Spurious Correlations
Vol 2: As Rate Paths

Diverge, Australian
Bonds Stand Out

Global rate paths are diverging — but are markets getting it wrong? While the US appears set
to slash rates, the RBA is looking to hold firm. With inflation and unemployment telling a
similar story on both sides of the Pacific, the real question is: where should bond investors
direct their capital?

Markets seem certain the US Federal Reserve (FED) is going to cut rates and almost as
certain the Reserve Bank of Australia (RBA) cutting cycle is done and have started pricing in
small hikes for 2026. While it's not uncommon for either central bank to move at different
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times and even different directions, there are usually differences in the US and Australian Co-Head of Fixed

economies that lead to these differences.

Income

Looking at US and Australian CPI and Unemployment it's difficult to see how we end up with
such different views based on the data. Since 2018, both countries unemployment and
inflation rates have been quite similar (refer Chart 1 and Chart 2).

Chart 1. AU v US CPI (YOY%)
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Source: U.S. Bureau of Labor Statistics, Australian Bureau of Statistics.
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Chart 2. AU v US Unemployment (%)
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Source: U.S. Bureau of Labor Statistics, Australian Bureau of Statistics.

The RBA has also come under a lot of criticism for being behind the game from a lot of
market commentators, but if we look at chart 3 and 4, the shaded area shows the number of
months in each monetary policy cycle for the FED and RBA to bring inflation back to target.
The RBA has managed that feat, admittedly briefly, however the FED after 55 months still
has not gotten back to their inflation target (refer Chart 3 and Chart 4).

Chart 3. US Cash Rate and Inflation
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Source: U.S. Bureau of Labor Statistics, U.S. Federal Reserve.
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Chart 4. AU Cash Rate and Inflation

25.0

90
% No. of Months
80
20.0
70
15.0 60
50
10.0
) “ | .
— 20
0.0 \H ‘ ‘\IH \H“ \\”H 1 m
I - H\ | H | \H“ HHMH\ ;
50 .\H”m ‘nllm“ w\mm “M\”H ‘\\I\m“ \\II\H“ ‘Hmm .\H“H nl\”“‘
< N < O o© < O N < O © <
[ee] 00 00 O’S O O O O O O o O O - —_— — - — N N
o O O O O OO OO 0O O O 0O O 0O o o o o o o O o
N N N N N N N N N N R N L D B
[&] (6] (6] (8] [&] [&] (8] (6] [&] [&] [&] (8] (8] [&] [&] (6] (8] (8] [&] [&] (6]
() (] (&) Q () () (&) (&) [&) [) (] (&) (&) [) [) (] (&) [ [) [] (&)
o 000000000 0000000000 Q0N

mmmm Number of Months since Inflation Under Target (2.5%) s===AU CP| YOY emmmm=AU Cash Rate

Source: Reserve Bank of Australia, Australian Bureau of Statistics.

While we think the RBA is probably on hold for a few months to mid-2026, we are hugely
sceptical that the FED should be cutting rates as aggressively as the market is suggesting.

What does this mean for Fixed Income investors?

With the recent backup in Australian yields, Australian fixed income looks to be a
considerably better place to invest than in the US.

About the Australian Bond Fund

The Yarra Australian Bond Fund invests in a diversified portfolio of investment-
grade Australian fixed income assets. As a core component of a balanced

portfolio, the Fund aims to provide regular active income and a moderate level of
growth for a competitive fee.

Find out more about the Fund>

Contact us

If you require further information, please contact
your relevant Business Development Manager.

Dﬁ Australian yields shine as Fed cuts loom large.

Yarra Funds Management Limited (ABN 63 005 885 567, AFSL 230 251) (‘YFM') is the issuer and responsible entity of a range of
registered managed investment schemes, which includes those named in this document (‘Funds’). YFM is not licensed to provide
personal financial product advice to retail clients. The information provided contains general financial product advice only. The
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advice has been prepared without taking into account your personal objectives, financial situation or particular needs. Therefore,
before acting on any advice, you should consider the appropriateness of the advice in light of your own or your client’s objectives,
financial situation or needs. Prior to investing in any of the Funds, you should obtain and consider the product disclosure
statement ('PDS’) and target market determination (‘TMD') for the relevant Fund by contacting our Investor Services team on 1800
034 494 or from our website at www.yarracm.com/pdsupdates/. The information set out has been prepared in good faith and
while Yarra Funds Management Limited and its related bodies corporate (together, the “Yarra Capital Management Group”)
reasonably believe the information and opinions to be current, accurate, or reasonably held at the time of publication, to the
maximum extent permitted by law, the Yarra Capital Management Group: (a) makes no warranty as to the content’s accuracy or
reliability; and (b) accepts no liability for any direct or indirect loss or damage arising from any errors, omissions, or information
that is not up to date. No part of this material may, without the Yarra Capital Management Group's prior written consent be copied,
photocopied, duplicated, adapted, linked to or used to create derivative works in any form by any means.

YFM manages the Fund and will receive fees as set out in the PDS. To the extent that any content set out in this document
discusses market activity, macroeconomic views, industry or sector trends, such statements should be construed as general
advice only. Any references to specific securities are not intended to be a recommendation to buy, sell, or hold such securities.
Past performance is not an indication of, and does not guarantee, future performance. Information about the Fund, including the
relevant PDS, should not be construed as an offer to any jurisdiction other than in Australia. With the exception of some Funds
that may be offered in New Zealand from time to time (as disclosed in the relevant PDS), we will not accept applications from any
person who is not resident in Australia or New Zealand. The Fund is not intended to be sold to any US Persons as defined in
Regulation S of the US federal securities laws and has not been registered under the U.S. Securities Act of 1933, as amended.

References to indices, benchmarks or other measures of relative market performance over a specified period of time are provided
for your information only and do not imply that the portfolio will achieve similar results. Holdings may change by the time you
receive this report. Future portfolio holdings may not be profitable. The information should not be deemed representative of future
characteristics for the strategy. There can be no assurance that any targets stated in this document can be achieved. Please be
advised that any targets shown are subject to change at any time and are current as of the date of this document only. Targets
are objectives and should not be construed as providing any assurance or guarantee as to the results that may be realized in the
future from investments in any asset or asset class described herein. If any of the assumptions used do not prove to be true,
results may vary substantially. These targets are being shown for informational purposes only.

© Yarra Capital Management, 2025.
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