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Mortgage rates have lifted, and more increases are coming  

 • The RBNZ increased the Official Cash Rate to 3.00% in April, as widely anticipated. 

• The lift in the Official Cash Rate has had immediate consequences for floating rates, which are now on the rise. 

• Borrowers should be considering strategies to deal with mortgage rate increases as the RBNZ delivers more rate hikes.   

 RBNZ hikes 0.25% again in April   

As widely expected, the RBNZ lifted the Official Cash Rate (OCR) from 2.75% to 3.00% at its April review.  The interest rates on 

floating rate mortgages are lifting by a similar amount, to around 6.25%.  Shorter-term fixed rates may also be in line for 

some upward adjustment.  

The RBNZ has lifted the OCR at two consecutive meetings, and another increase looks likely when the Bank meets again in 

June.  Accordingly, floating mortgage rates and short-term fixed rates are likely lift again soon.  If borrowers have not 

reviewed their situation already, now is definitely the time to give it some thought and look at strategies to manage higher 

borrowing costs over future years. 

RBNZ April OCR Review summary and outlook 

The RBNZ’s forecasts (within the March Monetary Policy Statement) indicated around six 0.25% hikes in total by March next 

year, and the OCR rising to 5-5.25% by early 2017.  Accordingly, the April rate hike came as no surprise to analysts and 

economists, including ourselves.  The RBNZ’s view on the strength of the economy remained understandably upbeat in the 

Statement that accompanied the April OCR increase.   

Following the April hike, we slightly altered our forecast to build in a follow-up hike in June (previously we expected the next 

rate hike to come in July). After the expected hike in June, we are forecasting the RBNZ to pause and assess the impact of the 

initial OCR increases, and remain on hold until December. 

For 2015, we continue to expect a further four hikes, taking the OCR to a peak of 4.5% by December 2015.  This is less 

aggressive than the RBNZ’s forecasts.  We still see several reasons why the tightening cycle should be fairly cautious or 

gradual. There are considerable uncertainties over how households respond to rising interest rates and, given the short 

duration of outstanding mortgages, higher interest rates may well have a quick and noticeable impact on the economy.  

The NZD will remain firm on the back of rising interest rates, prolonging the challenges for many exporters.  In April the RBNZ 

noted the recent weakness in dairy prices and ongoing strength in the NZ dollar but didn’t appear overly concerned about 

them at this stage. But, assuming the NZ dollar remains firm over 2014 in line with our currency forecasts, it will trigger RBNZ 

caution in time. 
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What does it mean for future mortgage rates?   

The RBNZ’s decision to lift the OCR again in April has had immediate consequences for some borrowers - floating mortgage 

rates are already on the rise.  Whenever the RBNZ raises the OCR, the floating rate typically goes up pretty much in lock-step 

with each increase, all other things being equal.  The only way for borrowers to avoid these increases is to move to a fixed 

term.  Right now the economy is on much firmer footing than it has been for several years, and the RBNZ seems very 

determined to lift rates several more times this year and next.  Nothing is 100% certain, but financial market pricing implies 

around 150bps or 1.5% of further OCR increases over the next two years, and the RBNZ’s March forecasts imply slightly more 

tightening, and an OCR of around 5-5.25% by early 2017.  We think the OCR peak may be slightly lower – around 4.5%.  Based 

on our forecasts, the floating rate will lift to around 7.75% by late 2015, and should stay around that level if we are correct in 

forecasting an OCR peak of 4.5%.  But borrowers need to consider that if the RBNZ delivers the extra OCR increases that are 

currently implied in its longer-term forecasts, then floating rates will likely be above 8% by 2017. 

Some fixed-term mortgage rates in New Zealand had already been lifting in anticipation of a series of OCR increases from the 

RBNZ.  For example, the 2-year fixed rate has lifted from around 5.5% towards 6.5% over late 2013 and early 2014.  The 5-

year fixed rate lifted by a similar amount, and is now around 7.4%.   

