CHAPTER II : Market View
Overnight cash is one of the simplest instruments traded in the money market. However apart from its simplicity, overnight cash yields low profit in the long run, since it’s more suited to short-term liquid investations. 
Overnight cash is also a good option to make emergency funds out of, because the money is being held in the liquid form. As the overnight cash rate is basically controlled by the target cash rate which is set by RBA, it’s very recommended to keep trend with the most current political, economic, and financial news.

[image: image1.emf]Overnight Cash Rate

0.00

2.00

4.00

6.00

8.00

10.00

12.00

14.00

16.00

18.00

20.00

1/23/1990 1/23/1991 1/23/1992 1/23/1993 1/23/1994 1/23/1995 1/23/1996 1/23/1997 1/23/1998 1/23/1999 1/23/2000 1/23/2001 1/23/2002 1/23/2003 1/23/2004 1/23/2005 1/23/2006 1/23/2007 1/23/2008


Figure 1

Source: RBA
As can be seen in Figure 1, the overnight cash rate is overall quite stable after 1992, as 1992 is historically the year of the termination of the old Labor government. 
Inflation rate affects the target cash rate which controls the overnight cash rate. We can safely assume that inflation rate affects the target cash rate by changing the consumer spending habits. We can refer to Figure 2 in the next page for the chart.

Because of the recent rising inflation, the overnight cash rate is gradually rising during the past few years. As of the latest media release in RBA (6 May 2008), the present situation is still uncertain, since the inflation is expected to still remain high, but it will decline slowly over time.
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Figure 2
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Figure 3
Source: RBA
RBA has complete data about 3 types of bank bill; they are 30-days bank bill, 90-days bank bill, and 180-days bank bill. From Figure 3, we can see that if we’re buying 180-days bank bills now (May 2008), we could probably get more profit that way, since the rates are now (May 2008) unstable and expected to go down. Of course, that would be a very risky action, that’s why non risk-takers would be more inclined to buy 30-days bank bills, while waiting for the outcome of the current situation. 

On the additional note, bank bill rate is also affected by the target cash rate which is set by RBA, since the bank bill rate is dependant upon the overnight cash rate. 
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Figure 4
Source: RBA

As can be seen in Figure 4, Housing interest rates usually have an influence on the target cash rate. Many families in Australia spend most of their income on their housing loan payments, so changes in the housing interest rates affect their purchasing power which in turn also affects the target cash rate. As of 14 April 2008, the housing interest rates increase again and made housing loans even less affordable in Victoria, so it might allow the target cash rate to perhaps rise again, despite RBA statement of being able to suppress the inflation rate.

CHAPTER III : Trading Strategy
As the corporate accountants, we have to make profit without losing any of our capital, so the options available to us are only overnight cash and bank bills. We also have to divide our money into many different investments, since the paper specification requires us to have at least 10% of our money liquid in the overnight cash market and some of our money to be ready at a certain time frame.
Initially we should start by investing 10% of our money in the overnight cash market, so we could avoid unnecessary issues, like not having enough money to invest in the overnight cash market. After that, we could start trading bank bills to get more profit of our unused money. We also should try to buy some 180-days bank bills to distribute our risks, since we would invest mainly in 30-days bank bills and 90-days bank bills to obey the limitations in the paper specification.
Idealistically we should be buying bank bills at higher price, and selling bank bills at lower price. Of course, that kind of situation would be unlikely to occur, that’s why we should resort to buying bank bills at lower price to attract the sellers, but we should avoid selling bank bills at higher price, except if we have finished the primary objective and desperately need that cash to speculate.
For overnight cash, we should buy overnight cash when the rate is low, and selling it back when the rate is high. We also should try to get the lowest price possible when buying overnight cash and selling it at the highest price possible. 







