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Key Points


Benchmark interest rates touched record lows earlier this month.



The Reserve Bank remains on hold, but has indicated that the Official Cash Rate needs to stay lower for longer.



We expect benchmark interest rates to stay low this year, but we flag the risk that rates rise in the longer term.

Benchmark Interest Rates (%)*
Official Cash Rate
90-day bank bill
1-year Swap Rates
3-year Swap Rates
5-year Swap Rates

Current
1.75
1.90
1.90
1.97
2.12

Month ago
1.75
1.88
1.90
1.97
2.15

Year ago
1.75
1.86
2.01
2.37
2.73

10-year Average

2.48
2.67
2.81
3.32
3.67

Outlook**






*Rates current as at 19 February 2019; **Outlook is over the next 6 months

Benchmark interest rates touched record lows this month
All benchmark interest rates have fallen so far over 2019. At one
stage, the 5-year swap rate had fallen 26 basis points since the end of
2018, while the 2-year swap rate was down around 18 basis points.

% p.a.

BENCHMARK INTEREST RATES
(past 3 months)

2.80

2.80
Source: ASB

Moreover, several rates set new record lows this month. Indeed on
8 February, 1-year through 7-year swap rates all set record lows.
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Meanwhile, the Reserve Bank (RBNZ) kept the Official Cash Rate
(OCR) unchanged at 1.75% on 13 February as expected. Importantly,
the RBNZ expects to keep the OCR on hold through 2019 and 2020.
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We largely agree with the RBNZ. All up, this means that NZ
benchmark interest rates are likely to stay low over 2019.
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Flagging the risks
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In the short-term, the risks to NZ’s benchmark interest rates are evenly balanced. The RBNZ’s outlook for the OCR
sums it up nicely: “the next OCR move could be up or down.”
Longer-term, the risk to interest rates, including customer rates, are skewed upwards. One factor that could
contribute to rising interest rates is the RBNZ’s proposal to increase in Banks’ capital requirements. This proposal as
it stands could increase banks’ funding costs, which may in turn be reflected in the interest rates that farmers face.
That said, the changes are still in the consultation stage, so the final capital requirements may change from the
currently proposed changes. In other words, watch this space!
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Disclaimer
This document is published solely for informational purposes. It has been prepared without taking account of your objectives, financial situation, or
needs. Before acting on the information in this document, you should consider the appropriateness and suitability of the information, having regard
to your objectives, financial situation and needs, and, if necessary seek appropriate professional or financial advice.
We believe that the information in this document is correct and any opinions, conclusions or recommendations are reasonably held or made, based
on the information available at the time of its compilation, but no representation or warranty, either expressed or implied, is made or provided as
to accuracy, reliability or completeness of any statement made in this document. Any opinions, conclusions or recommendations set forth in this
document are subject to change without notice and may differ or be contrary to the opinions, conclusions or recommendations expressed
elsewhere by ASB Bank Limited. We are under no obligation to, and do not, update or keep current the information contained in this document.
Neither ASB nor any person involved in the preparation of this document accepts any liability for any loss or damage arising out of the use of all or
any part of this document.
Any valuations, projections and forecasts contained in this document are based on a number of assumptions and estimates and are subject to
contingencies and uncertainties. Different assumptions and estimates could result in materially different results. ASB does not represent or warrant
that any of these valuations, projections or forecasts, or any of the underlying assumptions or estimates, will be met.
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