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Abstract 

 

This research investigates the significance and magnitude of a range of economic 

variables in causing changes to the term structure of interest rates in Australia. Among 

these variables are the unexpected component of economic news announcements and 

changes in the Reserve Bank of Australia’s official monetary policy stance. Particular 

emphasis is given to the role of unexpected signals of the RBA’s future monetary policy 

stance, delivered in speeches by senior employees from the Bank, in shaping interest 

rates within Australia. 

 

In contrast to previous results it is found that unexpected announcements of economic 

news such as: inflation, output growth and unemployment, aren’t significant in causing 

changes to Australian interest rates. However, unexpected changes to the target cash 

rate by the Reserve Bank are estimated to be significant in causing change to Australian 

interest rates across the yield curve.  Unexpected policy signals are shown to cause 

changes to interest rates at the short and long end of the yield curve. This result gives 

support to the notion that the RBA has credibility among market participants in 

signalling its future policy intentions. 
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1. Introduction 

 

Traditionally central banks have used their official monetary policy tool to influence 

economic outcomes within their domestic economy. This typically takes the form of 

setting a target interest rate on short-term lending between banks. Changes to this 

interest rate influence the economic performance of a country through its impact on 

other interest rates, changes in which are transmitted throughout the economy. Figure 1 

displays the target cash rate as set by the Reserve Bank of Australia (RBA) which 

indicates its official monetary policy stance. However, in recent decades central banks 

have increasingly made use of alternative means in seeking to achieve their desired 

economic outcomes. One of these alternatives is to give signals of their future policy 

intentions based on the current economic conditions and expectations of how these 

economic outcomes will progress in the near future. 

 

 

 

In response to this a literature has developed to examine the effectiveness of these 

different policies in shaping economic outcomes and the magnitude of their effect 

compared to changes in the official monetary policy stance. One means by which the 

influence of policy signalling can be assessed is by examining the effect unexpected 

signals have on the term structure of interest rates within an economy. The term 

structure of interest rates is the relationship between the time to maturity on a bond and 

the interest rate associated with it (relatedly, the yield curve is the graphical 
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representation of the term structure). The reason that the term structure is informative is 

that it can be interpreted as indicating market expectations of future economic 

performance and therefore of the future official policy stance of the central bank.  

 

Therefore if signals are effective in influencing the economy they should have a 

significant impact on the term structure of interest rates as they would influence 

investors expectations of future economic outcomes and the official monetary policy 

stance. From the perspective of monetary institutions it is important to understand 

whether both unexpected signals and change to its official policy stance have significant 

effects on the term structure of interest rates since changes to interest rates are 

transmitted throughout the economy and have wider ranging consequences for the 

economy. 

 

The literature examining what variables are significant in influencing the term structure 

of interest rates within an economy has consistently found that changes to monetary 

policy are influential in bringing about such changes. Cook and Hanh (1989) found that 

changes to the Fed Funds target rate made by the Federal Reserve in the United States 

were significant in changing interest rates on US Treasury Bills and Campbell and 

Lewis (1998) found a similar effect in the Australian context for changes made by the 

Reserve Bank of Australia to its policy stance. 

 

In addition to this, several other variables have been found to have a significant effect 

on market expectations of an economy’s future performance and hence on the term 

structure of interest rates. Most notable among these are the unexpected components of 

economic news announcements such as the GDP growth rate and the inflation rate. 

Fleming and Remolona (1999) found that in the US unexpected economic news 

influenced the level and volatility of interest rates on US Treasury Bills. 

 

Andersson, Dillén and Sellin (2006) extended the literature by looking at how a wide 

range of variables, including unexpected monetary policy signals, affected the term 

structure of interest rates within Sweden. They found that policy signals and unexpected 

changes to the official policy stance of the Swedish central bank were the most 

important variables in shaping the term structure of Swedish interest rates. 
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The contribution of the research presented here to the existing literature is to adapt the 

approach taken by Andersson et al to the Australian context. That is, a model is 

developed to determine the significance of a number of economic variables in 

influencing the term structure of interest rates on Australian Treasury Bills. The 

variables of most interest here are unexpected signals and changes to monetary policy 

made by the Reserve Bank of Australia and the unexpected component of economic 

news announcements in Australia. The policy signals used in estimating the model 

developed here were obtained from speeches given by senior employees of the Reserve 

Bank in public forums. It was thought that such speeches may be influential in shaping 

market expectations due to the large amount of coverage they are given by the media in 

its attempts to predict the Bank’s future policy stance. 

 

Estimation of the model indicates that unexpected policy signals have a positive, 

significant effect on Treasury Notes with short times to maturity and negative and 

significant effects on the rates of bonds with long times to maturity, while their effect 

on the interest rates of Treasury Bills on the middle of the yield curve are positive but 

insignificant. The duration at which signals reverse from having positive to negative 

signals is estimated to be about 6 months.  

 

These results are consistent with the RBA having credibility among investors in giving 

policy signals. That is, market participants think that signals given by the RBA will be 

followed up with corresponding changes to its official policy stance in the future. The 

reason for this is that interest rates on short-term Treasury Notes are closely linked to 

the cash rate which the RBA influences directly in setting its official policy stance 

while long-term rates should reflect market expectation of Australia’s economic 

performance over the long-term. Therefore if the market expects a tightening of 

monetary policy this is consistent with a decrease in economic activity and inflation 

over the long-term as the policy has its intended effect. So, over this longer time frame 

there will be an expected decrease in interest rates to prevent the economy from slowing 

too much and, hence the negative relationship between policy signals and long-term 

interest rates. 

 

A series of robustness checks indicate that this result is not particular to one model 

specification or definition of market expectations of the RBA’s future policy intentions. 
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It is found that unexpected changes to the official monetary policy stance are the most 

significant variable in terms of causing unexpected changes to interest rates. However 

not all results here are consistent with previous findings or our a priori expectations. In 

particular unexpected announcements of Australia’s economic growth, inflation rate 

and unemployment rate are found not to have an effect on interest rates which differs 

from the results of Campbell and Lewis (1998) who found that such announcements 

were significant in influencing interest rates in Australia. 
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2. Literature Review 

 

The fundamental theory underlying much of the research related to the term structure of 

interest rates is the expectations hypothesis. The earliest discussion of this hypothesis 

was by Fisher (1896) and from that point on it has been the subject of much theoretical 

and empirical work. In its simplest form Shiller (1990) says the hypothesis states that 

the yield curve’s slope is related to expectations of future interest rates. 

 

In much of the literature testing the validity of the expectations hypothesis, such as 

Sargent (1972), the authors articulate their own version of the hypothesis, often by 

pairing it with other assumptions, and then testing for it empirically.  

  

Sargent (1972) performed a joint test of the expectations hypothesis and the theory that 

expectations are rational in the sense that market participants efficiently incorporate 

new information into their expectations about future interest rates. The implication of 

these two assumptions is that the path of interest rates follows a martingale: the 

expected value of next period’s interest rate, conditional on the information available 

today, is equal to the current period’s interest rate. Sargent finds it is unlikely that that 

these two theories hold simultaneously. Moreover, it is found that “diluted” versions of 

the expectations hypothesis which allow for liquidity premiums (the additional return 

demanded by investors in exchange for increased difficulty in converting an asset to 

cash) are also likely to be rejected by the data.  

 

It has also been argued that long-term interest rates have at times been too volatile to be 

consistent with the expectations hypothesis, under which they should be equal to an 

average of short term rates plus a liquidity premium to account for the loss in liquidity 

resulting from holding a long-term security. Shiller (1979) sought to develop models of 

long-term interest rates consistent with this relationship and test whether these 

predictions were borne out in reality. The results from regression tests of the hypothesis 

were in favour of an alternative hypothesis in which factors other than expectations 

affect long-term rates. 
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These apparent rejections of the expectations hypothesis do not imply that the term 

structure of interest rates is not useful in providing information which assists in 

understanding the economy. Various attempts have been made to assess the 

implications changes to the term structure may have for future economic performance. 

For instance, in seeking to develop a new set of leading indicators to predict future 

economic performance Stock and Watson (1989) found that two of the best predictors 

of these variables were: the difference between the interest rates on 10 year and 1 year 

US Treasury bonds, which measures the slope of the yield curve; and the difference in 

interest rates on short term bonds issued by private firms and the government, which 

can be seen as measuring the default risk inherent in the economy, i.e. this spread 

increases when the expected probability of government default increases which 

typically occurs during periods where there is a greater expectation of a downturn in 

economic performance. 

 

These findings were reaffirmed by Bernanke (1990) who tested a range of different 

interest rates and interest rate spreads in seeking to find which was the best in terms of 

predicting 9 indicators of real economic activity and consumer price index (CPI) 

inflation in the United States. He found that the spread between 6 month commercial 

bonds and 6 month Treasury Bills performed the best in predicting future changes in 

these variables.  

 

Lowe (1992) performed similar tests in an Australian context, measuring the ability of 

the term structure of interest rates on Commonwealth Treasury bonds to measure future 

economic growth and inflation outcomes for the Australian economy. This was done by 

regressing future changes in real economic output and the inflation rate on the 

difference between the current interest rate on Treasury bonds with maturities of 10 

years and 6 months. The tests found that these spreads were effective in predicting 

Australia’s growth for periods less than 2.5 years into the future and in predicting 

changes in the inflation rate over the medium term but not the short term. 

 

In a more recent study Poke and Wells (2009) estimated the effectiveness the term 

spread (the difference between long and short-term interest rates) has in predicting 

cumulative GDP growth regressions for the Australian economy. They found that for 

some periods these spreads have predictive power over GDP growth. However, they 
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also found that the change in the monetary policy setting regime in Australia to one in 

which the RBA has an official inflation target may have lead to a decrease in the 

predictive power of the term spread over GDP growth. 

 

In addition to measuring the default risk market participants believe to be present in the 

economy at a given time, Bernanke (1990) proposes that another reason that the spread 

between publically and privately issued bonds is useful in predicting  future economic 

outcomes is that it provides a measure of the current monetary policy stance. This was 

demonstrated in the paper by the high correlation between this spread and indicators of 

the Federal Reserve’s current monetary policy stance such as the target Federal Funds 

Rate. This finding raises the question of how robust the relationship between monetary 

policy and the term structure of interest rates is and what, if any, are the further 

implications it has for the information inherent in the term structure. 

 

An early test of how changes in monetary policy affect the term structure of interest 

rates in the US was conducted by Cook and Hanh (1989). This involved an event study 

in which the interest rates of US Treasury Bills of various maturities were regressed on 

changes in the Federal Reserve’s target Funds Rate which can be seen as the best 

indicator of the central bank’s monetary policy stance. It was found that changes to the 

target rate led to changes of similar magnitude and direction on interest rates of bonds 

with maturities of 12 months or less and that these effects dissipated as the maturities of 

the bonds increased in duration beyond this length. The implication of this is that 

changes to monetary policy have little influence on the long end of the yield curve but 

do have an impact on the spread between short and long-term rates, i.e. a tightening of 

policy increases short term rates relative to long term rates, thereby inducing a 

downward sloping yield curve (or at least moving it in this direction), while 

expansionary policy has the opposite effect. 

 

A criticism that can be made of Cook and Hanh’s analysis is that their use of a linear 

regression model is overly simplistic in assuming that changes to monetary policy are 

exogenous in their effect on the term structure of interest rates and that changes in the 

target rate and market interest rates aren’t both caused by some other change in 

economic conditions. This limitation was addressed in Edelberg and Marshall (1996) 

who used a VAR framework to measure the purely exogenous effect of monetary policy 



14 
 

shocks on US Treasury Bill interest rates. The findings here were largely consistent 

with Cook and Hanh with changes in monetary policy shown to cause significant shifts 

in short term interest rates in the same direction with these effects diminishing as the 

maturity of the bonds increased. These findings are reaffirmed by Evans and Marshall 

(1998) who performed a similar VAR analysis. They extended the results in showing 

that contractionary shifts in monetary policy induced decreases in inflation 

expectations, implying an increase in real interest rates. 

 

Other extensions of Cook and Hahn’s analysis have included distinguishing between 

the effects of the expected and unexpected components of changes to monetary policy. 

Kuttner (2001) used a similar methodology to Cook and Hanh but disaggregated the 

unexpected portion of changes in the Federal Reserve’s policy stance by using futures 

data on the Federal Reserve funds interest rate.  They found that unexpected policy 

changes are significant in their effect on the interest rates of US Treasury Bills with 

short maturities but the magnitude of this effect decreases with increases in the time to 

maturity of the Bill. Conversely, expected policy changes to policy have an 

insignificant impact on interest rates. It can be argued that the reason for this result is 

that expected changes to policy don’t provide new information to the market and 

therefore shouldn’t cause changes to the behaviour of market participants. 

 

Similar studies using data from other countries provide results consistent with those 

found for the US. Haldane and Read (2000) performed a similar analysis on UK, US, 

German and Italian interest rates using daily time series data of market interest rates 

rather than performing an event study on the occurrence of changes in the central 

bank’s monetary policy stance as in Cook and Hanh. In the UK unexpected changes to 

monetary policy by the Bank of England are estimated to change market interest rates 

on short-term bonds in the same directions as the policy surprise but the effect on the 

interest rates of long-term bonds is the in the opposite direction, i.e. a tightening of 

monetary policy causes a decrease in long-term interest rates, indicating lower expected 

inflation in the future among market participants. A similar pattern is estimated for 

Italy. However, in the US and Germany the estimated impacts on short-term rates are 

relatively small with a negligible effect on long-term rates. These differences are 

attributed to divergences between the credibility with which the different central banks 

are regarded. 
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So far, the discussion of the literature has centred on how explicit changes to monetary 

policy affect the term structure of interest rates within an economy. In addition to this, a 

range of other economic variables and events are thought to affect interest rates and as 

such these too have been the source of considerable research.  

 

The paper with greatest relevance to my thesis is Andersson, Dillén and Sellin (2006) 

which seeks to determine whether several variables are significant in causing 

unexpected changes to interest rates on Swedish government bonds of various 

maturities. These variables include: foreign interest rates; the unexpected portion of 

various economic news announcements (e.g. inflation, GDP growth); unexpected 

monetary policy changes by the Riksbank; and unexpected monetary policy signals 

given by members of the Riksbank board. The model developed by Andersson et al 

serves as the basis for the model used in my thesis so will be explained more thoroughly 

in the Model section of this thesis. 

 

Of particular interest in Andersson et al are the effects of unexpected policy signals 

given by members of the central bank’s board, that is, signals given by those that vote 

directly on the official monetary policy stance of the central bank. It was found in this 

paper that signals were significant in their effect on the term structure of Swedish 

interest rates. Specifically, while signalling was found to have some effect on the 

interest rates of short term government securities, it was shown to have a larger effect 

on the interest rates of long-term government bonds. In comparison to the other 

variables investigated, unexpected signals and changes to the monetary policy stance 

were found to be the most significant in bringing about changes to the term structure of 

interest rates. However, unexpected GDP and inflation outcomes were also estimated to 

have significant effects on the yield curve. 

 

The finding that monetary policy signalling has a significant influence on the public’s 

expectations of future policy actions has been shown to hold in other contexts as well. 

For instance Guthrie and Wright (2000) analysed the case of New Zealand where the 

central bank didn’t conduct official monetary policy actions via open-market operations 

(i.e. changes to its official interest rate) for an extensive period of time. Instead, the 

bank made use of what the authors refer to as “open-mouth operations’ whereby it 
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informed the market of what it thought the appropriate course for short-term interest 

rates should be given economic conditions. Such statements were shown to be sufficient 

to bring about the desired outcome in terms of market interest rates even in the absence 

of changes to the official policy stance. 

