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US 10-year bond and NZ 10-year bond back 5 years
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US 5-year bond and NZ 5-year swap back 2 years
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Inflation – has been ticking up recently

• NZ CPI eased to 2.2% for the year to September (0.6% for the quarter) – the smallest annual rise in over three years. Non-
tradable (mainly domestic) inflation remains sticky at an annual rate of 4.9%, while tradable inflation fell to -1.6%  over the 
year.
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Key NZ economic indicators 
• Inflation up 0.6% in the September quarter 24 and up 2.2% for the year.
• GDP declined  1.0% over the September 24 quarter and declined 1.5% over the year
• Unemployment 4.8% in the September 24 quarter
• Retail sales down 0.1% in the September 24 quarter
• REINZ house price index up 0.6% in November 24, down 1.4% for the year
• Government debt to GDP ratio is 42.5%, up from 19.0% at the start of 2020
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When is it going to get better (tourism excepted) ? 
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ANZBO and QSBO Business Confidence:

• QSBO: Firms’ general business 
confidence improved, with a net 
9% of firms optimistic over the 
NZ economic outlook (from -4 
s.a. in Q3). 

• QSBO: A net 9% of firms expect 
an improvement in the general 
business environment, 
compared to a net -4% in 
September (and much stronger 
than the net -39% in June).

• ANZBO: Business confidence 
eased 3 points to +62 in 
December, but expected own 
activity rose 2 points to +50, 
and past own activity (a GDP 
indicator) jumped 10 points to 0. 
Past employment fell 1 point to 
-13. 
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Banks updated OCR forecasts
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OCR hiking and easing cycles since 1999

Easing Cycles
• 2001,  1.75% for 10 months – from 6.50% to 4.75% 
• 2003, 0.75% for 3 months – from 5.75% to 5.00%
• 2008, 5.75% for 11 months – from 8.25% to 2.50%
• 2015, 1.75% for 17 months – from 3.50% to 1.75%
• 2019, 1.50% for 12 months – from 1.75% to 0.25%

Hiking Cycles
• 1999,  2.00% for 7 months – from 4.50% to 6.50% 
• 2002, 1.25% for 5 months – from 4.75% to 5.75%
• 2003, 3.25% for 43 months – from 5.00% to 8.25%
• 2014, 1.00% for 5 months – from 2.50% to 3.50%
• 2021, 5.25% for 20 months – from 0.25% to 5.50% 
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NZ yield curve
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NZ OCR, 90 day 2 and 7 year swap rates
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The Reserve Bank of New Zealand 
• The RBNZ’s primary objective of monetary policy is to maintain price stability. 
• The price stability goal is attained when the general price level in the domestic 

economy remains as low and stable as possible in order to foster sustainable 
economic growth.

• The RBNZ uses monetary policy to achieve the Government's target of keeping 
inflation between 1.0% and 3.0% on average over the medium term, with a focus on 
keeping future average inflation near the 2.0% target midpoint.

• This is defined in the Remit to the Monetary Policy Committee.  
• The RBNZ implements monetary policy by setting the Official Cash Rate (“OCR”) 

which is reviewed 7 times per year. 
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Local Government Funding Agency (LGFA)

• The LGFA is a Council Controlled Trading Organisation established in 2011.
• Has had a major (positive) impact on Council funding
• Has a S&P Global Ratings and Fitch Ratings long term credit rating of ‘AAA’, the 

same as the New Zealand government.  
• Now has 77 council members and 7 CCO’s. It raised around $24.5 billion of debt 

and on-lent $22.4 billion to councils and CCO’s.
• Has approximately 90% market share of local authority debt
• Borrowers must meet certain covenants to be able to borrow from the LGFA.
o   Net debt as a percentage of revenue shall not exceed 250%
o Interest as a percentage of rates shall be less than 30%
o Interest as a percentage of revenue shall be less than 20%
o Liquidity shall be greater than 110% 

• Differential pricing applies depending on the borrowers' credit standing and whether 
it is a guarantor or not.

• CCO’s can now borrow from the LGFA
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• All borrowers are required to contribute 5.0% of the total amount borrowed as 
capital, these are known as Borrower Notes which can be converted to equity at the 
discretion of the LGFA.