From now onwards, OCR increases will have the greatest impact on short-term rates.  Long-term rates started moving last 

year in anticipation of OCR increases. Longer-term mortgages are also influenced by global interest rate markets, particularly 

the US Treasury market, where rates are gradually rising from extremely low levels in the wake of the global financial crisis.  

If our forecasts prove correct, in two years’ time we would expect to see the OCR at 4.5% (up 1.5%), and floating rates 

around 7.75% (up the same 1.5%).  For term rates, we would expect the 1-year fixed rate to lift to around 7% (up another 1-

1.2% from current levels), while the 5-year rate may only lift modestly from today’s level of around 7.4%, towards 7.8%. 

It is very important to consider the assumptions that these types of forecasts rest upon.  Two important assumptions in our 

current mortgage forecasts are: 

1) Our view that the OCR only lifts to 4.5%, which is lower than the RBNZ’s latest forecasts suggest;   

2) Long-term global interest rates remain historically low over the medium term, and in doing so keep New Zealand’s long-

term rates relatively contained.   

There are risks to both of these assumptions, and this means New Zealand interest rates could be higher or lower than our 

forecasts.  But with the economy growing well, and the RBNZ’s tightening cycle underway, we think it is safe to assume the 

RBNZ will keep lifting the OCR, and it is prudent to plan for steady mortgage rate increases from today’s level over the 

coming months and years. 

Identifying the best strategy 

Only with the benefit of hindsight can we be sure of the best mortgage strategy.  But there are a number of helpful things 

that we can identify.  Firstly, floating rates are not the cheapest rates right now (the 6-month rate is) so borrowers can create 

some certainty, and obtain a lower rate than floating by fixing for 6 months.  In the same vein, many of the carded rates at 

the main banks out to around 18 months are lower than floating rates at the time of writing. Secondly, all fixed rates are still 

below their long-run (10-year) average. By this simple measure, the fixed terms are reasonable value, as shown in the charts.   

We can also calculate the cost of other strategies such as rolling 1-year terms for the next 2 or even the next 5 years, and 

compare the interest rate expense to the interest rate of the fixed terms available today for 2-5 years.  Based on our 

forecasts, rolling short terms is still the cheapest strategy.  This really hinges on our view that the RBNZ will have several 

pauses in its OCR increases over the coming years, and the OCR will peak at 4.5%.  We stress that if the RBNZ hikes more 

aggressively than we expect (i.e. more hikes early on in the cycle), or lifts the OCR higher than 4.5%, then these shorter-term 

rates will lift more than we are forecasting, making this strategy more expensive than the longer-term rates on offer today.   

To illustrate, we can estimate what would happen to mortgages if the RBNZ lifts the OCR to 5% (in line with its March 

forecasts, rather than our 4.5% peak).  By 2016 we would expect the variable rate to be around 8.25%, and fixed-term rates 

to be up around 8% too, rather than the 7-7.8% levels we are currently forecasting. 

With this in mind, a key thought is that fixing for longer terms now does give extra insurance against stronger OCR increases 

than we are expecting.  Depending on borrowers’ risk appetite, that insurance may be worth taking.  The cost of some 

certainty is actually not too high, based on current mortgage rates.  This can be illustrated with another example:  

• The carded floating rate is between 5.90% - 6.25% at the main banks at the time of writing. If the RBNZ lifts the OCR again 

in June (as we are forecasting), the floating rate will most likely lift to around 6.5% in June. A follow up hike in December 

would likely see the floating rate end the year around 6.75%.  

• A borrower can fix a 2-year mortgage for under 6.5% right now. In other words, a borrower can lock in now a rate that is 

in line with what we expect the floating rate to be very soon, and lower than what we expect floating rates to cost by the 

end of the year. 
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The following section goes through some general advantages and 

disadvantages of the various mortgage rates on offer: 

The main advantages of the floating rate are: 

• Despite the March and April increases, the floating rate remains low 

at present when compared with historical levels.  And even after a 

several OCR hikes, the floating rate will still most likely be below its 

10-year average.  Borrowers retain the freedom to lock in term 

rates at any time, and also have flexibility in terms of principal 

repayments. 