 

In a similar vein Thornton (2000) compared the ability of the Federal Reserve’s use of 

open market and open mouth operations in getting the Fed Funds rate to equal the Fed 

Funds rate target (the latter indicates the stance of policy while the former is market 

determined). The effectiveness of these two mechanisms in changing rates is estimated 

by distinguishing between changes to the target rate which the public was and wasn’t 

made aware of at the time of the change. In contrast to the results of Guthrie and Wright 

it was found that neither open mouth nor open market operations were significant in 

bringing about changes to the Fed Funds rate. A potential reason for this ineffectiveness 

is that changes to the target rate aren’t exogenous but are made in reaction to an 

economic change that has already caused a change in the Fed Funds Rate in anticipation 

of changes to the Fed’s target rate.  

 

Another means by which central banks can simultaneously be transparent in setting 

policy and signal future policy changes is by publishing the individual voting records of 

those sitting on the boards that decide the official policy stance. The Bank of England 

has published this information in recent years and Gerlach (2004) estimated the effect 

these signals have on market expectations. It was found that the publication of voting 

records does affect market expectations of the future monetary policy direction, 

reflected by changes in the spread between interest rates on long-term and short-term 

bonds. 

 

Changes to interest rates brought about by unexpected changes in economic news 

variables such as the inflation and unemployment rates are commonly referred to as 

announcement effects and their significance in influencing the term structure of interest 

rates has been studied beyond Andersson et al (2006). Fleming and Remolona (1999) 

used high frequency data to assess the significance of these announcement effects in the 

US. They found that unexpected news has a ‘hump-shaped’ effect on the term structure, 

i.e. only a small effect on the interest rates of Treasury bonds with short and long 

maturities but larger effects on bonds with medium times to maturity. The most 
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significant variables in terms of eliciting changes in market rates were: non-farm 

payrolls; durable goods orders; PPI; CPI; housing starts and retail sales. 

 

Campbell and Lewis (1998) performed a similar study using interest rate data on 

Australian Commonwealth Treasury bonds for the period from 1994 to 1998. It was 

found that unexpected monetary policy changes had the largest impact on interest rates 

during this period, as compared to unexpected economic news. Amongst the economic 

news variables CPI inflation and the unemployment rate had the strongest effect on 

yields. 

 

Campbell and Lewis extended their analysis by also estimating how overseas news, 

specifically the most important US economic news announcements as estimated by 

Fleming and Remolona (1999), affected Australian interest rates. These US 

announcements were shown to have an impact on yields in Australia particularly on the 

rates of long-term bonds. 

 

This finding is consistent with the observation that long-term interest rates in small 

open market economies like Australia are highly correlated with those of the US. 

However, the robustness of Campbell and Lewis’ finding in this respect is brought into 

question by the fact that Kulish and Rees (2008) found little evidence to support the 

notion that long-term interest rates are determined abroad. 

 

Having reviewed some of the literature relating to the term structure of interest rates it 

is worthwhile taking a broad view of the results and what their implications are for 

further research. Overall it appears that the term structure of interest rates on 

government issued bonds is reflective of the market’s expectations of the future 

monetary policy stance of the central bank. As a consequence of this, announcements 

thought to be important in determining a central bank’s future monetary policy stance 

have been found to be significant in shifting the term structure of interest rates in a 

number of different countries. These announcements include, but are not restricted to, 

unexpected: economic news outcomes; changes to the official policy instrument used 

by the central bank; and signals by the central bank of its future policy.  
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These findings provide the motivation for this thesis: to determine whether these results 

extend to the Australian context. The rest of this thesis aims to determine whether the 

discussed economic announcements, particularly unexpected monetary policy signals 

by the RBA, have a significant impact on the term structure of Australian interest rates. 
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3. Institutional Setting 

 

In seeking to understand how monetary policy signalling and other economic changes 

impact the term structure of interest rates within the Australian economy it is first 

necessary to understand what is involved in the RBA’s policy making process. This 

section will outline this process from how the RBA determines its appropriate policy 

setting to how it goes about implementing these polices. 

 

The official mechanism by which the RBA indicates its monetary policy stance is by 

adjusting the target cash rate. This is the Bank’s target interest rate for overnight 

lending between financial institutions. The RBA Board meets on the first Tuesday of 

every month (except for January) to determine its monetary policy stance and vote on 

whether to change the target cash rate. The Board consists of: senior employees at the 

Bank, i.e. the Governor and Deputy Governor; the Secretary of the Treasury, academic 

economists and business leaders. On the same day as the meeting the Board’s decision 

is announced to the public via a press release. Unlike the case in some countries, such 

as the UK and Sweden, the individual voting records of each Board member are not 

made public when the minutes of these meetings are published. 

 

The Reserve Bank Act 1959 is of key importance in understanding the reasons for why 

the Bank makes policy changes as it states the official objectives of monetary policy. 

The three objectives are: maintaining the stability of Australia’s currency; the 

maintenance of full employment; ensuring the economic prosperity and welfare of 

Australians. These goals have been made more tangible since the 1996 Statement on the 

Conduct of Monetary Policy, an agreement between the federal government and the 

RBA ensuring the RBA’s independence and stating that the RBA should have a goal of 

maintaining the annual inflation rate between 2 and 3% on average over the medium 

term. 

 

This agreement came in the context of a global trend towards the undertaking of explicit 

inflation targets by central banks. Since 1996 senior figures within the Bank have 

repeatedly emphasised the “on average” aspect of the target. The implication of this 

being that the Bank can allow inflation to stray outside of the target range provided it 
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expects inflation to return to the target level in the medium term. This distinction is 

important for policy makers so as to avoid a perception growing among market 

participants that the Bank strictly follows a monetary rule, such as the Taylor rule, 

whereby changes to the policy stance are made whenever inflation expectations change. 

 

In determining the appropriate monetary policy stance the RBA Board considers the 

current inflation rate and, most importantly, forecasts of its future path. In order to 

determine this it uses economic data which can assist in forming expectations about the 

performance of the economy over the short to medium term. A significant change in 

inflationary expectations may lead an adjustment in policy in order to maintain inflation 

within the target band over the medium term. This shows the importance of 

expectations in the formulation of future policy and it is this importance which has led 

some, such as Fleming and Remolona (1999), to investigate the significance of 

announcement effects in changing market interest rates. Announcement effects occur 

when an unexpected piece of economic news, e.g. unexpectedly low GDP growth, leads 

to market participants believing that the RBA has changed its inflationary expectations 

and therefore will change its monetary policy stance. In anticipation of these changes 

market interest rates also change without any official policy change from the RBA. 

 

The importance of expectations allows the RBA to alter its policy stance by an 

alternative means between the monthly meetings of the Board. It can do this by 

signalling to the market changes in its expectations of Australia’s future economic 

performance and hence in its future monetary policy stance. Market participants may 

react to such signals by changing their expectations about the economy’s future 

performance which changes their investment behaviour and hence the term structure of 

interest rates without the RBA making any official changes to the target cash rate. The 

signals given by the RBA can take a number of forms but the type that will be 

considered in this thesis are speeches given by senior employees of the Bank in public 

settings. 

 

However the provision of signals by the RBA will only affect the term structure of 

interest rates insofar as they come as a surprise to the market. In some cases the market 

may correctly anticipate changes in the RBA’s future monetary policy stance in 

response to economic news. In such cases interest rates will already have adjusted prior 
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to the giving of a speech and hence the speech would contain no new information and 

would have no further effect on interest rates.  

 

It can be seen that signalling by the Bank increases the transparency of the monetary 

policy making process and gives indications of future policy moves ahead of time. 

Consequently when changes to the official cash rate are made they may not appear to 

cause large simultaneous changes in the term structure of interest rates. The reason for 

this is that this policy change was anticipated by investors due to signals of this policy 

change being given in the past. 

 

When discussing signalling by central banks it also important to consider the credibility 

with which market participants hold the central bank in issuing these signals. 

Specifically, the market will only take notice of monetary policy signals and 

incorporate them into its behaviour if it believes that they will be followed up with 

corresponding policy changes by the central bank, i.e. the signals must be seen to be 

reflective of future policy changes. If the central bank makes a number of signals which 

it doesn’t follow up with actual policy changes it will eventually lose its credibility and 

signals will no longer be effective in changing market expectations of future policy 

actions and hence will not have an effect on the term structure of interest rates. 
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4. Description of the Model 

 

The statistical model used here is based to a large extent on that developed in 

Andersson et al (2006). The authors of this paper estimate the relationship between 

unexpected changes in interest rates on Swedish government bonds of various 

maturities and unexpected changes in a number of variables. The independent variables 

of greatest interest are those related to unexpected economic news announcements and 

unexpected changes in central bank policy.  

 

The decision to base the analysis in the present thesis upon Andersson et al is partly due 

to the ability to generalise their model to countries other than Sweden. This notion is 

supported by the authors’ claim that their model is applicable to “any small open 

economy with an inflation targeting central bank,” where the terms small and open 

imply that interest rates within the economy are to some extent determined by external 

economic conditions.  This description is apt for the Australian economy and so the 

model described here is similar to that of Andersson et al. Differences are based on 

divergences in the institutional settings between the Swedish and Australian economies, 

particularly in the operations of the Riksbank and the RBA, and also on differences in 

data availability. 

 

The main difference between the institutional frameworks of Australia and Sweden 

concerns the way in which each country’s central bank conducts monetary policy. The 

Riksbank makes public the way in which each member of its board votes when policy 

decisions are made whereas this doesn’t occur in Australia. The publication of the 

voting record can act as a signal of future policy intentions as it indicates how close the 

bank was to changing its policy stance. Another difference is that in Sweden, the central 

bank publishes an official forecast of inflation while the RBA doesn’t. This is important 

due to the use of an explicit inflation target in the setting of monetary policy in both 

countries, i.e. there may be a perception that the inflation forecast is strongly indicative 

of the central bank’s future policy stance. Also, while policy meetings of the 

Riksbank’s board are announced prior to their occurrence there is not a predetermined 

schedule and the number of times it meets a year (8-10) is not known with certainty. On 

the other hand the RBA meets on the first Tuesday of every month (except January). 
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Therefore there may be a greater degree of certainty about when policy changes are 

likely to occur in Australia than in Sweden. 

 

 4.1 Changes to the term structure of interest rates and their causes 

 

The model to be estimated can be written as: 

 

  (   )      (  (   ))       
 (   )      (   )    (   )   (   ) 

 

Where   ( )   ( )   (   ), i.e. it is the difference between a variable in the current period 

and its value in the previous period.  (   ) refers to the continuously compounded interest rate 

on a zero coupon bond at time t with a time to maturity of τ.  

 

Et-1(x(t)) is the expectation in period t-1 of the value of variable x at time t.  

 

The dependent variable in the model is the unexpected change in the interest rate on a 

bond with time to maturity of τ periods during period t. This is taken to be the 

difference between the actual change in this interest rate during period t and the 

market’s expectation of what this change would be in the previous period, (t-1). The 

issue in constructing this variable then is determining what this expectation was.  

 

The approach used in Andersson et al (2006), and followed here, is to use forward 

interest rates as a proxy for market expectations of interest rates in future periods. Let 

the forward interest rate in period t-1 be   (     )which is the interest rate on a 

security with τ periods to maturity to be bought at the beginning of period t where the 

interest rate is agreed upon at the beginning of period t-1. The assumed relationship 

between forward rates and market expectations of future spot rates allows us to write: 

 

  (     )      ( (   ))   
 (   ), 

 

i.e. the forward interest rate for a security to be bought in the following period equals 

the expected spot interest rate in the following period on a security with the same time 

to maturity plus an adjustment term to take into account the risks associated with 
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“locking in” the interest rate ahead of time. It is assumed that this forward term 

premium is small and is ignored in deriving the dependent variable. 

 

Next the forward interest rate must be derived from the available data. Using the 

interest rates on securities with times to maturity of 1 and 2 periods as an example, the 

forward interest rate can be written as follows (this derivation is based partly on the 

discussion of forward rates in Jüttner and Hawtrey (1997)): 

 

(   (     ))  (    (     ))(   (     )) 

 

In words this states that if a two period bond is held for both periods (i.e. at the end of 

the first period it is rolled over and held for another), the total return on this investment 

should be equal to the return from investing in two one period bonds where the interest 

rate on the bond bought at the beginning of the second period is agreed upon at the 

beginning of the first period (that is, a forward contract is entered into). If this equality 

didn’t hold arbitrage opportunities would be available for investors. 

 

Hence in the general case the implicit forward rate is: 

 

  (     )  
(   (      )) 

(   (     ))
   

 

Both of the terms on the right hand side are readily available from existing data 

provided bonds with the required times to maturity are issued. Therefore the original 

term on the left hand side of the model can be re-written as: 

 

  (   )      (  (   ))   (   )   (     )   (     )   (     ) 

  (   )    (     ) 

 

The same process is also used to find the unexpected change in the foreign interest rate, 

  (   ), which is included as an independent variable. This allows the original model to 

be written as 
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 (   )   (     )   

   (   )    (   )       
 (   )   

 (     )      (   )    (   )   (   ), 

 

where    (   )is the forward term premium for foreign interest rates. All of the terms 

included in this model are observable except for    (   )    (   )which is assumed 

to be small and hence its exclusion shouldn’t be problematic.  

 

 4.2 Foreign Interest Rates 

 

The foreign interest rate term   (   ) is analogous to the domestic interest rate term 

used as the dependent variable. That is, it is the unexpected change in the continuously 

compounded interest rate on a zero-coupon foreign government bond with τ periods to 

maturity during period t with the same time to maturity as the Australian government 

bond being used for the dependent variable. The foreign interest rate used here is that 

on a US Treasury bond. 

 

This foreign interest rate term is included to account for changes in international 

economic conditions which may have an effect on domestic economic conditions, and 

therefore market expectations of the future monetary policy stance of the RBA as 

reflected by changes in the term structure of Australian interest rates.  

 

The use here only of US interest rates rather than some aggregate interest rate 

composed of rates from a number of different countries can be justified by the 

overwhelming importance of the US economy to that of Australia. A strong sentiment 

exists among market participants in Australia that economic conditions within the US 

have a large impact on those in Australia. This is reflected by the extensive coverage 

given to the US economy relative to that of other countries by the Australian media and 

by the long-enduring notion that ‘when the US economy sneezes the Australian 

economy catches a cold.’  

 

It may be argued that the relative importance of the US economy has diminished in 

recent times due to the rising influence of China and other Asian economies on 

Australia’s. However, this can be countered with the assertion that, in the medium term 

at least, the economic performance of these countries is predicated to a large extent on 
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that of the US since it is the largest export market for many of the manufacturing 

industries which have been crucial to their rapid economic development.  

 

The foreign interest rate term also includes the one period lagged unexpected change in 

foreign interest rates. 