• A joint and several guarantee applies whereby all participating guaranteeing 
borrowers will be liable in the event of a default by any of the borrowers.

• However, there are a number of safeguards to avert this e.g. liquidity of $2.7 billion 
(invested in financial market instruments) and a standby facility from the Debt 
Management Office of up to $1.5 billion (currently at $0.6 billion).

• The guarantee is in proportion to the ratepayer base, for Queenstown Lakes DC it is 
1.3% (Auckland CC 28.1%, Christchurch CC 7.8%. Wellington CC 5.2%, Dunedin CC 
2.4%, Tauranga 3.3%, Hamilton CC 2.9%, Waipa DC 0.9%, West Coast RC 0.1%)    

Local Government Funding Agency 
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• Offers maturities from one-month out to April 2037.
• There are three forms of debt that a borrower can access 
• Commercial Paper – is a floating rate instrument available for terms from 1month to 

1 year.
• Floating Rate Note (“FRN”) – is a floating rate instrument with  interest paid 

quarterly and is available for terms out to April 2037. With an FRN, the margin is set 
for the term of the instrument, but the base rate (the 3-month bank bill mid-rate) 
can change at the 3 monthly (quarterly) reset dates.

• Fixed Rate Bond (“FRB”) - is a fixed rate instrument with interest paid semi-annually. 
With an FRB the interest rate (the coupon) is set for the life of the instrument. 

Local Government Funding Agency 
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Current pricing of LGFA debt 

Maturity Margin FRN (or CP Rate) FRB
3 month CP 0.15% 4.22% N/A

6 month CP 0.15% 4.02% N/A

April 2025 0.46% 4.53% 4.39%

April 2026 0.46% 4.53% 4.39%

April 2027 0.63% 4.70% 3.87%

May 2028 0.77% 4.84% 3.92%

April 2029 0.90% 4.97% 4.09%

May 2030 1.00% 5.07% 4.21%

May 2031 1.07% 5.14% 4.38%

May-2032 1.10% 5.17% 4.53%

April 2033 1.14% 5.21% 4.64%

May 2035 1.17% 5.24% 4.81%

April 2037 1.23% 5.30% 4.98%
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Interest rate swaps 
• Interest rate swaps are used to limit or manage exposures to fluctuations in interest 

rates. 
• A swap is an agreement between two parties (counterparties) where one stream of 

future interest payments is exchanged for another based on a specified principal 
amount.

• For a borrower, an interest rate swap is most commonly used to exchange a floating 
rate payment for a fixed rate payment.

• Swaps can start immediately (a spot swap) or they can be forward starting, the latter 
being especially useful for managing future interest rate exposures. 
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Interest rate swaps

BNZ 
Fixed 3 years @ 3.65%

Receives 90-day BKBM @ 4.08%

LGFA

Borrows at 90-day 
(BKBM)4.08% +0.71% 

margin
Pay 3.65%

Receive BKBM
Swap

Pay BKBM
Pay 0.71% Loan

Net pay 4.36%

Overall cost of funds

FIXED

QLDC
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Advantages of interest rate swaps 

• Interest rate swaps are very flexible as they can be: 
     - Closed out early (before the specified maturity date); 
     - Extended beyond the original maturity date; 
     - Can have varying principal amounts (amortising).
• Have transparent pricing and do not necessarily need to be transacted with just 

one bank which enables competitive pricing.
• But they are subject to ‘market to market’ valuations and when interest rates fall, 

the value of the swap declines and vice versa when interest rates rise. (assuming a 
standard pay fixed receive floating structure)

• Swaps can mature after the maturity of the underlying debt.
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Disadvantages of interest rate swaps

• Swaps are subject to market to market valuations and when interest rates fall, the 
value of the swap declines but when interest rates rise, the value of the swap 
increases.  

• How the valuation of the swap portfolio on the balance sheet is treated, is 
determined by the borrowers position on hedge accounting.

