan is permitted. Taiwanese purchasers of such units/shares may not sell or otherwise dispose of their holdings 
except by redemption, transfer to a Qualified Institution or Other Qualified Investor, transfer by operation of law or other means approved by the Taiwan Financial 
Supervisory Commission. 

For Malaysian investors: as the recognition by the Malaysian Securities Commission pursuant to Section 212 of the Malaysian Capital Markets and Services Act 
2007 has not been / will not be obtained nor will this document be lodged or registered with the Malaysian Securities Commission, the shares referred to hereunder 
(if any) are not being and will not be deemed to be issued, made available, offered for subscription or purchase in Malaysia and neither this document nor any 
other document or other material in connection therewith should be distributed, caused to be distributed or circulated in Malaysia. 

For Thailand investors: nothing in this document shall constitute in any manner whatsoever a proposal to make available, offer for subscription or purchase or to 
issue an invitation to purchase or subscribe for any securities in Thailand or a proposal to implement any of the foregoing in Thailand nor has this document been 
approved by or registered with the Securities and Exchange Commission of Thailand (“SEC”). No person receiving a copy of this document may treat the same as 
constituting an invitation or offer to him in Thailand and such person shall not distribute or make available this document in Thailand. The issuer of this document 
shall not be liable in any manner whatsoever in the event this document is distributed or made available to any person in Thailand receiving a copy of this document. 
Since no application for approval has been or will be made to the SEC for the offering of the securities, or for the registration of this document, the securities shall 
not be offered for subscription or purchased or made available, whether directly or indirectly, in Thailand. It is the sole responsibility of recipients wishing to take 
any action upon this document to satisfy themselves as to the full observance of the laws of Thailand, to comply with all relevant government and regulatory 
approvals, and to comply with all applicable laws, including but not limited to exchange control laws. 

For Investors in People’s Republic of China (PRC): this document does not constitute a public offer of the product, whether by sale or subscription in the PRC. The 
product is not being offered or sold directly or indirectly in the PRC to or for the benefit of, legal or natural persons of the PRC. Further, no legal or natural persons 
of the PRC may directly or indirectly purchase any of the product or any beneficial interest herein without obtaining all prior PRC’s governmental approvals that 
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are required, whether statutorily or otherwise. Persons who come into possession of this document are required by the issuer and its representatives to observe 
these restrictions. 
 
For Brunei investors: This document has not been delivered to, licensed or permitted by Autoriti Monetari Brunei Darussalam.  Nor has it been registered with the 
Registrar of Companies.  This document is for informational purposes only and does not constitute an invitation or offer to the public.  As such, it must not be 
distributed or redistributed to and may not be relied upon or used by any person in Brunei other than  the person to whom it is directly communicated and who 
belongs to a class of persons as defined under Section 20 of the Brunei Securities Market Order, 2013.  
 
For Filipino investors: The shares or units referred to in this document (if any) have not been registered with the Securities and Exchange Commission under the 
Securities Regulation Code. Any future offer or sale thereof is subject to registration requirements under the Code unless such offer or sale qualifies as an exempt 
transaction. 
 
For Vietnam investors: This document does not contemplate an offer to sell the interests in any funds in Vietnam. The document has not been approved by the 
State Securities Commission of Vietnam or any other competent authorities in Vietnam which takes no responsibility for its contents. No offer to purchase the 
interests in any funds will be made in Vietnam and this document is intended to be read by the addressee only and must not be passed to, issued to, or shown to 
the public generally. The value of the interests in any funds, the possibility of gaining profit and the level of risk stipulated in this document is purely for reference 
purposes only and may change at any time depending on market status. Investment in fund(s) does not carry any assurance that investors will make a profit. 
Investors should themselves carefully balance the risks and the level of those risks before they make any decision to invest in any funds. It is investors’ 
responsibilities to ensure that they are eligible to make investment in any funds. Investors are responsible for obtaining all applicable approvals and complying 
with requirements under Vietnamese laws. 

 

MSCI: Neither MSCI nor any other party involved in or related to compiling, computing or creating the MSCI data makes any express or implied warranties or 
representations with respect to such data (or the results to be obtained by the use thereof), and all such parties hereby expressly disclaim all warranties of 
originality, accuracy, completeness, merchantability or fitness for a particular purpose with respect to any of such data. Without limiting any of the foregoing, in 
no event shall MSCI, any of its affiliates or any third party involved in or related to compiling, computing or creating the data have any liability for any direct, 
indirect, special, punitive, consequential or any other damages (including lost profits) even if notified of the possibility of such damages.  No further distribution 
or dissemination of the MSCI data is permitted without MSCI’s express written consent. 