 

 4.3 Economic News Announcements 

 

The news(t,τ) term in the model can be decomposed as: 

 

    (   )                                                    

This term is comprised of three economic news variables, the announcements of which 

may have an effect on Australian interest rates. GDPt, CPIt and UNEMt
 
refer to the 

unexpected component of announcements of: the annual rate of GDP growth; the 

annual consumer price index (CPI) inflation rate; and changes in the unemployment 

rate, respectively, in period t. These variables are included due to the perception that 

they give a good indication of economic conditions. The unexpected portion of 

announcements of these variables should therefore bring about changes to market 

interest rates if investors believe that they convey new information which will change 

the view of RBA Board members with respect to the appropriate monetary policy 

setting. The inclusion of these particular variables is motivated by the observation that 

they are given a high level of prominence in discussions of Australia’s economic 

performance. Specifically, these variables are of importance due to their relationship to 

the RBA’s mandated goals of maintaining full employment and inflation within its 

target of 2-3% over the medium term. Therefore announcements of these variables 

should be particularly important in shaping expectations of the RBA’s future policy 

actions 

 

The unexpected component of the announcements is obtained by subtracting the market 

expectations of their values from the actual announced value. Expectations were 

obtained from surveys of market economists conducted by Bloomberg. Also included 

are the one period lagged values of the unexpected news announcements. 
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 4.4 Unexpected Policy Changes by the RBA 

 

The term   (   ) represents various actions that can be taken by the Reserve Bank to 

implement and indicate changes to its policy stance and can be decomposed as: 

 

  (   )                                                          

RBAt is the unexpected component of changes to the RBA’s target cash rate announced 

at the RBA Board’s monthly meeting. As with the news announcements the unexpected 

component of changes to the target rate are found by taking the difference of the actual 

change in the cash rate and the surveyed expectation of this change.  

 

NRBAt is the expected change in the target cash rate at time t when the RBA Board 

opted not to change its official policy stance.  The disaggregation between unexpected 

changes in the RBA’s policy between times when changes were and were not made 

follows the approach taken by Andersson et al. The reason for doing so is that it may be 

the case that when the Bank changes its policy stance this indicates to the market a 

change in its view of Australia’s economic prospects over the medium term. On the 

other hand if no change is made to the target rate the market may infer that the Bank has 

not appreciably changed its view of the economy or at least not enough to alter its 

policy stance which conveys no new information to the market. 

 

The term of particular interest to this thesis is SPEECHt. This is a dummy variable 

which takes a value of 1 if a senior employee at the RBA gave a speech in period t 

which included an unexpected signal that the Bank intended to have a tighter policy 

stance in the future and is equal to -1 if a signal of an unexpectedly expansionary policy 

stance was given (otherwise SPEECHt is equal to zero). In constructing this term 

whether the signal was unexpected or not was inferred by looking at the spread between 

the target cash rate and the interest rate on a 30 day Treasury Note in the previous 

period. It was taken that if this spread was greater than 5 basis points (i.e. 0.05%) then 

the market expected a decrease in interest rates and if the rate on 30 day bills was more 

than 5 basis points higher than the cash rate then the market expectation was that the 

RBA would tighten its policy stance. In the event where the spread between these two 
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rates was less than 5 basis points either an expansionary or contractionary signal would 

be taken as being unexpected, i.e. the expectation was of no change to policy. 

 

However, in giving these speeches RBA employees may have given a neutral signal, 

i.e. that the RBA viewed its policy stance to be appropriate given current and expected 

economic conditions over the medium term. In this case if the market was expecting a 

decrease in rates SPEECHt would take a value of 1 since the signal given was of a 

tighter future policy stance than that expected. Likewise SPEECHt takes the value -1 if 

the expectation was of an increase in the target rate when a neutral policy signal was 

given. In the event that a speech was given that contained no signal then this was 

ignored in constructing the variable as these speeches provide no new information to 

the market regarding the RBA’s future policy intentions.  

 

The terms with the subscript t-1 are one period lagged values of the policy variables 

described. 

 

 4.5 Changes to the Market Term Premium on Treasury Bonds 

 

The last term to be discussed is  (   ) which consists of two components: changes to 

the term premium on bonds whose interest rate is being used in constructing the 

dependent variable; and the regression error term (i.e. all other variables not included in 

the model which cause unexpected changes to interest rates). The term premium is 

included in the model to take into account changes in: market preferences for bonds of 

different maturities and issuers; and liquidity preferences which lead to changes in 

interest rates. These may be brought about by changes in the risk preferences of 

investors and changes in the market’s view of the risk inherent in Australian 

government bonds relative to those of other countries and to privately issued bonds. The 

term premium (referred to as δ) is constructed as the difference between the interest 

rates of Australian and US Treasury bonds with a time to maturity of 10 years. 
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5. Data 

 

For the purposes of estimating the model data from a number of sources was compiled 

into time series for the period from 9 January 2001 to 28 December 2010 where a 

period is defined as one week and each period begins on a Tuesday. The reason for this 

start date for the sample period is that prior to this the market expectations of the 

economic news announcements aren’t always available for all of the announcements 

used here. Also, it was thought that the sample period should only include the time in 

which the RBA had an explicit inflation target so that the results wouldn’t be distorted 

by regime shifts in how the RBA is perceived to set policy. 

 

In order to properly estimate the effect of the independent variables on the term 

structure of Australian interest rates it is required that the data used be the continuously 

compounded interest rates on zero-coupon Treasury Bills with the times to maturity of 

interest (3 months, 1 year, 2 years and 5 years). The issue here is that Treasury Bills 

with a maturity of 1 year or more provide a semi-annual coupon payment to their holder 

meaning that their interest rate doesn’t contain all of the information about the how 

investors value them. Due to the need for interest rates on zero-coupon bonds whenever 

conducting empirical work on the yield curve a number of alternative techniques have 

been developed to estimate them from available data. The methods used to obtain the 

Australian and US interest rate data used here are discussed in the Data Appendix. 

 

The announced GDP growth rate, CPI inflation rate and change to the unemployment 

rate are all compiled and reported by the Australian Bureau of Statistics. The market 

expectations of these announcements, used to find their unexpected component, were 

obtained from Bloomberg surveys of market economists about their expectations prior 

to the publication of the economic news. 

 

Inferring the policy signals given by senior employees at the RBA in speeches to the 

public and then constructing the SPEECH variable is a non-trivial task and merits 

particular emphasis. All of the speeches were obtained from the RBA’s websites and 

were made by Assistant Governors, the Deputy Governor or the Governor in public 

forums. While it is the case that the Deputy Governor and Governor are the only 
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employees of the RBA to sit on the RBA Board and hence have a direct vote on 

whether changes should be made to the target cash rate at the monthly meeting it was 

decided that it is safe to assume that public remarks given by all senior staff from the 

Bank would be perceived to be consistent with the Bank’s thinking as a whole as to 

what the appropriate policy stance should be moving into the future due to the media 

scrutiny given to these remarks. Also, it was thought that the Bank’s thinking would be 

largely consistent with that of the Governor and Deputy Governor due to their seniority 

within the organisation. As a consequence it was thought that the inclusion of signals 

given by Assistant Governors at the Bank in the SPEECH term would not be 

inappropriate and would be beneficial by increasing the number of signals given during 

the sample period. 

 

Constructing SPEECH was a two stage process. The first involved reading the speeches 

and determining whether they contained a policy signal. If they did this signal could 

indicate a future intention to increase or decrease interest rates or to maintain the 

current policy stance. Speeches containing no signal were not included as observations 

(i.e. they took a value of 0) as they provide the market with no information about the 

RBA’s thinking. While this process is inherently subjective on the part of the author, 

attempts at transparency were made by including quotes from each speech motivating 

the classification of the indicated signal in the Data Appendix.  

 

The second stage in constructing SPEECH was to compare the signal given in a speech 

to the market’s expectation of the RBA’s future policy stance when it was given. 

Whether a signal was unexpected is determined by its direction relative to market 

expectations at the time. So if the market was expecting no change in future policy 

when an increase in the target rate was signalled this would be classified as an 

unexpectedly contractionary signal in constructing SPEECH. However if the market 

was expecting a future decrease in the target rate when a neutral policy signal was given 

then this would also be classified as an unexpectedly contractionary signal, since the 

given signal implies a higher future target cash rate than that expected by the market at 

the time of the speech. Therefore, for the purpose of constructing SPEECH both of 

these examples would take the value 1. The same is the case for unexpectedly 

expansionary policy signals, relative to market expectations, taking a value of -1. 
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Announcements of the decision made by the RBA Board at its monthly meeting to 

determine the target cash rate were obtained from the RBA’s website. Since November 

2007 it has been the case that both changes to policy and maintenances of the existing 

policy stance are announced on the day of the meeting. Prior to this only changes to 

policy were announced. For the purposes of constructing RBA decisions made regarding 

policy were counted as having their initial effect on the day after their announcement as 

this is the first day on which the RBA uses its open market operations to bring about the 

new target cash rate and therefore it would be from this day, the Wednesday following 

the meeting of the Board, from which changes to the target cash rate would be 

transmitted throughout the economy via its effects on market interest rates. 
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6. Results 

 

Table 1: OLS Regression Results 
Dependent variable: unexpected change in interest rate on security with time to 

maturity of: 

 
3 Months 1 Year 2 Years 5 Years 

Foreignt 0.1148571 
(.0734984) 

.5777585 
(.1186021) 

.4185423  
(.0927522) 

.1970938 
(.1070061) 

Foreignt-1 -.1575315 
(.0738794) 

-.0123336 
(.1168373) 

.0288355 
(.0918551) 

.2011881 
(.1065669) 

CPIt .0031395 
(.1535191) 

.0924405 
(.3123356) 

.2494407 
(.2586585) 

.162739 
(.2493109) 

CPIt-1 -.1416156 
(.1536702) 

-.1651094 
(.3120763) 

.032868 
(0.2587407) 

.0211382 
(.2493686) 

GDPt .0815046 
(.087687) 

.0374472 
(.1779606) 

.149075 
(.1474057) 

.1803947 
(.1420921) 

GDPt-1 -.1129176 
(.089174) 

-.1013336 
(.1805871) 

-.0114565 
(.1495359 ) 

.1711758 
(.1441276) 

UNEMt -.02774 
(.1416645) 

-.0008295 
(.2875563) 

-.0030121 
(.2384084) 

-.0035379 
(.2300849) 

UNEMt-1 .0878189 
(.1405454) 

.1522595 
(.2857709) 

.1126056 
(.236919) 

-.0786711 
(.2286065) 

RBAt -1.3183 
(.2946372) 

.8435102 
(.5883316) 

.9549346 
(.4870413) 

.7567957 
(.4701901) 

RBAt-1 -1.584351 
(.2934569) 

1.091128 
(.5879591) 

1.3394 
(.4897599) 

1.120874 
(.4745089) 

NRBAt .8304109 
(.439032) 

-.759235 
(.8934913) 

-.8372683 
(.7404957) 

-.3870955 
(.7138619) 

NRBAt-1 .9143102 
(.4426999) 

-.4263924 
(.9007755) 

-.7439303 
(.7466159) 

-.7371992 
(.7191848) 

SPEECHt .109571 
(.0461011) 

-.0819933 
(.0937743) 

-.1054962 
(.0776607) 

-.1497456 
(.0748566) 

SPEECHt-1 .1032144 
(.0451709) 

-.0928129 
(.0920718) 

-.1038006 
(.0762143) 

-.1141308 
(.0734334) 

δt -.0893145 
(.0805106) 

-.1229031 
(.1712798) 

-.1107015 
(.1485495) 

-.1465888 
(.1616771) 

δt-1 .1511692 
(.0803728) 

.0233356 
(.1722547) 

.1105463 
(.1488959) 

.4346124 
(.1614812) 

Constant .1389513 
(.0596187) 

.0569046 
(.1179186) 

.1695448 
(.1066017) 

1.392526 
(.136324) 

R2 
0.1769 0.3359 0.4961 0.4698 

P>F 0.0000 0.0000 0.0000 0.0000 
OLS standard errors are in parenthesis 
Results in bold if significant at the 10% level 
The results for P>F are the p-values for tests of the joint significance of all of the independent variables 
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The model of how unexpected economic changes lead to unexpected changes in interest 

rates of Australian government bonds was estimated using ordinary least squares in 

Stata 11 and the results are presented in Table 1. The OLS standard errors are 

presented, i.e. they are not heteroskedasticity robust. The model was estimating using 

interest rates on bonds with maturities of 3 months, 1 year, 2 years and 5 years. This 

allows for the effects of the unexpected economic changes on the term structure of 

interest rates to be determined.  

  

6.1 Foreign Interest Rates 

 

Unexpected changes in interest rates on US government bonds are significant in causing 

changes to Australian interest rates during the same period for bonds with medium and 

long times to maturity, i.e. with maturities of 1, 2 and 5 years. Changes in US interest 

rates of these three maturities are estimated to be in the same direction as would be 

expected if movements in Australian interest rates are influenced by and follow 

international events. Notably, the magnitude of the estimated effect of the foreign 

interest rate term in causing unexpected changes in Australian interest rates diminishes 

as we move along the yield curve. This pattern may be explained by a perception 

among market participants that external shocks have their largest effect on the 

Australian economy over the medium term and that over longer periods these shocks 

have a diminishing or less predictable impact. This would imply that such shocks have 

a diminishing influence on the RBA’s policy stance over longer periods as it seeks to 

obtain more information about the economy’s performance before altering its policy 

position. 

 

The significance of changes in US interest rates is also consistent with the hypothesis 

that Australia is a small open economy in that it reflects the importance of external 

economic conditions in determining Australia’s economic performance. If Australia 

wasn’t well integrated into international capital and goods markets we would not expect 

movements in its interest rates to be consistent with those of other countries.  
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6.2 Economic News Announcements 

 

In a result that is inconsistent with previous results for Australia, as in Campbell and 

Lewis (1998), and for other countries, such as for the United States in Fleming and 

Remonlona (1999), it is estimated that the unexpected component of announcements of 

GDP growth, CPI inflation and changes in the unemployment rate are not significant in 

causing unexpected changes to Australian interest rates. Moreover, the lagged values of 

these announcement effects are insignificant indicating that this result is not caused by 

the market taking time to determine what the implications of unexpected news are for 

future monetary policy. Estimating the model without the lagged news terms was found 

not to reverse the finding that the announcement effects are insignificant. 

 

As noted this finding is in contrast to those of other studies. Campbell and Lewis used 

intraday data on Australian bond yields to estimate the effects of economic news 

announcements for the period from 1994 to 1997 and found that unexpected news was 

significant in influencing yields in the 5 minutes after these announcements. Fleming 

and Remolona (1999) also used intraday data in finding that announcement effects were 

significant in causing changes to US interest rates.  

 

The inconsistency of the results in the present research and the findings of these papers 

may be caused in part by differences in the dependent variable used in modelling the 

effect of news announcements on interest rates. In the present analysis the dependent 

variable is the unexpected portion of the change in interest rates that occurs during a 

period whereas in Campbell and Lewis and in Fleming and Remolona the dependent 

variable is the total change that occurs in the interest rate. The extension here of using 

implied forward rates to determine the unexpected change in interest rates during a 

period extends the analysis conducted in these previous papers since they do not 

account for the portion of the change in interest rates that was correctly anticipated by 

the market. 

 

Another reason for the divergence in the results may be the use of weekly data here 

rather than intraday data as in the previous studies. The use of these less frequent series 

allows for the market to have a longer time to interpret the implications of unexpected 

economic news for future monetary policy and for investors to overcome any short-term 
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overreactions to surprise announcements. The latter explanation may be consistent with 

Campbell and Lewis’ finding that unexpected economic news increased the volatility of 

interest rates on the day of the announcements. 

 

The differences in sample periods may also be important in explaining the different 

results. The RBA only had its explicit inflation target for part of the period used in 

Campbell and Lewis whereas in the present analysis the inflation target was well 

established at the beginning of the sample period and was maintained for the entire 

time. 

