
Solving for the foreign interest rate implied by Covered Interest Parity using

CME Currency Futures and Eurodollar Futures

Useful information:

The Eurodollar futures contract is for delivery of a $1 million par value 3 month Eurodollar

deposit (see below for quotes)
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Solving using the quotes below –> A$ futures using June 17 and Sept 17 (this is a 3 month

spread)     F(0,N) = .7528      F(0,T) = .7518      

–> Eurodollar futures for June 17 is for a three month deliverable 

r(0,T-N) = (100 - 98.74) = 1.26%

This is an annualized rate –> convert to three month rate by dividing by 4:
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Note: This r* is annualized estimate of the 3 month Euro-Aussie dollar interest rate.

See Lecture 4 for an explanation of why the Eurodollar rate is the correct rate to use instead of other

possible money market interest rates –> Treasury bills, commercial paper, bankers’ acceptances.

Solving for the term structure –> combine a nearby 3 month + the next delivery 3 month to get a six

month rate assumes UEH holds (no liquidity premia):
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