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When markets inevitably change course, risks and opportunities reset, with one investor’s 
new opportunity another’s pitfall. This is the essence of a dynamic market and why we love 
playing an active role. 

 
In this instance, the direction change is Australia’s late 2025 bond selloff, culminating in a 
25bp hike from the RBA this week and with the prospect of more hikes through 2026. 
Looking forward, current market pricing for 2026 shows a widening gap between the RBA 
cash rate and the FED funds rate, with the pricing of rate hikes in Australia in stark contrast 
to the US where easing appears virtually certain (refer Chart 1). 

Chart 1. Cash Rate Futures – US and Australia (%) 

 
Source: Bloomberg, Yarra Capital Management Feb 2026. 

While the year ahead can pan out differently since actual movements in interest rates in 
some instances can bear little resemblance to the futures market at any point in time, pricing 
is always eventually reflected in security valuations across Australian credit and thus 
impacts investment decisions.  

For us, higher bond yields in the closing months of 2025 enabled a rebuild of strategic 
duration at ~1.7 years across both our Enhanced Income and Higher Income funds. While 
market timing is never perfect, this duration positioning – where we have a skew to the front 
end – should help limit any drawdowns from risk offs in 2026. This period reminds us of April 
2025, where both funds generated positive performance despite credit spreads moving 
materially wider. We believe a similar scenario can play out in 2026 (refer Chart 2). 
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Chart 2. Australian 3-year Interest Rates and ANZ 2033/38 T2 Credit Spreads 

 

Source: Bloomberg, Yarra Capital Management Feb 2026. 

Another key theme through 2025 was the 6%+ “mania” which appears to be back with gusto. 
A pool of investors attracted to higher outright yields, especially longer dated major bank 
T2s, appear to be forgoing adequate credit spread compensation and happily accepting 
higher spread and interest rate duration risk to achieve their 6%+ yield objectives.  

Our analysis of the ANZ T2 credit curve illustrates the poor credit spread compensation that 
is currently on offer for the longer dated 2035 (call) and 2045 (bullet) maturities (refer Chart 
3).  

Chart 3. ANZ T2 $A Securities Credit Spreads and Government Bond 10-year Yields 

 
Source: Yarra Capital Management, Feb 2026. 

Unsurprisingly, the significant contraction in the credit spreads on longer dated T2s is 
closely correlated with the rise in government bond yields and ANZ’s T2 credit curve, as with 
the other major banks, is unattractively flat. We have taken this opportunity to rotate out of 
these longer-dated T2s given the inadequate spread compensation, preferring instead to be 
invested in shorter dated T2s such as the 2030s which are paying comparable credit 
spreads but with much less risk.   

While we are rotating out of longer-dated T2s, we remain comfortable investing in longer 
dated securities provided the credit spread compensation is commensurate to the risk 
assumed. In early February, we invested in the 5 and 10-year BBB rated Aroundtown bonds. 
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While these securities are more off Broadway than the major bank T2s, the 10-year 
securities priced at an attractive 200bps credit spread and a yield of 6.72%. This deal 
provided ~70bps additional compensation for two notches lower credit quality (i.e. 
approximately double the normal compensation over A- rated major bank T2s).  

Resetting for 2026, we continue to look to optimise the risk-adjusted return profile of our funds. 
With projected yields of ~6-7% for both the Enhanced Income and Higher Income funds, we 
remain well positioned to continue meeting return objectives, and in doing so expect to continue 
providing our investors with consistent and stable defensive income.  
 

  

 

 

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 
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, 2026. 

About Us 

 

Yarra’s fixed income franchise employs an active and research-driven approach, 
constructing and managing portfolios that represent our best ideas for investors. 
We target consistent and stable returns over the longer term, employing a 
rigorous process which follows an established and reliable framework to ensure 
we are capable of delivering outperformance through market cycles. 

Find out more about our Funds> 
 

Contact us  

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

The 6%+ “mania” appears to be back with gusto for 2026 

https://www.yarracm.com/fixed-income-multi-asset/
https://www.yarracm.com/team/
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