 

The RBA’s specific policy goal may provide a broader explanation for the absence of 

explanatory power in the announcement effects. This explanation takes the following 

line of logic: since it is well understood by the investment community that the RBA 

Board sets policy with the goal of maintaining inflation within its target rate on average 

over the medium term it may not change its expectations of future policy actions in 

response to economic news. The reason for this is that news announcements are largely 

backwards looking, they provide information about the performance of the Australian 

economy with respect to inflation, output growth and unemployment over the previous 

month or quarter, whereas the RBA sets policy with an eye to the future. Therefore 

forecasts of future values of these variables may be perceived to be of greater 

importance in determining the Bank’s policy stance than the announcements included in 

the model here. 

 

Due to the unexpected finding of no statistical significance for the economic news 

terms it was thought necessary to test the sensitivity of this result. To test this the model 

was estimated without any of the RBA’s policy terms (RBA, NRBA and SPEECH). 

Doing so had no effect on the significance of the news terms. Given the particular 

importance of inflation to the setting of monetary policy in Australia the model was also 

estimated without the unexpected components of the announced GDP growth rate and 

changes in the unemployment rate, this also had no appreciable effect on the original 

results from Table 1.  

 

 

 



36 
 

6.3 Term Premium  

 

The next estimates to be discussed are the effects of changes in the term premium of 

Australian Treasury Bills in causing unexpected changes to their interest rates. For the 

week in which changes to the term premium occur they have no significant effect on the 

interest rates of the four Treasury bonds used. On the other hand, the lagged changes 

are significant in causing changes to interest rates on bonds with short and long 

maturities but not on those in the middle of the spectrum. These significant effects are 

estimated to be positive, so an increase in the spread between interest rates on 10 year 

Australian and US government bonds leads to an estimated increase in interest rates on 

Australian government bonds with maturities of 3 months and 5 years in the following 

week. This is to be expected given that an increase in this spread on long-term interest 

rates indicates a shift in preferences away from Australian Treasury bonds towards 

holding other assets. Therefore, for investors to hold the former they require greater 

compensation in the form of higher interest rates. 

 

 6.4 RBA Policy Variables 

 

Looking at the effect of unexpected changes to the target cash rate, these have 

significant effects on interest rates with maturities of 3 months and 2 years in the same 

period and for all four interest rates for their lagged values. Interestingly, for short term 

interest rates unexpected monetary policy changes have the opposite effect on interest 

rate to what we would expect, i.e. an unexpected increase in the target cash rate causes 

an unexpected decrease in the interest rate on 3 month Treasury Notes in both the same 

week and the following week. All of the other estimates of RBA that are statistically 

significant cause changes to market interest rates of the expected direction. 

 

When no change to the target cash rate is announced but the market was expecting a 

policy change, i.e. when monetary policy is unexpectedly kept on hold at the Board’s 

monthly meeting, this only has statistically significant effects on interest rates on three 

month bonds and doesn’t affect interest rates on bonds with longer times to maturity. 

Therefore, the unexpected maintenance of the status quo with respect to monetary 

policy can be seen as increasing the slope of the yield curve in the opposite direction to 

which policy was expected to move prior to the announcement of the Board’s decision, 
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i.e. if an increase in the cash rate was expected but no change was announced then the 

interest rate on 3 month Treasury Notes decreases. 

 

Differentiating between unexpected changes and maintenances of the monetary policy 

stance allows us to distinguish between the market’s interpretation of these different 

events. Specifically, unexpected changes to policy change interest rates across the entire 

term structure whereas unexpected maintenances of the prevailing policy stance only 

cause changes to short term rates. This difference is consistent with the notion that 

unexpected changes to the Bank’s policy stance convey new information to the market 

about the Bank’s view of Australia’s economic prospects over the medium term which 

may bring about changes to policy over this period. Conversely, the results suggest that 

maintaining the current cash rate doesn’t convey new information about the RBA’s 

views of economic conditions over the medium term and hence there is no significant 

change in interest rates on government bonds with a medium or longer time to maturity. 

 

Another possible implication of unexpected monetary policy changes having significant 

effects in changing interest rates is that the RBA lacks transparency in its policy making 

process. If it was completely transparent in setting monetary policy all policy changes 

would be fully anticipated and there would be no need for market interest rates to 

change in response to changes in the target cash rate since these would not convey any 

new information regarding the Bank’s views concerning future economic performance 

and policy settings. 

 

Turning to the effects of signalling on the term structure of interest rates, the results 

show that unexpected signals are significant in causing changes to interest rates on 3 

month and 5 year government bonds, i.e. they have significant effects on the short and 

long end of the yield curve. This finding of significance is consistent with the results of 

Andersson et al (2006) in a Swedish setting and also confirms our prior expectations in 

that we would expect signalling to be effective otherwise the RBA would have little 

incentive to continue giving signals. 

 

As expected, signals are estimated to be positively related to changes in short-term 

interest rates, i.e.an unexpected signal of a future tightening of policy leads to an 

increase in short-term interest rates. However, the coefficient of SPEECH for the 
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interest rate on 5 year bonds is negative meaning that unexpected signals of future 

increases in the target cash rate bring about decreases in long-term interest rates. While 

this pattern initially may seem to be contradictory it is consistent with the notion that 

signals given by the Bank are perceived by market participants to be credible in 

indicating future policy intentions. The reasoning behind this conclusion is as follows: 

short-term interest rates are closely linked to the target cash rate and therefore they 

follow an almost identical pattern to it as the RBA conducts its open market operations 

to achieve its desired interest rate. In the case where the RBA tightens monetary policy 

this will bring about an increase in short-term interest rates. However in the long-term 

as this policy action has its desired contractionary effect, decreasing inflation, it will 

eventually be the case that the RBA lowers interest rates in order to prevent the 

economy from slowing down too much. Hence, the estimated negative effect signals 

have on long-term interest rates is consistent with this long-term effect of policy. 

Therefore the estimates indicate that monetary policy signals are seen to be credible in 

indicating the direction of future policy changes by the market and are significant in 

shaping expectations of future policy actions. 

 

 6.5 Checking the Robustness of the Effects of Policy Signals 

 

Due to the focus the present research places on the effect of monetary policy signalling 

on the term structure of interest rates it is worthwhile extending the analysis on the 

signalling variable, SPEECH, to ensure that the discussed results aren’t an artefact of 

the particular model specification and are robust to a number of other changes. There 

are several ways in which the sensitivity of the signalling variable can be examined. 

Firstly, the way in which expectations of the RBA’s future policy intentions are defined 

at the time a speech is made is arbitrary in its nature and therefore checks are conducted 

to determine whether changing this significantly affects the results. Also, the variables 

included in the model are to some degree arbitrary in that they aren’t motivated by 

some specific theory and therefore it is worthwhile testing to see what happens to the 

estimates relating to SPEECH when the model specification is altered. 

 

The analysis of signalling is further extended by testing whether contractionary and 

expansionary signals are asymmetric in their effect on market interest rates and by 

distinguishing between the effects of speeches given by the Governor and other senior 
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RBA employees. The extension of the results is finished by examining the result that 

signalling has positive effects on interest rates for 3 month Treasury Notes but this 

effect switches to being negative for interest rates on bonds with longer times to 

maturity. Attempts are made to determine at what maturity this change occurs. Also it is 

notable that SPEECH is significant for interest rates on short and long-term bonds but 

not for those with a medium time to maturity. Therefore it is worth considering if there 

is a discernable cut-off in the duration at which signalling switches from being 

significant to insignificant. 

 

One criticism that could be made of the signalling variable is the way in which 

expectations of future changes to monetary policy at the time a signal is given are 

derived. In particular the threshold value of 5 basis points on the spread between the 

target cash rate and the interest rate on government bonds with a time to maturity of 3 

months, used to define whether there was a market expectation of a change in monetary 

policy is necessarily arbitrary. It may also be the case that this relationship isn’t 

symmetric for expectations of future increases and decreases in the cash rate. In order to 

check the sensitivity of the results to the definition of the signalling variable the entire 

model was estimated using SPEECH redefined using spreads of 10 and 0.5 basis points 

between the target cash rate and the interest rate on 3 month Treasury Notes to define 

when the market expected future changes to the target cash rate. 

 

The original model, whose estimates are presented in Table 1, was re-estimated in full 

but with SPEECH redefined using these different threshold values. The coefficients and 

standard errors for the signalling variable, as well as the R
2 

for the model, using the 

three different threshold values are shown in Table 2. For all four of the interest rates 

used, changing how market expectations were defined did not have an appreciable 

impact on the estimated coefficients of the other variables and so they are not reported 

here. 
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Table 2: Different Threshold Values for SPEECH 
 3 Months 1 Year 2 Years 5 Years 

5 basis points     
SPEECHt  .109571 

(.0461011) 
-.0819933 
(.0937743) 

-.1054962  
(.0776607) 

-.1497456   
(.0748566) 

SPEECHt-1   .1032144 
(.0451709) 

-.0928129 
(.0920718) 

-.1038006   
(.0762143) 

-.1141308   
(.0734334) 

R2 0.1769 0.3359 0.4961 0.4698 

10 basis points     
SPEECHt  .078763 

(.0493515) 
-.1062249 
(.0997682) 

-.1020858   
(.0827199) 

-.0882405   
(.0799765) 

SPEECHt-1   .080533 
(.0481058) 

-.0837605 
(.097582) 

-.0740656   
(.0809355) 

-.018724   
(.0783348) 

R2 0.1681 0.3359 0.4948 0.4645 

0.5 basis points     
SPEECHt  .0745341 

(.0380055) 
-.0665371 
(.07722) 

-.1070639   
(.0639498) 

-.1140304   
(.0617298) 

SPEECHt-1   .082635 
(.0378368) 

-.0448367 
(.0769867) 

-.0942744   
(.0636516) 

-.1141981   
(.0613415) 

R2 0.1738 0.3350 0.4975 0.4704 
OLS standard errors are in parenthesis 
Results in bold if significant at the 10% level 
Note: This model was estimated using the same set of independent variables as for the model whose 
estimates are presented in Table 1. 

 

 

For the most part the economic and statistical significance of monetary policy signalling 

is not sensitive to changes in the sensitivity of market expectations of future changes to 

policy though there are a few exceptions. Increasing the threshold value to 10 basis 

points implies a decrease in the likelihood that investors will expect a change in the 

RBA’s future policy stance. In comparing the results for this threshold value to the 

original value of 5 basis points it can be seen that the increase results in signalling being 

significant in affecting interest rates in fewer instances. In particular, during the period 

in which the signal is given SPEECH is insignificant for all four interest rates while for 

the lagged values it is significant for only short term interest rates. 

 

Alternatively, if the threshold value is decreased from 5 to 0.5 basis points the market is 

more likely to expect a future change in the RBA’s policy stance. Redefining SPEECH 

in this manner has the predicted effect in that it increases the number of instances in 

which it is statistically significant in affecting interest rates compared to the original 

case. Specifically, this change results in signals being significant in the period in which 

they are given for all interest rates except for those on 1 year bonds. Also, for the 
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lagged value, signals become significant in causing unexpected changes to long-term 

interest rates. One result of note in comparing these two sets of estimates is that when 

both are statistically significant the absolute value of the coefficient on SPEECH is 

always larger when the threshold value of 5 basis points, rather than 0.5 basis points is 

used. That is, the magnitude of the effect of unexpected signals on interest rates is 

larger when the higher threshold value for market expectations is used. 

 

However, despite these few differences, altering the definition of market expectations 

of future RBA policy actions doesn’t dramatically change the estimated effects of 

unexpected policy signals and doesn’t alter the previous discussion of the effects of 

unexpected signals in causing changes to the term structure of interest rates in Australia. 

This increases the confidence we can have in the result stated above that signalling does 

indeed have a significant effect on the term structure of interest rates in Australia. 

 

Heteroskedasticity robust standard errors were also estimated for the model but are not 

reported here since their use did not alter the statistical significance of the variables of 

most interest. In particular using them did not reverse the significance of SPEECH as 

compared to when OLS standard errors were used. 

 

It is also worth noting that the variables included in the model developed by Anderson 

et al and hence used in the model estimated here are inherently arbitrary in the sense 

that what variables are included doesn’t follow from a particular theoretical model. 

Therefore, an argument could be made that the finding here that policy signals are 

significant in their effects on the term structure of interest rates may be particular to the 

model estimated and that these this result may not be more widely applicable. 

 

To check whether the results reported in Table 1 and their implications are sensitive to 

the particular model estimated several alternative specifications were estimated. Overall 

the results were robust to changes to what variables were included in the estimated 

model. In particular, when the model is estimated without the lag terms the only change 

of note is that all three policy variables (RBA, NRBA, and SPEECH) become significant 

in affecting the interest rate on 1 year bonds, otherwise there are no changes. 
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Given the estimated insignificance of unexpected economic news on Australian interest 

rates it was thought that the inclusion of these terms in the model may distort the 

estimates for the other variables. To see whether this was the case the model was 

estimated with all of the news terms removed. This had no effect on the direction or 

significance of SPEECH or on the other policy terms 

 

Estimating the model for all four interest rates but excluding all of the insignificant 

terms from the results shown in Table 1, except for the insignificant signalling 

variables, did not alter the significance of the signalling variables either. This indicates 

that the inclusion of the insignificant variables in the original model did not have a 

distortionary effect on the estimates related to signalling. 

 

An issue that arises in estimating the model by OLS for the four sets of interest rate data 

is that it is likely that the error terms for these models are related since they all use 

interest rates on Australian government bonds in their dependent variable. Therefore it 

is likely that some unexplained changes in the four interest rates used will have the 

same cause, i.e. changes occur which have effects on the entire term structure of interest 

rates. This does not invalidate the results presented in Table 1 as they remain unbiased 

and consistent. However, obtaining efficient estimates requires estimating all four 

models simultaneously using seemingly unrelated regression (SUR). The key difference 

between estimating the model using SUR and estimating the four models separately by 

OLS is that the former method takes into account the relationship between the error 

terms in the four models. 

 

To check the robustness of the results the models were estimated using SUR the results 

of which are presented in Table A2 in the Data Appendix. Comparing the two sets of 

results, they are largely similar with no large differences in the statistical significances 

or coefficients of any of the variables.  

 

Overall then it appears that the results discussed are robust to changes in the model 

specification and estimation technique which gives greater confidence in the 

conclusions that are inferred from them. 
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 6.6 Does the Effect of a Signal Differ Across Speakers? 

 

It would not be unreasonable to think that the magnitude of the effect of a signal on 

market expectations of the RBA’s future policy stance is dependent on who delivers the 

speech in which the signal is given. Particularly, one may expect that signals given by 

the Governor have a larger effect in shaping expectations than those from the Deputy or 

Assistant Governors. To see if such a difference was present the model was re-

estimated using the same specification in all respects except that the variable SPEECH 

was disaggregated into two variables: GOV AND NONGOV, the former of which is a 

dummy variable for unexpected signals given by the Governor of the RBA and the 

latter indicating all other signals from senior RBA staff. The estimated coefficients and 

standard errors for these variables are reported in Table 3. 

 

Table 3: Signals from the Governor vs. other RBA Employees 
 3 Months 1 Year 2 Years 5 Years 

GOVt .3459787   
(.1436119) 

-.5685211   
(.2916147) 

-.4091107   
(.2426481) 

-.3496047 
(.2344108) 

GOVt-1 .3442345     
(.14269) 

-.5819787   
(.2897719) 

-.3824489   
(.2408842) 

-.249839   
(.2335881) 

NONGOVt .0855263   
(.0481249) 

-.0327334   
(.0978178) 

-.0741847   
(.0813404) 

-.1291046   
(.0785109) 

NONGOVt-1 .0782753   
(.0472307) 

-.0436751     
(.09619) 

-.0759833   
(.0798497) 

-.1008884     
(.07706) 

R2 0.1867 0.3440 0.4993 0.4710 
OLS standard errors are in parenthesis 
Results in bold if significant at the 10% level 
Note: This model was estimated using the same set of independent variables as for the model whose 
estimates are presented in Table 1. 

