
In a separate XTB Fact Sheet we looked at how the extra 
‘carry’ or return you get from the income on fixed coupon 
bond XTBs provides a level of protection for investors against 
rising rates under a number of rate change scenarios. We 
looked at total returns from a number of XTBs under the 
range of scenarios, versus a rolling investment in short-dated 
TDs. In this XTB Fact Sheet we look at what the market says 
about future rate movements.

There is no crystal ball – but what 
does actual market activity indicate?

There are two ‘market signals’ that can be used by investors 
to ‘imply’ where interest rates could be heading in the future:

1.  What does trading in the Futures market imply about the 
Cash Rate?

2.  Over the medium to longer term - what premium 
will investors need for lending money to the Federal 
Government – i.e., what does the Government yield  
curve tell us?

The future is uncertain and nobody 
actually knows the answer to this 
question. Indeed our inability to 
predict the future is one of the main 
reasons for portfolio diversification.  

  The first Classes of XTBs commenced trading on 
ASX on 14 May 2015. 

  Each XTB offers exposure to the returns from a 
different senior corporate bond issued by some 
of the largest ASX listed companies, or their 
subsidiaries.

  XTBs are not a fund investment, they are individual 
securities trading on ASX, each based on a different 
bond. XTBs pay out 100% of the underlying bond’s 
coupons and principal.

  This XTB Fact Sheet looks at what the market is 
implying for future rate movements by considering 
short term futures and government bonds.

  Bonds and XTBs related to them are sensitive to 
interest rate movements.

  In August 2015, both of these markets were implying 
that rates would remain low for at least the medium 
term (at least out to three years).

  In August 2015, the short term futures market was 
implying a possible cut in rates before any increase.

Where might interest rates be going?

Some commentators will note that since the RBA Overnight 
Cash Rate (the Cash Rate) is at an all-time low of 2.0% in 
August 2015, then it makes sense that rates must be moving 
up rather than down. 

While it may be appealing to think that rates can’t keep 
going down when you’re already at an historical low of 2.0%, 
this provides little insight into the potential path of the RBA 
Overnight Cash Rate in terms of – how, when, and how far 
rates will move, or whether the next move is down or up.

F A C T  S H E E T

Where next for  
interest rates?
25 August 2015

INVESTORS



This chart is available from the ASX website and the version 
above was taken on 25 August 2015. It shows that the 
market in 30 Day Interbank Cash Rate Futures is implying the 
possibility that the Cash Rate will move down in the near term, 
rather than up. This market is not factoring in a rate rise until 
mid-2016 and it implies the Cash Rate won’t even get back to 
2.0% (if it does fall), or even reach 2.0% out to January in 2017.

Trading in these futures contracts occurs continuously and the 
market signals implicit in the trading data will change as new 
information comes to hand. For example, the probability of a 
rate cut implied by this chart increased following a sharp 4% fall 
in equity markets that occurred on 24 August 2015.

The ‘market’ doesn’t have a crystal ball any more than any 
individual, and so its consensus or implied view may be wrong. 
You shouldn’t take this chart as meaning anything other than 
August 2015’s implied view based on trading by well informed 
investors, which can change significantly as new information 
comes to hand.

What it does say in August 2015 is that professional market 
trading implies there is a chance there will be another cut 
before rates rise again, but rates are unlikely to be above 2.0% 
in 2016 or early 2017.

RBA Cash Rate in the future

The ASX 30 Day Interbank Futures contract listed on ASX allows mostly professional traders and investors to take exposure to 
where the Cash Rate might be in the future. This liquid market provides data going out about 18 months into the future. Based on 
this activity, ASX publishes the following chart, which implies the future direction of the Cash Rate. 
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  ASX 30 DAY INTERBANK CASH RATE FUTURES IMPLIED YIELD CURVEAS AT MARKET CLOSE ON 24 AUGUST 2015
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For more information  
E: advisers@xtbs.com.au 
T: 1800 995 993 
W: xtbs.com.au 

