
Interest is the monetary charge for borrowing money, which is generally expressed as a

percentage or cash rate. The cash rate has a big impact on the cost of loans and, as a result, can

be used by central banks to speed up or slow down a country’s economy. Typically, a consumer

borrows money from a bank when they take out a home mortgage while banks borrow money
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from their clients in the form of deposits. In both cases, the cash rate determines how much

extra the borrower pays back on the loaned amount.

Monetary policy decisions in Australia involve the Reserve Bank Board setting a target for the

cash rate. A media release is issued at 2.30 pm after each Reserve Bank Board meeting, with

any change in the cash rate target taking effect the following day. The cash rate functions as the

interest rate on unsecured overnight loans between banks and determines the benchmark rate

for the Australian dollar.

A low cash rate has some obvious impacts as it stimulates the demand for real estate, savings

rates fall as savers find they get less interest on their deposits, and markets benefit from the

resulting willingness to invest this capital elsewhere. Low rates also make business loans more

affordable, which encourages business expansion and promotes hiring. However, a low cash

rate can cause inflation if too much liquidity sees demand outstrip supply and prices rise.

This analysis has been prepared by Perpetual Investment Management Limited (PIML) ABN 18 000 866 535,

AFSL 234426. It is general information only and is not intended to provide you with financial advice or take

into account your objectives, financial situation or needs. You should consider, with a financial adviser,

whether the information is suitable for your circumstances. To the extent permitted by law, no liability is

accepted for any loss or damage as a result of any reliance on this information.

The information is believed to be accurate at the time of compilation and is provided in good faith. This

document may contain information contributed by third parties. PIML and PSL do not warrant the accuracy or

completeness of any information contributed by a third party. Any views expressed in this document are

opinions of the author at the time of writing and do not constitute a recommendation to act. 

The product disclosure statement(PDS) for the Perpetual Diversified Income Fund issued by PIML, should be

considered before deciding whether to acquire or hold units in the fund. The PDS and Target Market

Determination can be obtained by calling 1800 022 033 or visiting our website http://www.perpetual.com.au . 

No company in the Perpetual Group (Perpetual Limited ABN 86 000 431 827 and its subsidiaries) guarantees

the performance of any fund or the return of an investor’s capital. Past performance is not indicative of future

performance.
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