 

 

For the other independent variables in the model this disaggregation of signals does not 

have any important effects in terms of their statistical or economic significance and 

hence they are not reported here. Namely, it does not alter the significance of any of the 

variables and among those that are significant there are no large changes in the 

estimated coefficients. 

 

Turning to the estimates of GOV and NONGOV it appears that speeches given by the 

Governor have a greater effect in shaping market expectations of the Bank’s future 

policy actions than those given by other RBA staff. This is demonstrated by the fact that 

GOVt is significant for interest rates on bonds with times to maturity of 3 months, 1 
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year and 2 years whereas NONGOVt is significant only in causing unexpected changes 

to short-term interest rates. Signals by the Governor are also larger in the magnitude of 

their effect on interest rates, i.e. when comparing the equivalent coefficients for GOV 

and NONGOV the former is larger in absolute value for all corresponding estimates. 

 

 6.7 Are Signals Asymmetric in Their Effect on Interest Rates? 

 

It is also worthwhile checking to see if unexpected contractionary and expansionary 

signals differ in their effects. This was tested by dividing SPEECH into two dummy 

variables, one for contractionary signals and the other for expansionary signals and then 

re-estimating the entire model. The estimated coefficients for these variables are 

presented in Table 4. The estimates for the other variables aren’t included since their 

significances and magnitudes were largely similar to those presented in Table 1. 

 

Table 4: Distinguishing Between Expansionary and Contractionary Signals 
 3 Months 1 Year 2 Years 5 Years 

Contractionaryt
* .1023924   

(.0507181) 
-.0923118   
(.1029972) 

-.0889014   
(.0852551) 

-.1292153   
(.0820157) 

Contractionaryt-1 .0951254   
(.0493408) 

-.1085709   
(.1005463) 

-.0909685   
(.0832515) 

-.0735615   
(.0801762) 

Expansionaryt
* .1472358   

(.1230467) 
-.029044   

(.2498237) 
-.1940474   
(.2070352) 

-.255211   
(.1993768) 

Expansionaryt-1 .1468621   
(.1227746) 

-.0065918   
(.2496884) 

-.1691444   
(.2067534) 

-.3383122   
(.1990202) 

R2 0.1773 0.3361 0.4964 0.4716 
OLS standard errors are in parenthesis 
Results in bold if significant at the 10% level 
*Contractionary refers to a signal of a higher future target cash rate relative to market expectations. 
Expansionary refers to a signal of a lower future target cash rate relative to market expectations. 
Note: This model was estimated using the same set of independent variables as for the model whose 
estimates are presented in Table 1. 
 

 

Before discussing these results it must be noted that caution should be taken when 

interpreting them due to the small number of observations for the variables during the 

sample period: there were only four instances of unexpected expansionary signals 

during the entire time.  With this in mind there does not appear to be a systematic 

pattern in terms of signals in one direction being larger in their effect or being more 

likely to be statistically significant. Unexpected signals of future decreases in interest 

rates have larger coefficients than signals of future increases in rates for all interest rates 

except for those on one year bonds. However, these expansionary signals are only 
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statistically significant in altering long-term interest rates whereas contractionary 

signals are only significant only in their effect on short-term interest rates. 

 

To provide a comparison for these results the original model was re-estimated with 

RBA, the unexpected portion of changes made to the target cash rate at the RBA 

Board’s monthly meeting, split into two variables: one for unexpected increases to the 

rate and the other for decreases. 

 

Table 5: Distinguishing Between Unexpected Increases/Decreases to the  
Cash Rate 

 3 Months 1 Year 2 Years 5 Years 

Decreaset -.6266175   
(.4893454) 

-.7987201   
(.9943622) 

.2148116   
(.8285431) 

1.119737   
(.8002511) 

Decreaset -1 -.7454486    
(.492796) 

-.4906489   
(1.003989) 

.5397517   
(.8350654) 

1.179974   
(.8061979) 

Increaset -1.725758   
(.3660023) 

1.729498   
(.7278673) 

1.355637   
(.6058786) 

.5599275   
(.5863759) 

Increaset-1 -2.052713   
(.3618213) 

1.92639   
(.7260493) 

1.769086   
(.6118024) 

1.085869   
(.5953012) 

R2 0.1894 0.3463 0.4987 0.4701 
OLS standard errors are in parenthesis 
Results in bold if significant at the 10% level 
Note: This model was estimated using the same set of independent variables as for the model whose 
estimates are presented in Table 1. 

 

 

The results of this estimation for the policy variables are presented in Table 5 (the 

estimates for the other variables are not show since their size and significance do not 

differ greatly from those in Table 1) and it appears that unexpected increases to the 

target cash rate were more influential in changing interest rates. Increases to the target 

cash rate are significant in affecting all four market rates whereas none of the estimated 

coefficients for decreases to the target rate are significant. Also for all but long-term 

interest rates an unexpected tightening of policy has a larger effect in terms of its 

magnitude. 

 

A notable result from the original estimation that can be seen in Table 1 is that the sign 

of the effect of SPEECH is positive for interest rates on 3 month Treasury Notes but 

negative for interest rates on Treasury bonds with times to maturity of 1 year or more. 

To determine at what time to maturity signals reverse from having a positive to a 

negative effect the full model was estimated again using the unexpected change in 
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interest rates on Treasury Notes with a time to maturity of 6 months as the dependent 

variable (and the equivalent change in US interest rates for the foreign interest rate 

independent variable). These results aren’t presented here since they are consistent with 

those presented in Table 1. However, it is of note that the estimated coefficient for 

SPEECH from this estimation is 0.0236746, i.e. it is positive as with the interest rates 

on 3 month Notes but it is very close to 0, suggesting that the cut-off between signals 

having positive and negative effects occurs on securities with a time to maturity of close 

to 6 months. 

 

The result in Table 1 that SPEECH is significant only in influencing interest rates on 3 

month and 5 year bonds indicates there may be a time to maturity at which its effect 

reverses from being significant to insignificant. Estimating the model with Treasury 

Notes with a time to maturity of 6 months  reveals that SPEECH is statistically 

insignificant for interest rates on bonds with this time to maturity, indicating that signals 

reverse from having significant to insignificant effects on securities with a duration 

between 3 and 6 months (if such a point exists). However, such securities aren’t issued 

by the Treasury in Australia and so the exact time to maturity at which the cut-off 

occurs is more of a theoretical concern than a value chosen deliberately by investors. 
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7. Conclusion 

 

This research has sought to determine the effect of a number of economic variables in 

causing changes to the term structure of Australian interest rates. It extends the existing 

literature through the prominence it gives to unexpected signals of future monetary 

policy made by senior employees of the Reserve Bank of Australia in influencing the 

interest rates on Australian Treasury bonds. Also, unlike the existing literature related to 

the determinants of the term structure of Australian interest rates this research has 

modelled the unexpected change in interest rates caused by economic news rather than 

the total change in interest rates that occurs during a period. 

 

The effects of unexpected: policy signals; changes to the official monetary policy 

stance; and economic news announcements are determined by estimating a model 

similar to that developed by Andersson et al (2006) but adapted to the Australian 

institutional framework. 

 

Estimation of this model led to the unexpected finding that the unexpected component 

of announced:  GDP growth, inflation and changes in the unemployment rate are not 

significant in causing unexpected changes to Australian interest rates at any point along 

the yield curve. This is in direct contrast to previous findings within the Australian 

context such as those of Campbell and Lewis (1998) who found that unexpected 

economic news was important in causing changes to interest rates. This inconsistency is 

attributed to differences in the dependent variable modelled: the present research looks 

at the unexpected change in Australian interest rates whereas Campbell and Lewis used 

the entire change in interest rates during a period as their dependent variable. The 

divergent results may also be attributable to differences in the sample periods used and 

differences in market perceptions of the RBA’s objective function in setting policy 

between these periods. 

 

In contrast to the insignificance of economic news it was found that unexpected policy 

actions by the Reserve Bank are important in determining the term structure of 

Australian interest rates. When the Bank makes unexpected changes to its official 

policy stance, relative to market expectations, this has a significant, negative effect on 
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the interest rates of short-term Treasury Notes and significant, positive effects on the 

interest rates of bonds with medium and long term maturities. However, when the Bank 

makes the unexpected decision to leave the target cash rate unchanged this only has a 

significant, positive effect on short term rates with no impact on interest rates of 

government securities with longer times to maturity. This contrast may be a result of 

changes in the target rate conveying new information to the market about the RBA’s 

expectations of Australia’s future economic performance  and hence its policy stance 

whereas maintenances of the current policy may not convey new information with 

respect to changes in the central bank’s future policy stance. 

 

In terms of signalling, it was found that unexpected signals given by senior employees 

of the RBA in speeches made in public had a significant, positive effect on short-term 

interest rates and a significant, negative effect on long-term interest rates, with positive 

but statistically insignificant effects on interest rates in the middle of the yield curve. 

Sensitivity analysis was conducted and it was found that this result is robust to changes 

in the definition of market expectations of the RBA’s future policy stance when signals 

are given. The confidence we can have in the significance of signals in shaping market 

expectations of future policy actions by the RBA are further enhanced through the 

finding that the significance of the signalling variables are not affected by changes to 

the model specification and are therefore not an artefact of a particular model. 

 

Given the importance of Andersson et al to the present research it is worth comparing 

the results obtained here to those relating to the term structure of interest rates in 

Sweden estimated in Anderson et al. The main difference in the results is that it was 

found that announcements of unexpected economic news are significant in determining 

the term structure of Swedish interest rates. However the other results in relation to 

Sweden are similar to those found here. In both countries it is estimated that unexpected 

changes to monetary policy are significant in determining the term structure of interest 

rates within the country but the magnitude of their effect decreases as we move along 

the yield curve. Also, both studies indicate that unexpected signals given by the central 

bank have significant effects on the term structure of interest rates. The similarity of 

these results is not unexpected given that Australia and Sweden are alike in that they are 

both small, open economies with inflation targeting central banks. 
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Extensions of the analysis showed that unexpected signals by the Governor of the RBA 

had a greater impact in causing unexpected changes to interest rates than signals from 

other senior employees of the Bank. Another extension revealed that signals were not 

asymmetric in their effect on market expectations of future changes to policy in the 

sense that unexpected signals of future decreases and increases to the target cash rate 

did not differ markedly in terms of the significance and magnitude of their effect on the 

term structure of Australian interest rates. 

 

One result worth noting is that unexpected signals reversed in their effect in the sense 

that signals led to positive changes in interest rates on bonds with short-term times to 

maturity but caused interest rates on bonds with medium and long-term times to 

maturity to change in the opposite direction to that implied by the signal. This reversal 

in the direction that signals have is consistent with the RBA having credibility among 

market participants in giving signals and reaffirms the result that unexpected policy 

signals are an important determinant of the term structure of Australian interest rates 

 

The finding that unexpected signals and changes to the official policy stance of the 

RBA are significant in their effects on market interest rates within the Australian 

economy has implications for how the RBA goes about implementing its policy stance. 

In particular it must be aware of the influence it has on the term structure of interest 

rates as these changes are transmitted throughout the economy and have wider ranging 

impacts on economic agents. Moreover, in order for signalling to remain effective in 

influencing market expectations the RBA must maintain its credibility in the sense that 

investors must be confident that unexpected policy signals from the RBA will be 

consistent with future changes to its official policy stance. If a perception grows that the 

RBA’s policy actions are inconsistent with the signals it gives then the signals will be 

ignored as they will not be perceived to be indicative of future changes to the target 

cash rate. 

 

 

 

 

 

 

 



50 
 

8. Data Appendix 

 

Table A1: Descriptive Statistics 
Variable Source Frequency Total 

Number 
Unit of 
Measurement 

Mean 

 GDP growth ABS Quarterly 39 % change since 
previous years 

2.71 

CPI inflation ABS Quarterly 39 % change since 
previous year 

3.09 

Unemployment 
Rate 

ABS Monthly 119 % of labour force 
unemployed 

5.42 

SPEECH RBA - Increase: 26 
Decrease:4 

- - 

RBA - Monthly 
(except Jan) 

Increase*: 4 
Decrease*: 6 

- - 

NRBA - - Increase#: 3 
Decrease#: 2 

- - 

*
These are the change in the target cash rate relative to the expected change, i.e. increase refers to the 

case where the target rate was increased by more than expected or decreased less than expected. 
#
These are the expected direction of a change in the target cash rate when no change was made, e.g. 

increase refers to the case when a tightening of policy was expected but no change to the target rate 
was made. 

 

 

Table A1 provides a summary of some of the variables used, containing information on 

the frequency with which the economic news announcements are made; the total 

number of announcements that occurred during the sample period, and the mean value 

of the announcement. 

 

 8.1 Interest Rate Data 

 

In the Data section it was noted that the interest rates for zero-coupon Australian and 

US government bonds used in the analysis here were estimated from interest rates on 

government securities that provide a regular coupon payment. Several alternative 

techniques have been developed to obtain these estimates. A useful overview of these 

techniques is provided in BIS (2005). 

 

 Australian Interest Rate Data 

 

The estimated zero-coupon yield data for Australian government bonds was obtained 

from the authors of Finlay and Chambers (2008) and I would like to thank the authors 
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here for their generosity in providing me with this data. Full details of how they went 

about estimating these interest rates can be found in their paper. 

 

Briefly, the particular methodology used by Finlay and Chambers to obtain the interest 

rates on zero-coupon Australian Treasury Bills from the yields on traded Treasury Bills 

is the Merrill Lynch Exponential Spline method. 

 

Another issue faced by Finlay and Chambers in constructing the zero-coupon yield data 

was that for some periods Treasury Bills and Notes of particular maturities were not 

issued at all, meaning that no interest rate data for government securities of these times 

to maturity was available. For the periods during which yield data on Treasury Notes 

was unavailable the authors used the rates on Overnight Indexed Swaps (OIS) with the 

same times to maturity.  

 

OIS are agreements in which one party pays a constant interest rate for the entire period 

in exchange for the average cash rate for the period of the agreement from the other 

party and no exchange of principal occurs. This last feature means that OIS are 

considered to be close to risk free (as is the case with government issued debt) and 

hence are a close substitute for Treasury Notes. It is this lack of risk which Finlay and 

Chambers use to justify their use of the interest rates on OIS to fill in gaps in the data 

series on yields of Treasury Notes. 

 

 US Interest Rate Data 

 

As with Australian Treasury bonds, yields for zero-coupon US Treasury Bills for the 

required times to maturity are unavailable since US Treasury Bills with time to maturity 

of 1 year or more provide coupon payments and as such have to estimated. The 

estimates for US interest rates in this thesis were obtained from the US Federal Reserve 

website which makes this data on the term structure of US Treasury Bonds available 

online for research purposes. The methodology used to estimate these interest rates is 

detailed in Gurkaynak, Sack and Wright (2006). The main point is that they make use 

of the Svensson extension of the Nelson and Siegel method of estimating zero-coupon 

yields to obtain the data. This differs from the technique used in estimating the 

Australian interest rates used here. 
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Figures A1-A4 present the estimated continuously compounded interest rates on zero 

coupon Australian and US Treasury bonds with time to maturities of: 3 months, 1 year, 

2 years and 5 years for the sample period. 
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Fig. A1: 3 Month Govt. Bond 
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 8.2 Seemingly Unrelated Regression Results 

 

As noted in the Results section the original model was re-estimated using SUR to check 

the robustness of the OLS results. The SUR estimates are presented in Table A2. 