 Follow us on LinkedIn 

DISCLAIMER Australian Corporate Bond Company Ltd (ABN 34 169 
442 657, Authorised Representative No.: 469037) (“ACBC”) is an 
Authorised Representative of Theta Asset Management Ltd (ABN 37 
071 807 684, AFSL No.: 230920) (“Theta”). Theta is the Responsible 
Entity of the Australian Corporate Bond Trust (ARSN 603 010 779) and 
the issuer of the Exchange Traded Bond Units (“XTBs”). ACBC is the 
Securities Manager of the XTBs. ACBC and Theta will earn fees for 
making the XTBs available to investors, which is payable at the time 
that an Authorised Participant applies for an XTB. ASX have approved 
the XTBs for quotation on ASX pursuant to the AQUA Rules. Further 
a Product Disclosure Statement (“PDS”) dated 6 May 2015 has been 
lodged with ASIC. Further Classes of XTBs may be made available 
pursuant to separate PDS, those Classes of XTBs will be made 
available once they have been approved for quotation by ASX and the 
relevant PDS has been lodged with ASIC. Investors should read the 
PDS that relates to that Class of XTB prior to making an investment 
decision, with or without the assistance of their professional legal, 
accounting and financial advisers. ACBC is solely responsible for the 
contents of this email. The contents of a PDS and this Fact Sheet are 
subject to change and ACBC makes no warranty, express or implied, 
as to the completeness of any statement contained herein nor does 
it represent that this email contains all of the information that an 
investor may require in order to assess the merits of an investment in 
XTBs. The distribution of this Fact Sheet or any other material relating 
to XTBs, including a PDS, to persons outside of Australia may be 
restricted by law and any person who comes into possession of such 
documents should seek their own advice on, and observe any such 
restrictions. The information contained in this Fact Sheet is general in 
nature and does not take into account any particular investors personal 
circumstances, objectives or needs. It is not personal financial advice. 
You should read the PDS and consider, with or without the assistance 
of your professional advisers, whether an investment in XTBs is 
appropriate, having regard to your own personal circumstances.

© Copyright 2015 Australian Corporate Bond Company Ltd  
ABN 34 169 442 657. All rights reserved 2015

Longer term premiums (yield curve)

Another market signal investors can use is what can be implied 
about the Cash Rate from longer-term Government bond yield 
curves. Ask yourself a question - would you rather lend money 
to someone for one or two years? The answer is obviously 
one year, which gives you a chance to re-evaluate and lend 
the money again for the second year. So someone looking to 
borrow for two years is expected to pay more interest than 
someone looking to borrow for one year. Lenders charge an 
increasing premium for the uncertainty of the future.

In both July and August 2015 the Commonwealth Government 
could borrow at 2.00% for one day (the Cash Rate). In July 
it needed to pay investors 2.10% to borrow for three years 
and 3.10% for ten years (the 3 and 10 year Government Bond 
yields). By 20 August the three year yield had dropped to 
1.90% and the ten year yield was 2.70%. Note in August the 
curve between overnight and 3 years became ‘inverted’ – 
meaning the government paid more for borrowing overnight 
than it did for 3 year borrowings. Historically, the shape of the 
government curve has mostly been positive (they pay more 
the longer the term), with an inverted curve such as August 
2015 occurring less often.

Whether the shape of the curve is positive or inverted - the 
amount the Government needs to pay investors for borrowing 
longer term funds should be greater if the investors believe 
the Cash Rate will also be higher over this longer period. i.e., 
if you expected the average Cash Rate to be 3.50% over the 
next 3 years, then it would be rational to demand 3.50% from 
the Government for locking in three-year funding.

The fact that in July 2015, the Government three-year bond 
yield was only 2.1% and the ten-year bond yield was 3.5%, and 
by August it had actually inverted to 1.90% at the 3 year point 
says a lot about what the professional market thinks about 
interest rates over the three year horizon. The market is not 
pricing in significant increases in rates over three and even 
ten years timeframe.

Therefore, if we look at both shorter-term cash rate futures 
and the medium-longer term Government yield curve, we 
can see that first, the market is suggesting the next move 
for the Cash Rate could be down, and second, even with the 
‘premium for uncertainty’ or ‘term premium’ over the next 
three years, in July 2015 the Government could borrow at a 
‘premium’ of only 0.10% to the cash rate, and at a discount of 
0.10% to the cash rate in August 2015.

Conclusion

The future is uncertain - this is why investors diversify their 
portfolios. In August 2015, both the government bond, 
and short-term cash futures markets were not pricing in a 
probability of the RBA Overnight Cash Rate rising significantly 
over the next three years. In fact trading in the futures on ASX 
implied a further rate cut in 2015 before any rate rises. That 
said, there is no guarantee that ‘the market’ is right.

To view the range of available XTBs visit  
xtbs.com.au/available-xtbs.
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