• If the RBNZ lifts interest rates more gradually than currently 

expected, the floating rate may provide a very cost-effective and 

flexible option. 

The major disadvantage:  

• Should the RBNZ lift rates as expected, the interest rate costs are 

likely to be marginally higher on average over the coming years 

compared with locking in a fixed term now.  

• Fixing for six months obtains a cheaper rate than the floating rate, 

and the short term of the loan means the opportunity to adjust 

principal payments is never too far away. 

The floating rate suits borrowers that want to take advantage of lower 

debt servicing costs for the time being and are comfortable with the 

likelihood of increasing interest costs as the floating rate rises over the 

near future. The floating rate also suits borrowers that need or value 

repayment flexibility.  

The main advantages of the 1-year rate are: 

• Lowest rate on offer at several of the major financial institutions, 

with the exception of the 6-month rate. 

• Provides some certainty for the borrower.  

• Our forecast for future 1-year fixed mortgages is lower than the 

current 4- and 5-year mortgages, so rolling sequential one-year 

mortgages could prove cheaper than those longer terms, based on 

our forecasts. 

The major disadvantages:  

• The 1-year term provides less of a hedge than the 2- and 3-year 

against sharp lifts in interest rates, particularly if the RBNZ lifts 

interest rates more aggressively than currently expected. 

The 1-year fixed rate would suit those who prefer some interest rate 

certainty, but place some priority on low debt-servicing costs, or the 

ability to review their mortgage structure reasonably frequently.  

The 2-year fixed rate currently offers these advantages: 

• Greater certainty than available through shorter terms at a 

relatively low rate. 

The disadvantage: 

• The 2-year term provides less of a hedge than the medium- and 

longer-term rates against increases in interest rates, particularly if 

the RBNZ lifts interest rates more aggressively than currently 

expected.  

The 2-year fixed rate would again suit those who prefer a degree of 

interest rate certainty in the near term at a relatively low rate, or those 

who will be repaying debt in the 2-year timeframe. 
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The 3-year fixed rates currently offer the following advantages: 

• Providing interest rate certainty for longer at a relatively low cost. 

The disadvantage:  

• More expensive if the RBNZ lifts interest rates more gradually 

than expected.  

The 5-year fixed rate currently offers these advantages: 

• The rate offers certainty for a much longer period than the 

shorter-term fixed rates. 

• A hedge in case future interest rates rises to substantially higher 

levels than we envisage e.g. through high inflation or pressures 

from funding costs. 

The disadvantage: 

• Although around average levels, other rates are likely to provide a 

lower cost of funds over the next 5 years – particularly the option 

of rolling the shorter fixed terms.   

Final thoughts 

More interest rate increases should be expected over the next two 

years.  Borrowers can at present lock in some certainty without paying 

too much more than the current floating rates (which look set to rise 

the most out of all the mortgage rates). One of the characteristics of 

floating mortgages that borrowers have enjoyed has been the flexibility 

of repayments that floating offers. Splitting the mortgage into different 

terms, or a mix of fixed and floating mortgages can be a good strategy 

for keeping a bit of flexibility while locking in some interest rate 

certainty.  

Ultimately the best mortgage strategy is one that also takes into 

account an individual borrower’s cash flows, tolerance for uncertainty, 

and ability to deal with changes in future mortgage payments as 

interest rates change.  It is always important for borrowers to weigh up 

their own priorities and make the mortgage choice that looks the best 

aligned with them: there is more to it than just picking the lowest 

interest rate. 
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Feel free to phone the ASB Home Loan Line at 0800-100-600 to talk through these issues with ASB staff. 
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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.   