 

Note that the discussion of seemingly unrelated regression in the Results section of this 

thesis is based upon the description by Greene (2008) of SUR in terms of the context in 

which SUR provides efficient estimates. 
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Fig. A3: 2 Year Govt Bond 

Aust

US

0

1

2

3

4

5

6

7

8

2
/1

/0
1

1
0

/7
/0

1
1

5
/1

/0
2

2
3

/7
/0

2
2

8
/1

/0
3

5
/8

/0
3

1
0

/2
/0

4
1

7
/8

/0
4

2
2

/2
/0

5
3

0
/8

/0
5

7
/3

/0
6

1
2

/9
/0

6
2

0
/3

/0
7

2
5

/9
/0

7
1

/4
/0

8
7

/1
0

/0
8

1
4

/4
/0

9
2

0
/1

0
/0

9
2

7
/4

/1
0

2
/1

1
/1

0

%
 

Fig. A4:  5 Year Govt Bond  

Aust

US



54 
 

Table A2: SUR Results 

 
Dependent variable: unexpected change in interest rate on security 

with time to maturity of: 
 

 
3 Months 1 Year 2 Years 5 Years 

Foreignt .0843651     
(.06374) 

.3348965   
(.0951636) 

.215902    
(.068157) 

.20562   
(.0816478) 

Foreignt-1 -.17646   
(.0640999) 

.3348965   
(.0951636) 

.1117971   
(.0676322) 

.15434   
(.0813037) 

CPIt -.0048969   
(.1509302) 

.0100989   
(.3070073) 

.1726539   
(.2542817) 

.1388854   
(.2451156) 

CPIt-1 -.1473474   
(.1510315) 

-.2389277   
(.3068029) 

-.0621702   
(.2542901) 

-.0034947    
(.245117) 

GDPt .0895252   
(.0861821) 

.0525568   
(.1749807) 

.1456104   
(.1449491) 

.1760774   
(.1397259) 

GDPt-1 -.1078701   
(.0876023) 

-.1122292   
(.1775633) 

-.0231515    
(.147063) 

.1707799   
(.1417504) 

UNEMt -.0208776   
(.1392067) 

.0767692   
(.2826714) 

.0905036   
(.2342946) 

.0205066   
(.2260241) 

UNEMt-1 .0972985   
(.1381774) 

.2188425   
(.2809603) 

.1899777     
(.23288) 

-.0512679   
(.2246532) 

RBAt -1.249452   
(.2884484) 

.7691707   
(.5781579) 

1.017678   
(.4787266) 

.8243129   
(.4620516) 

RBAt-1 -1.534481   
(.2876099) 

1.018069    
(.578133) 

1.476546   
(.4804039) 

1.165456   
(.4647618) 

NRBAt .8412248   
(.4317528) 

-.7479684   
(.8785028) 

-.9404906   
(.7279333) 

-.4224475   
(.7017983) 

NRBAt-1 .9160335   
(.4353048) 

-.4883751   
(.8855467) 

-.9096103   
(.7338142) 

-.7877256   
(.7071463) 

SPEECHt .1101605   
(.0453304) 

-.0628294   
(.0922019) 

-.0929486   
(.0763655) 

-.1516963   
(.0736096) 

SPEECHt-1 .1047562   
(.0444219) 

-.0783538   
(.0904871) 

-.0958664   
(.0749142) 

-.1130324   
(.0721933) 

δt -.1006093   
(.0789085) 

-.2601407   
(.1652166) 

-.3060887   
(.1398739) 

-.1668833   
(.1471827) 

δt-1 .1614366    
(.078776) 

.181656   
(.1657988) 

.278817   
(.1399274) 

4205907   
(.1467645) 

Constant .1220541   
(.0582286) 

.0360147   
(.1158339) 

-.0542476  
(.1019729) 

1.204839   
(.1239945) 

R2 
0.1746 0.3070 0.4633 0.4660 

P>F 0 0 0 0 
OLS standard errors are in parenthesis 
Results in bold if significant at the 10% level 
The results for P>F are the p-values for tests of the joint significance of all of the independent variables 
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 8.3 Economic Announcements and Expectations 

 

Table A3 shows the data for the sample period used to estimate the model. The length 

of a period used here is 1 week and each date in the table is that of the Tuesday marking 

the beginning of a period. 

 

UNEM, GDP, CPI, and RBA are the announced values of: the unemployment rate; the 

GDP growth rate over the previous year; the CPI inflation rate for the previous year and 

the target cash rate announced at meetings of the RBA Board. The accompanying terms 

with each of these variables, shown in parenthesis, are the market’s prior expectations 

of these announcements. 

 

Speech contains the non-zero values of SPEECH. This takes values of 1 (-1) when a 

speech indicated a higher (lower) future target cash rate relative to the market’s 

expectations at the time the speech was given. 

 

Table A3: Values of News Announcements 
Date UNEM UNEMX GDP GDPX CPI CPIX RBA RBAX SPEECH 

15/01/01 6.6 (6.6) 
       16/01/01 

         23/01/01 
    

5.8 (6) 
   30/01/01 

         6/02/01 
      

5.75 (5.8) 
 13/02/01 

         20/02/01 
         27/02/01 
         6/03/01 6.6 (6.7) 

    
5.5 (5.6) 

 13/03/01 6.9 (6.7) 
       20/03/01 

        
1 

27/03/01 
         3/04/01 
      

5 (5) 
 10/04/01 6.8 (6.9) 

       17/04/01 
    

6 (6) 
   24/04/01 

         1/05/01 
      

5 (5) 
 8/05/01 6.8 (6.9) 

      
1 

15/05/01 
         22/05/01 
         29/05/01 
         5/06/01 6.9 (6.8) 2.1 (1.4) 

  
5 (5) 
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Date UNEM UNEMX GDP GDPX CPI CPIX RBA RBAX SPEECH 

12/06/01 
         19/06/01 
         26/06/01 
         3/07/01 
      

5 (5) 1 

10/07/01 6.9 (6.9) 
       17/07/01 

         24/07/01 
    

6 (6) 
   31/07/01 

         7/08/01 6.9 (7) 
    

5 (5) 
 14/08/01 

         21/08/01 
         28/08/01 
         4/09/01 
      

4.75 (4.9) 
 11/09/01 6.8 (7) 1.4 (1.7) 

     18/09/01 
         25/09/01 
         2/10/01 
         9/10/01 6.7 (6.9) 

       16/10/01 
         23/10/01 
    

2.5 (3) 
   30/10/01 

         6/11/01 7.1 (6.9) 
    

4.5 (4.5) 
 13/11/01 

         20/11/01 
         27/11/01 
  

2.5 (2.2) 
     4/12/01 

      
4.25 (4.3) 1 

11/12/01 6.7 (7.1) 
       18/12/01 

         25/12/01 
         1/01/02 
         8/01/02 
         15/01/02 6.7 (6.9) 

       22/01/02 
    

3.1 (3) 
   29/01/02 

         5/02/02 
      

4.25 (4.3) 
 12/02/02 7 (6.8) 

       19/02/02 
         26/02/02 
         5/03/02 
  

4.1 (3.7) 
  

4.25 (4.3) 
 12/03/02 6.6 (6.9) 

       19/03/02 
         26/03/02 
         2/04/02 
      

4.25 (4.3) 
 9/04/02 6.3 (6.6) 

       16/04/02 
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Date UNEM UNEMX GDP GDPX CPI CPIX RBA RBAX SPEECH 

23/04/02 
    

2.9 (3) 
   30/04/02 

         7/05/02 6.3 (6.4) 
    

4.5 (4.5) 
 14/05/02 

         21/05/02 
         28/05/02 
         4/06/02 6.3 (6.3) 4.2 (4.6) 

  
4.75 (4.8) 

 11/06/02 
         18/06/02 
         25/06/02 
         2/07/02 
      

4.75 (4.8) 
 9/07/02 6.5 (6.3) 

       16/07/02 
         23/07/02 
    

2.8 (3) 
   30/07/02 

         6/08/02 6.2 (6.4) 
    

4.75 (4.8) 
 13/08/02 

         20/08/02 
        

1 

27/08/02 
  

3.8 (3.9) 
     3/09/02 

      
4.75 (4.8) 

 10/09/02 6.2 (6.3) 
       17/09/02 

         24/09/02 
         1/10/02 
      

4.75 (4.8) 
 8/10/02 6.2 (6.3) 

       15/10/02 
         22/10/02 
    

3.2 (3) 
   29/10/02 

         5/11/02 6 (6.2) 
    

4.75 (4.8) 
 12/11/02 

         19/11/02 
         26/11/02 
         3/12/02 
  

3.7 (3.4) 
  

4.75 (4.8) 
 10/12/02 6.1 (6.1) 

       17/12/02 
         24/12/02 
         31/12/02 
         7/01/03 
         14/01/03 6.2 (6.1) 

       21/01/03 
         28/01/03 
         4/02/03 
      

4.75 (4.8) 
 11/02/03 6.1 (6.2) 

      
1 

18/02/03 
         25/02/03 
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Date UNEM UNEMX GDP GDPX CPI CPIX RBA RBAX SPEECH 

4/03/03 
  

3 (3) 
  

4.75 (4.8) 1 

11/03/03 6 (6.1) 
       18/03/03 

         25/03/03 
         1/04/03 
      

4.75 (4.8) 
 8/04/03 6.2 (6.1) 

       15/04/03 
         22/04/03 
    

3.4 (3) 
   29/04/03 

         6/05/03 6.1 (6.2) 
    

4.75 (4.8) 
 13/05/03 

         20/05/03 
         27/05/03 
         3/06/03 
      

4.75 (4.8) 
 10/06/03 6 (6.2) 2.9 (3.1) 

     17/06/03 
         24/06/03 
         1/07/03 
      

4.75 (4.5) 
 8/07/03 6.1 (6.1) 

       15/07/03 
         22/07/03 
    

2.7 (3) 
   29/07/03 

         5/08/03 6.2 (6.1) 
    

4.75 (4.8) 
 12/08/03 

         19/08/03 
         26/08/03 
  

2 (2) 
     2/09/03 

      
4.75 (4.8) 

 9/09/03 5.8 (6.2) 
       16/09/03 

         23/09/03 
         30/09/03 
         7/10/03 5.8 (6) 

    
4.75 (4.8) 

 14/10/03 
         21/10/03 
    

2.6 (3) 
   28/10/03 

         4/11/03 5.6 (5.9) 
    

5 (4.8) 
 11/11/03 

         18/11/03 
         25/11/03 
         2/12/03 
  

2.6 (2.4) 
  

5.25 (5.3) 
 9/12/03 5.6 (5.7) 

       16/12/03 
         23/12/03 
         30/12/03 
         6/01/04 
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Date UNEM UNEMX GDP GDPX CPI CPIX RBA RBAX SPEECH 

13/01/04 5.6 (5.6) 
       20/01/04 

         27/01/04 
    

2.4 (2) 
   3/02/04 

      
5.25 (5.3) 

 10/02/04 5.7 (5.6) 
       17/02/04 

         24/02/04 
         2/03/04 
  

4 (3.4) 
  

5.25 (5.3) 
 9/03/04 5.9 (5.7) 

       16/03/04 
         23/03/04 
         30/03/04 
         6/04/04 5.6 (5.8) 

    
5.25 (5.3) 

 13/04/04 
         20/04/04 
         27/04/04 
    

2 (2) 
   4/05/04 

      
5.25 (5.3) 

 11/05/04 5.6 (5.6) 
       18/05/04 

         25/05/04 
         1/06/04 
  

3.2 (3.6) 
  

5.25 (5.3) 
 8/06/04 5.5 (5.6) 

       15/06/04 
         22/06/04 
         29/06/04 
         6/07/04 5.6 (5.5) 

    
5.25 (5.3) 

 13/07/04 
         20/07/04 
         27/07/04 
    

2.5 (3) 
   3/08/04 

      
5.25 (5.3) 

 10/08/04 5.7 (5.6) 
       17/08/04 

         24/08/04 
         31/08/04 
  

4.1 (3.9) 
     7/09/04 5.7 (5.6) 

    
5.25 (5.3) 

 14/09/04 
         21/09/04 
         28/09/04 
         5/10/04 5.6 (5.7) 

    
5.25 (5.3) 

 12/10/04 
         19/10/04 
         26/10/04 
    

2.3 (3) 
   2/11/04 

      
5.25 (5.3) 

 9/11/04 5.3 (5.6) 
       16/11/04 
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Date UNEM UNEMX GDP GDPX CPI CPIX RBA RBAX SPEECH 

23/11/04 
         30/11/04 
  

3 (3) 
     7/12/04 5.2 (5.4) 

    
5.25 (5.3) 1 

14/12/04 
         21/12/04 
         28/12/04 
         4/01/05 
         11/01/05 5.1 (5.3) 

       18/01/05 
    

2.6 (2) 
   25/01/05 

         1/02/05 
      

5.25 (5.3) 
 8/02/05 5.1 (5.1) 

       15/02/05 
        

-1 

22/02/05 
         1/03/05 
  

1.5 (2) 
  

5.5 (5.5) -1 

8/03/05 5.1 (5.2) 
       15/03/05 

         22/03/05 
         29/03/05 
         5/04/05 5.1 (5.1) 

    
5.5 (5.8) 

 12/04/05 
         19/04/05 
         26/04/05 
    

2.4 (3) 
   3/05/05 

      
5.5 (5.5) 

 10/05/05 5.1 (5.1) 
       17/05/05 

         24/05/05 
         31/05/05 
  

1.9 (2.2) 
     7/06/05 5.1 (5.2) 

    
5.5 (5.5) 

 14/06/05 
         21/06/05 
         28/06/05 
         5/07/05 5 (5.2) 

    
5.5 (5.5) 

 12/07/05 
         19/07/05 
         26/07/05 
    

2.5 (3) 
   2/08/05 

      
5.5 (5.5) 

 9/08/05 5 (5) 
       16/08/05 

         23/08/05 
         30/08/05 
         6/09/05 5 (5.1) 2.6 (2.3) 

  
5.5 (5.5) 

 13/09/05 
         20/09/05 
         27/09/05 
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Date UNEM UNEMX GDP GDPX CPI CPIX RBA RBAX SPEECH 

4/10/05 
      

5.5 (5.5) 
 11/10/05 5.1 (5) 

       18/10/05 
         25/10/05 
    

3 (3) 
   1/11/05 

      
5.5 (5.5) 

 8/11/05 5.2 (5.1) 
       15/11/05 

         22/11/05 
         29/11/05 
         6/12/05 5.1 (5.2) 2.6 (2.7) 

  
5.5 (5.5) 

 13/12/05 
         20/12/05 
         27/12/05 
         3/01/06 
         10/01/06 5.1 (5.1) 

       17/01/06 
    

2.8 (3) 
   24/01/06 

         31/01/06 
         7/02/06 5.3 (5.1) 

    
5.5 (5.5) 

 14/02/06 
        

1 

21/02/06 
         28/02/06 
  

2.7 (3) 
     7/03/06 5.2 (5.3) 

    
5.5 (5.5) 

 14/03/06 
         21/03/06 
         28/03/06 
         4/04/06 5 (5.2) 

    
5.5 (5.5) 

 11/04/06 
         18/04/06 
         25/04/06 
    

3 (3) 
   2/05/06 

      
5.75 (5.5) 

 9/05/06 5.1 (5.1) 
       16/05/06 

         23/05/06 
         30/05/06 
         6/06/06 4.9 (5.1) 3.1 (2.8) 

  
5.75 (5.8) 

 13/06/06 
         20/06/06 
         27/06/06 
         4/07/06 
      

5.75 (5.8) 
 11/07/06 4.9 (4.9) 

       18/07/06 
         25/07/06 
    

4 (3) 
   1/08/06 

      
6 (6) 

 8/08/06 4.8 (4.9) 
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Date UNEM UNEMX GDP GDPX CPI CPIX RBA RBAX SPEECH 

15/08/06 
         22/08/06 
         29/08/06 
         5/09/06 4.9 (4.8) 1.9 (2.6) 

  
6 (6) 

 12/09/06 
         19/09/06 
         26/09/06 
         3/10/06 
      

6 (6) 
 10/10/06 4.8 (4.9) 

      
1 

17/10/06 
         24/10/06 
    

3.9 (4) 
   31/10/06 

         7/11/06 4.6 (4.8) 
    

6.25 (6.3) 
 14/11/06 

         21/11/06 
         28/11/06 
         5/12/06 4.6 (4.8) 2.2 (2) 

  
6.25 (6.3) 

 12/12/06 
         19/12/06 
         26/12/06 
         2/01/07 
         9/01/07 4.6 (4.7) 

       16/01/07 
         23/01/07 
    

3.3 (4) 
   30/01/07 

         6/02/07 4.5 (4.6) 
    

6.25 (6.3) 
 13/02/07 

         20/02/07 
         27/02/07 
         6/03/07 
  

2.8 (2) 
  

6.25 (6.3) 
 13/03/07 4.6 (4.5) 

      
1 

20/03/07 
         27/03/07 
         3/04/07 
      

6.25 (6.3) 
 10/04/07 4.5 (4.6) 

       17/04/07 
    

2.4 (3) 
   24/04/07 

         1/05/07 
      

6.25 (6.3) 
 8/05/07 4.4 (4.5) 

       15/05/07 
         22/05/07 
         29/05/07 
         5/06/07 4.2 (4.4) 3.8 (3.1) 

  
6.25 (6.3) 

 12/06/07 
        

1 

19/06/07 
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Date UNEM UNEMX GDP GDPX CPI CPIX RBA RBAX SPEECH 

26/06/07 
         3/07/07 
      

6.25 (6.3) 
 10/07/07 4.3 (4.2) 

       17/07/07 
         24/07/07 
    

2.1 (2) 
   31/07/07 

         7/08/07 4.3 (4.4) 
    

6.5 (6.5) 
 14/08/07 

        
1 

21/08/07 
         28/08/07 
  

4.3 (3.7) 
     4/09/07 4.3 (4.3) 

    
6.5 (6.5) 

 11/09/07 
        

1 

18/09/07 
         25/09/07 
         2/10/07 
      

6.5 (6.5) 
 9/10/07 4.2 (4.3) 

       16/10/07 
         23/10/07 
    

1.9 (2) 
   30/10/07 

         6/11/07 4.3 (4.2) 
    

6.75 (6.8) 
 13/11/07 

         20/11/07 
         27/11/07 
         4/12/07 
  

4.3 (4.8) 
  

6.75 (6.8) 
 11/12/07 4.5 (4.3) 

       18/12/07 
         25/12/07 
         1/01/08 
         8/01/08 
         15/01/08 4.3 (4.4) 

      
-1 

22/01/08 
    

3 (3) 
   29/01/08 

         5/02/08 
      

7 (7) 
 12/02/08 

         19/02/08 
         26/02/08 
         4/03/08 
  

3.9 (3.6) 
  

7.25 (7.3) 
 11/03/08 4 (4.2) 

       18/03/08 
         25/03/08 
         1/04/08 
      

7.25 (7.3) 
 8/04/08 4.1 (4.1) 

       15/04/08 
         22/04/08 
    

4.2 (4) 
   29/04/08 
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Date UNEM UNEMX GDP GDPX CPI CPIX RBA RBAX SPEECH 

6/05/08 4.2 (4.1) 
    

7.25 (7.3) 
 13/05/08 

         20/05/08 
         27/05/08 
         3/06/08 
  

3.6 (2.8) 
  

7.25 (7.3) 
 10/06/08 4.3 (4.2) 

      
1 

17/06/08 
         24/06/08 
         1/07/08 
      

7.25 (7.3) 
 8/07/08 4.2 (4.3) 

       15/07/08 
         22/07/08 
    

4.5 (4) 
   29/07/08 

         5/08/08 4.3 (4.3) 
    

7.25 (7.3) 
 12/08/08 

         19/08/08 
         26/08/08 
        

1 

2/09/08 
  

2.7 (2.9) 
  

7 (7) 
 9/09/08 4.1 (4.4) 

       16/09/08 
         23/09/08 
         30/09/08 
         7/10/08 4.3 (4.3) 

    
6 (6.5) 

 14/10/08 
         21/10/08 
    

5 (5) 
   28/10/08 

        
1 

4/11/08 4.3 (4.4) 
    

5.25 (5.5) 
 11/11/08 

         18/11/08 
         25/11/08 
         2/12/08 
  

1.9 (1.9) 
  

4.25 (4.5) 
 9/12/08 4.4 (4.4) 

       16/12/08 
         23/12/08 
         30/12/08 
         6/01/09 
         13/01/09 4.5 (4.5) 

       20/01/09 
         27/01/09 
    

3.7 (4) 
   3/02/09 

      
3.25 (3.3) 

 10/02/09 4.8 (4.7) 
       17/02/09 

        
1 

24/02/09 
         3/03/09 
  

0.3 (1.2) 
  

3.25 (3) 1 

10/03/09 5.2 (5) 
       



65 
 

Date UNEM UNEMX GDP GDPX CPI CPIX RBA RBAX SPEECH 

17/03/09 
         24/03/09 
        

1 

31/03/09 
         7/04/09 5.7 (5.4) 

    
3 (3.3) 

 14/04/09 
        

1 

21/04/09 
    

2.5 (3) 
   28/04/09 

      
3 (3) 

 5/05/09 5.4 (5.9) 
       12/05/09 

         19/05/09 
         26/05/09 
         2/06/09 
  

0.4 -(0.4) 
  

3 (3) 
 9/06/09 5.7 (5.7) 

       16/06/09 
         23/06/09 
         30/06/09 
         7/07/09 5.8 (5.9) 

    
3 (3) 

 14/07/09 
         21/07/09 
    

1.5 (2) 
   28/07/09 

         4/08/09 5.8 (6) 
    

3 (3) 
 11/08/09 

         18/08/09 
         25/08/09 
         1/09/09 
  

0.6 (0.3) 
  

3 (3) 
 8/09/09 5.8 (5.9) 

       15/09/09 
         22/09/09 
         29/09/09 
         6/10/09 5.7 (5.9) 

    
3.25 (3) 

 13/10/09 
         20/10/09 
         27/10/09 
    

1.3 (1) 
   3/11/09 

      
3.5 (3.5) -1 

10/11/09 5.8 (5.8) 
       17/11/09 

         24/11/09 
         1/12/09 
      

3.75 (3.8) 
 8/12/09 5.7 (5.9) 

       15/12/09 
  

0.5 (0.7) 
     22/12/09 

         29/12/09 
         5/01/10 
         12/01/10 5.5 (5.8) 

       19/01/10 
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Date UNEM UNEMX GDP GDPX CPI CPIX RBA RBAX SPEECH 

26/01/10 
    

2.1 (2) 
   2/02/10 

      
3.75 (4) 

 9/02/10 5.3 (5.6) 
       16/02/10 

        
1 

23/02/10 
         2/03/10 
  

2.7 (2.4) 
  

4 (4) 
 9/03/10 5.3 (5.3) 

       16/03/10 
         23/03/10 
         30/03/10 
         6/04/10 5.3 (5.3) 

    
4.25 (4.3) 

 13/04/10 
         20/04/10 
         27/04/10 
    

2.9 (3) 
   4/05/10 

      
4.5 (4.5) 

 11/05/10 5.4 (5.3) 
       18/05/10 

         25/05/10 
         1/06/10 
  

2.7 (2.4) 
  

4.5 (4.5) 
 8/06/10 5.2 (5.4) 

       15/06/10 
         22/06/10 
         29/06/10 
         6/07/10 5.1 (5.2) 

    
4.5 (4.5) 

 13/07/10 
         20/07/10 
         27/07/10 
    

3.1 (3) 
   3/08/10 

      
4.5 (4.5) 

 10/08/10 5.3 (5.1) 
       17/08/10 

        
1 

24/08/10 
         31/08/10 
  

3.3 (2.8) 
     7/09/10 5.1 (5.2) 

    
4.5 (4.5) 

 14/09/10 
        

1 

21/09/10 
         28/09/10 
         5/10/10 5.1 (5.1) 

    
4.5 (4.8) 1 

12/10/10 
         19/10/10 
         26/10/10 
    

2.8 (3) 
   2/11/10 

      
4.75 (4.5) 

 9/11/10 5.4 (5) 
       16/11/10 

        
1 

23/11/10 
         30/11/10 
  

2.7 (3.4) 
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Date UNEM UNEMX GDP GDPX CPI CPIX RBA RBAX SPEECH 

7/12/10 5.2 (5.2) 
    

4.75 (4.8) 
 14/12/10 

         21/12/10 
         28/12/10 
          

 

 8.4 Speeches from Senior RBA Employees 

 

Table A4 presents information on the speeches delivered by employees of the RBA 

which contained policy signal during the sample period. In the table the dates are those 

on which the speech was delivered.  

 

The column Sign indicates the direction of the signal delivered in a speech. A value of 1 

(-1) indicates a signal of a future increase (decrease) in the target cash rate, while a 

value of 0 indicates that a neutral policy signal was given. In constructing SPEECH 

these values were compared to market expectations in order to determine if the signal 

was unexpected. Not included here is information on speeches that contained no signals 

of the RBA’s future policy stance. 

 

The Quote column contains key quotes from the speech which motivated the decision 

of how to classify the signal given in a speech.  

 

Table A4: Signals from the RBA 
Date Speaker Title Sign Quote 

27/02/01 

 

Malcolm 

Edey, Head 

of 

Economic 

Analysis   

Economic Overview  -1 “And inflation in 

underlying terms is well 

contained,” “it would be 

difficult for Australia to 

remain unaffected in the 

event of a sharp slowdown 

in the global economy.” 

23/03/01 Dr SA 

Grenville, 

Deputy 

Governor 

The Australian Economy  0 “But if this analysis is 

correct, then the events so 

far would point to a 

relatively short-lived 

slowing.” 
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Date Speaker Title Sign Quote 

10/04/01 Ian 

McFarlane, 

Governor 

The Economy and Monetary 

Policy  

-1 “the risks on the downside 

have increased this year. 

Second, the continuing 

good inflation performance 

of the economy provides 

scope for the Bank to be 

pro-active in trying to 

minimise these risks.” 

5/04/01 Glenn 

Stevens, 

Assistant 

Governor 

(Economic) 

Aspects of Australia’s 

Economic Situation  

0 “a fairly early return to 

more normal rates of 

growth in GDP — in mid 

2001 say — is certainly 

well within the range of 

possible outcomes.” 

11/05/01 Ian 

McFarlane, 

Governor 

Opening Statement to House 

of Representatives Standing 

Committee on Economics, 

Finance and Public 

Administration  

0 “there is a reasonable 

chance that the current 

stance of policy will turn 

out to be easy enough to 

achieve the desired 

results.” 

10/07/01 Ian 

McFarlane, 

Governor 

Economic Developments at 

Home and Abroad  

0 “When these downside 

risks were mounting earlier 

in the year, we were 

prepared to ease monetary 

policy reasonably quickly 

and by a significant 

amount. If the outlook I 

have sketched comes to 

pass, further such decisive 

action may not be 

necessary.” 

6/12/01 Ian 

McFarlane, 

Governor 

Australia and the International 

Cycle  

0 “monetary policy this time 

has been able to be eased 

much earlier than on 

previous occasions – 

interest rates have been 

successively lowered for 

nearly a year now, during 

which the economy has 

been growing at a good 

rate.” 

18/02/02 Glenn 

Stevens, 

Deputy 

Governor 

The Economic Outlook in 

2002  

0 “We still think that the 

outlook is for inflation to 

return to target over the 

next four to six quarters,” 

“The economy has held up 

quite well in the face of 

international weakness, 

and it should continue to 

do so, for some time at 

least.” 
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Date Speaker Title Sign Quote 

6/03/02 Glenn 

Stevens, 

Deputy 

Governor 

Economic Performance and 

Issues in 2002  

0 “True, a rise in inflation 

has occurred, but the Bank 

believes that the tightening 

phase of 1999–2000 

addressed any longer-term 

problems.”  

31/05/02 Ian 

McFarlane, 

Governor 

Statement to Parliamentary 

Committee  

1 “We believe that if 

monetary policy 

maintained its present 

stance for too much longer, 

there is little risk of a 

serious slowdown, but a 

high risk that the economy 

in time would overheat.” 

21/08/02 Ian 

McFarlane, 

Governor 

What Does Good Monetary 

Policy Look Like?  

1 “In May, I told a 

Parliamentary Committee 

that, since the Australian 

economy was behaving 

normally, and the world 

economy was getting back 

to normal, our interest 

rates should also be moved 

up to normal (or neutral). 

That is still a good general 

guide to policy.”  

13/11/02 Ian 

McFarlane, 

Governor 

Monetary Policy in an 

Uncertain World  

0 “Inflation in underlying 

terms is within our target 

range, and we now think 

likely to stay there over the 

forecast horizon.” 

6/12/02 Ian 

McFarlane, 

Governor 

Statement to Parliamentary 

Committee  

0 “Our estimate of 

underlying inflation is that 

it is running at about 23/4 

per cent. We see no reason 

now to expect underlying 

inflation to rise any 

further, and are now 

forecasting that it will stay 

around this rate through 

calendar 2003.” 

13/02/03 Glenn 

Stevens, 

Deputy 

Governor 

The Economic Outlook  0 “If so, the net of those 

forces will mean that 

Australia will record 

overall growth a bit lower 

than we have seen most of 

the time in recent years, 

although still a pretty 

respectable outcome.” 

5/03/03 Malcolm 

Edey, 

Assistant 

Governor 

(Economic)  

Economic Performance and 

Issues in 2003  

0 “The net effect of all this 

has been that the economy 

continued to post 

reasonable growth, though 

the pace is slowing.” 
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Date Speaker Title Sign Quote 

6/06/03 Ian 

McFarlane, 

Governor 

Statement to Parliamentary 

Committee   

0 “Inflation is likely to 

decline in coming 

quarters,” “there is little or 

no evidence to suggest that 

monetary policy has been 

too tight, or is currently 

exerting a constricting 

influence on domestic 

demand.” 

17/09/03 Glenn 

Stevens, 

Deputy 

Governor 

Economic Conditions and 

Prospects  

0  “Inflation will be pushed 

down a bit by the earlier 

exchange rate appreciation 

for a while, but is still 

thought likely to be about 

21/2 per cent in the 

medium term.” 

8/12/03 Ian 

McFarlane, 

Governor 

Statement to Parliamentary 

Committee  

1 “In last month’s quarterly 

statement we said that the 

balance of risks was 

shifting to the upside, 

which was meant to 

indicate that inflation was 

on an upward trajectory 

through the course of the 

second year. We also drew 

attention to the fact that 

domestic price pressures 

were  increasing.” 

4/06/04 Ian 

McFarlane, 

Governor 

Statement to Parliamentary 

Committee  

0 “On the inflation front, we 

do not see a problem over 

the next twelve months.” 

2/06/04 Glenn 

Stevens, 

Deputy 

Governor 

Economic Conditions and 

Prospects: June 2004  

0 “Inflation will be affected 

over the period ahead by 

the fluctuations in the 

exchange rate and oil 

prices, but most likely will 

be consistent with our 2–3 

per cent medium term 

target.” 

14/12/04 Glenn 

Stevens, 

Deputy 

Governor 

Economic and Financial 

Conditions: December 2004  

1 “It was therefore 

appropriate to have the 

somewhat less 

accommodative monetary 

stance of the past year and 

to signal in recent 

Statements the likelihood – 

assuming the economy 

evolved as expected– of 

higher interest rates at 

some stage.” 

 

 



71 
 

Date Speaker Title Sign Quote 

5/02/05 Malcolm 

Edey, 

Assistant 

Governor 

(Economic)  

Notes for a Talk to 

CEDA/Promina Economic 

and Political Overview  

0 “there has been no 

shortage of demand over 

recent years, and that 

businesses are becoming 

more concerned about 

constraints on supply 

capacity. With a 

favourable world 

environment, rising 

commodity prices, and 

high levels of confidence 

domestically, the prospects 

are that demand conditions 

will continue to encourage 

growth in the period ahead. 

“ 

18/02/05 Ian 

McFarlane, 

Governor 

Statement to Parliamentary 

Committee   

0 “We forecast gradual rises 

in underlying inflation, 

with it reaching 2½ per 

cent by end 2005 and 3 per 

cent by end 2006.” 

3/03/05 Malcolm 

Edey, 

Assistant 

Governor 

(Economic)  

Notes for a Talk to AIG 

Economy 2005  

0 “Overall, the sense we get 

from the general run of 

economic data is that 

confidence is high, and 

that demand conditions are 

providing plenty of 

encouragement to growth,” 

“We've made the point for 

a while now that 

underlying inflation would 

be held down for a while 

by some temporary 

dampening effects from 

import prices, and that 

domestically sourced 

inflation was running more 

strongly.” 

14/06/05 Ian 

McFarlane, 

Governor 

Global Influences on the 

Australian Economy 

0 “A failure to slow would 

most probably have 

produced the set of 

economic imbalances, 

particularly rising 

inflation, that have ended 

previous expansions. In 

this respect, the recent 

moderation in growth is 

more likely to prolong the 

expansion than bring it to 

an end.” 

12/08/05 Ian 

McFarlane, 

Governor 

Statement to Parliamentary 

Committee   

0 “We are not expecting to 

change monetary policy in 

the near term.” 



72 
 

Date Speaker Title Sign Quote 

17/02/06 Ian 

McFarlane, 

Governor 

Statement to Parliamentary 

Committee   

1 Looking ahead, however, it 

(RBA board) felt that on 

balance, based on the 

considerations I have 

outlined here today, it is 

more likely that the next 

move in interest rates 

would be up rather than 

down. 

22/02/06 Glenn 

Stevens, 

Deputy 

Governor 

Some Observation on Recent 

Economic and Financial 

Trends 

0 "Growth in domestic 

demand in Australia has 

moderated somewhat over 

the past year and a half"; 

"This sees inflation 

running at 2½ to 3 per cent 

for the next couple of 

years" 

2/03/06 Dr Tony 

Richards, 

Head of 

Economic 

Analysis 

Department 

Talk to AIG ‘Economy 2006 '  0 “underlying inflation 

expected to increase 

modestly to around 2¾ per 

cent by the end of this 

year,” “we should see 

more balanced 

growth...should assist 

prospects for sustainable 

expansion.” 

18/08/06 Ian 

McFarlane, 

Governor 

Statement to Parliamentary 

Committee   

0 “There are a number of 

indications that growth has 

picked up again over the 

past six months, but our 

forecasts do not have it 

going back to the four plus 

rates of a few years ago,” 

“inflation is running 

slightly below 3 per cent 

per annum. This has 

picked up moderately since 

the start of the year, after a 

period when it had been 

fairly stable at around 2½ 

per cent.” 

11/10/06 Glenn 

Stevens, 

Governor  

Economic Conditions and 

Prospects 

1 “Inflation in Australia has 

risen” 

21/02/07 Glenn 

Stevens, 

Governor  

Statement to Parliamentary 

Committee   

 

 

 

 

 

 

0 “[the RBA] currently 

expects that CPI inflation 

will be around 2¾ per cent 

by early 2008, remaining 

around that rate 

thereafter.”  
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Date Speaker Title Sign Quote 

16/03/07 Malcolm 

Edey, 

Assistant 

Governor 

(Economic) 

Australia in the Global 

Economy  

1 "This outlook is still higher 

than ideal: it implies that 

inflation is more likely to 

be too high than too low in 

the period we can foresee. 

" 

14/06/07 Glenn 

Stevens, 

Governor  

Economic Conditions and 

Prospects 

1 “[the RBA’s] judgment 

was that underlying 

inflation would probably 

run at about 2½ per cent 

for the year 2007”, 

“inflation is more likely to 

rise during 2008 than to 

recede.” 

17/08/07 Glenn 

Stevens, 

Governor  

Statement to Parliamentary 

Committee   

1 “Subject to that 

uncertainty, the picture is 

one of growth close to 

trend and the economy 

remaining close to full 

employment. Under such 

circumstances, inflation is 

likely to be around 3 per 

cent over the coming year, 

and near the top of the 

target zone in the 

following year.” 

18/09/07 Glenn 

Stevens, 

Governor  

Asia, Australia and Financial 

Markets 

1 “The data since the August 

decision to lift the cash 

rate indicate an economy at 

least as strong as the 

Board’s assessment at that 

time, with few signs of that 

momentum slowing.” 

19/01/07 Glenn 

Stevens, 

Governor  

Economic Prospects in 2008: 

An Antipodean View  

0  

19/02/08 Malcolm 

Edey, 

Assistant 

Governor 

(Economic) 

Talk to CEDA Economic and 

Political Overview  

1 “Looking through the 

spikes (both upward and 

downward) our estimate of 

the underlying trend [of 

inflation] is now around 

3½ per cent.” 
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5/03/08 Malcolm 

Edey, 

Assistant 

Governor 

(Economic) 

The Evolving Economic 

Outlook 

0 “there will need to be a 

significant slowing in 

domestic spending if 

inflation is to be brought 

back within the 2–3 per 

cent target over time.” 

“Weighing up these 

factors, the RBA’s recently 

published assessment was 

that growth of the 

Australian economy would 

slow to a below-trend pace 

this year and next, and that 

this would contribute to 

some easing in underlying 

inflation pressures.” Not 

the official rate was 

lowered the previous week. 

6/03/08 Dr Guy 

Debelle, 

Assistant 

Governor 

(Financial 

Markets)  

Recent Developments in the 

Australian Bond Market 

0  

11/03/08 Glenn 

Stevens, 

Governor  

Monetary Policy and 

Inflation: How Does it Work?  

1 “The February 2008 

Statement on Monetary 

Policy, put the pace of 

underlying inflation over 

the past year at about 3½ 

per cent... monetary policy 

has to be set with a view to 

winding that increase back 

within a reasonable 

period,” “it is hard to avoid 

the conclusion that there 

has been genuine pressure 

on prices, caused...by 

persistent strength in 

demand.” 

4/04/08 Glenn 

Stevens, 

Governor  

Statement to Parliamentary 

Committee   

0 “The current rate of 

inflation is clearly 

uncomfortably high,” 

“There is at least some 

evidence that a moderation 

in demand is occurring. 

That, if it continues, should 

in due course act to slow 

prices.” 
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13/06/08 Glenn 

Stevens, 

Governor  

Economic Conditions 1 “So inflation has picked 

up, and needs, over time, 

to be reduced. Reductions 

of inflation usually require 

a period of slower demand 

growth, and this episode is 

no different,” “It falls to 

monetary policy to play its 

proper restraining role as 

well.” 

16/07/08 Glenn 

Stevens, 

Governor  

Challenges for Economic 

Policy 

0 “On the information 

available at present, we 

still expect inflation to fall 

back to 3 per cent by mid 

2010, and to continue 

declining gradually 

thereafter.” 

8/09/08 Glenn 

Stevens, 

Governor  

Statement to Parliamentary 

Committee   

0 “we believe that prospects 

for inflation gradually 

returning to the 2–3 per 

cent target over the next 

couple of years are 

improving.” 

30/10/08 Ric 

Battellino, 

Deputy 

Governor 

An Update on Household 

Finances 

0 “we have been forecasting 

lower growth than the 

major international 

forecasters,” “there is still 

a big task ahead to bring 

inflation down and this 

could limit room for 

manoeuvre on monetary. 

policy.” 

19/11/08 Glenn 

Stevens, 

Governor  

The Economic Situation  -1 “ in the period just ahead, 

we are likely to see, for a 

time, growth at quite a 

slow pace,” “our view is 

that after a fairly extended 

period of above-target 

inflation, we will see the 

CPI inflation rate moving 

back to its target over the 

next two to three years.” 

20/11/08 Malcolm 

Edey, 

Assistant 

Governor 

(Economic) 

The Economy in Late 2008: 

Conditions and Prospects  

-1 “Growth of non-farm GDP 

is now expected to reach a 

trough of 1 per cent in 

year-ended terms by the 

middle of next year, and to 

remain below trend for 

some time beyond that. 

Inflation is likely to fall.” 
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20/02/09 Glenn 

Stevens, 

Governor  

Statement to Parliamentary 

Committee   

0 “But the very large 

reduction in interest rates, 

the lower exchange rate 

and the major fiscal 

initiatives will work to 

support demand, 

increasingly so as the year 

goes on. Inflation is likely 

to continue its moderation 

that began in the December 

quarter, and to do so faster 

than expected six months 

ago.” 

18/02/09 Malcolm 

Edey, 

Assistant 

Governor 

(Economic) 

The Global Outlook 0 “Australia had more 

momentum than most 

comparable economies in 

the period leading into the 

crisis,” “It seems likely 

that the contraction in 

activity seen in the 

December quarter 

contained a significant 

one-off element.” 

4/03/09 Malcolm 

Edey, 

Assistant 

Governor 

(Economic) 

The Economic Landscape in 

2009 

0 “Australia came into this 

period with better 

momentum than most, 

andwith more scope than 

most to take expansionary 

policy measures. That 

scope is being used. The 

transmission channels are 

working, and we can 

expect the measures that 

have been taken will 

increasingly support 

demand as the year goes 

on.” 

19/03/09 Malcolm 

Edey, 

Assistant 

Governor 

(Economic) 

The Financial Crisis and its 

Effects  

-1 “In this environment, it’s 

not going to be possible for 

Australia to avoid some 

further weakness in 2009.” 

31/03/09 Ric 

Battellino, 

Deputy 

Governor 

An Update on the Economy 

and Financial Developments  

0 “Nonetheless, the 

underpinnings of the 

Australian economy are 

sound”  

21/04/09 Glenn 

Stevens, 

Governor  

 The Road to Recovery  0  
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4/06/09 Glenn 

Stevens, 

Governor  

Economic Update  0 “our expectation remains 

that the economy will be 

well placed for expansion 

towards the end of this 

year... and inflation will 

most likely continue to 

decline for some time.” 

28/07/09 Glenn 

Stevens, 

Governor  

Challenges for Economic 

Policy 

0 “To date, however, the rise 

in unemployment has been 

a little slower than earlier 

feared,” “we can much 

more easily imagine upside 

risks to the outlook, to 

balance out the downside 

ones, than was the case six 

months ago.”  

14/08/09 Glenn 

Stevens, 

Governor  

Opening Statement to 

Parliamentary Committee  

0 “Measures of underlying 

inflation remain a good 

deal higher, at around 3¾ 

per cent over the year, but 

they too are gradually 

declining,” “The 

Australian economy has 

been resilient, with 

economic activity looking 

stronger than expected a 

few months ago.” 

28/09/09 Glenn 

Stevens, 

Governor  

 Statement to Senate 

Committee  

0 “I have maintained 

throughout that Australia’s 

medium-term prospects 

remained good and that we 

should not lose 

confidence.” 

15/10/09 Glenn 

Stevens, 

Governor  

The Conductof monetary 

policy in crisis and recovery  

1 “the very low interest rate 

settings were designed for 

a weaker economy than we 

are in fact facing,” “the 

period of greatest 

weakness in the Australian 

economy has probably 

passed.”  

5/11/09 Glenn 

Stevens, 

Governor  

The Road to Prosperity  0 “some spare capacity does 

exist, and will do so for a 

little while, which is why 

we think underlying 

inflation will probably 

come down a little more in 

the period ahead.” 
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25/11/09 Ric 

Battellino, 

Deputy 

Governor 

Housing and the Economy   1 “With the economy having 

only recently entered a 

new upswing, it is 

reasonable to assume that 

we will see this growth 

extended for a few more 

years yet.”  

19/02/10 Glenn 

Stevens, 

Governor  

Opening Statement to House 

of Representatives Standing 

Committee on Economics 

1 “If economic conditions 

evolve roughly as we 

expect, further adjustments 

to monetary policy will 

probably be needed over 

time to ensure that 

inflation remains 

consistent with the target 

over the medium term.”  

10/03/10 Dr Philip 

Lowe, 

Assistant 

Governor 

(Financial 

System),  

Some Challenges for the 

Future 

0 “we expect inflation in 

both headline and 

underlying terms to be 

around 2½ per cent in 

2010, and just a little 

higher in 2011.” 

23/04/10 Glenn 

Stevens, 

Governor  

Economic Conditions and 

Prospects 

0 “Our forecast a few 

months ago for 2010 was 

that inflation, measured 

either in headline or 

underlying terms, would be 

in line with our 2–3 per 

cent target,” “If the 

economy is growing close 

to trend, and inflation is 

close to target, one would 

expect interest rates to be 

pretty close to average,” 

““interest rates are now 

pretty close to that 

average.” 

13/05/10 Dr Philip 

Lowe, 

Assistant 

Governor 

(Financial 

System),  

Recent Economic 

Developments  

0 “Overall, the Reserve 

Bank’s central forecast is 

that underlying inflation 

will trough at around 2¾ 

per cent later this year, 

before gradually picking 

up over the next couple of 

years.”  

20/08/09 Ric 

Battellino, 

Deputy 

Governor 

Twenty Years of Economic 

Growth 

1 “We expect that [inflation] 

will stay around its current 

rate for the next year or so 

but, after that, upward 

pressure on inflation is 

again likely to emerge with 

a strongly growing 

economy.” 
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Date Speaker Title Sign Quote 

20/09/10 Glenn 

Stevens, 

Governor  

Monetary Policy and the 

Regions 

1 “growth, which has been at 

about trend over the past 

year, will increase in 2011 

to something above trend. 

We think that means that 

the fall in inflation over the 

past two years won’t go 

much further.” 

8/10/10 Ric 

Battellino, 

Deputy 

Governor 

Financial Developments 1 “if economic conditions 

evolve as currently 

expected, it will be likely 

that higher interest rates 

will be required at some 

point to ensure that 

inflation remains 

consistent with the 

medium-term target.” 

18/11/10 Ric 

Battellino, 

Deputy 

Governor 

Economic Developments 1 “At present, inflation is 

broadly in the middle of 

the target range. Over the 

medium term, though, as 

growth of the economy 

picks up, the pressures on 

inflation are more likely to 

be upward than 

downward.” 

26/11/10 Glenn 

Stevens, 

Governor  

Opening Statement to House 

of Representatives Standing 

Committee on Economics  

0 “Overall, and also taking 

account of the exchange 

rate, which has risen 

substantially this year, we 

judge this to be the 

appropriate [interest rate] 

setting for the period 

ahead.” 
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