• For LGFA sourced debt, it is slightly cheaper (5- 7 basis points) to enter into a Fixed 
Rate Bond (“FRB”) than to enter into a Floating Rate Note (“FRN”) and then overlay a 
swap on it.
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Interest rate swap grid 

Term 1 2 3 4 5 6 7 8 9 10
Spot 3.65% 3.61% 3.66% 3.74% 3.83% 3.92% 4.01% 4.09% 4.16% 4.22%
3 months 3.48% 3.54% 3.63% 3.73% 3.83% 3.93% 4.02% 4.10% 4.17% 4.24%
6 months 3.46% 3.56% 3.67% 3.77% 3.87% 3.97% 4.06% 4.14% 4.21% 4.28%
1 year 3.55% 3.66% 3.77% 3.87% 3.97% 4.07% 4.15% 4.23% 4.29% 4.36%
2 years 3.77% 3.89% 3.99% 4.09% 4.19% 4.27% 4.34% 4.41% 4.47% 4.53%
3 years 4.00% 4.11% 4.21% 4.30% 4.38% 4.45% 4.51% 4.58% 4.64% 4.69%
4 years 4.22% 4.31% 4.41% 4.49% 4.55% 4.61% 4.68% 4.73% 4.78% 4.82%
5 years 4.41% 4.51% 4.58% 4.64% 4.70% 4.77% 4.82% 4.87% 4.90% 4.92%
6 years 4.61% 4.67% 4.73% 4.78% 4.85% 4.90% 4.94% 4.97% 5.00% 5.01%
7 years 4.73% 4.78% 4.85% 4.91% 4.97% 5.01% 5.04% 5.05% 5.07% 5.08%
8 years 4.84% 4.91% 4.98% 5.04% 5.07% 5.10% 5.11% 5.12% 5.13% 5.15%
9 years 4.98% 5.05% 5.11% 5.14% 5.15% 5.16% 5.17% 5.18% 5.20% 5.22%
10 years 5.13% 5.13% 5.20% 5.20% 5.21% 5.21% 5.21% 5.23% 5.26% 5.29%
Last updated 20-Jan-25
This document has been prepared by Bancorp Treasury Services Limited ( “ BTSL” ) .  Whilst all reasonable care has been taken to ensure the facts stated are accurate and the opinions given are 
fair and reasonable, neither BTSL nor any of its directors, officers or employees shall in any way be responsible for the contents.  No liability is assumed by BTSL, its directors, officers or employees 
for action taken or not taken on the basis of this document.

New Zealand Forward Starting Swap Rates -  Borrower

M aturity (years)
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Managing Queenstown Lakes DC’s interest rate risk  

• QLDC’s Treasury Policy contains the parameters for managing interest rate risk.
• It specifies the minimum and maximum levels of fixed rate cover spread over three 

timeframes.

Fixed Rate Cover Percentages

Period Minimum Maximum

0 to 2 years 40% 100%

2 to 4 years 20% 80%

4 to 8 years 0% 60%
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Queenstown Lakes DC - debt and cover profile 
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Queenstown Lakes DC- debt and cover profile with proposed 
swaps (see dotted line)

Notional (m) Start Date Maturity Date Indicative Fixed Rate
$                 25.0 15-Apr-25 15-Oct-28 3.65%
$                 25.0 15-Apr-25 15-Oct-29 3.74%
$                 25.0 15-Apr-25 15-Oct-30 3.85%
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Queenstown Lakes DC- funding maturity profile
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Queenstown Lakes DC - Interest rate projection (cost of funds)
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Interest rates going back 5,000 years 



GET IN TOUCH
Bancorp Treasury Services Ltd

Head Office, Level 3, 30 Customs Street, Auckland
09 912 7600

www.bancorp.co.nz

Disclaimer

IMPORTANT NOTICE

Statements and opinions contained in this report are given in good faith, but in its presentation, Bancorp has relied on primary sources for the information's accuracy and completeness. Bancorp does not imply, and it should not be 
construed, that it warrants the validity of the information.  Moreover, our investigations have not been designed to verify the accuracy or reliability of any information supplied to us.
It should be clearly understood that any financial projections given are illustrative only.  The projections should not be taken as a promise or guarantee on the part of Bancorp.
Bancorp accepts no liability for any actions taken or not taken on the basis of this information and it is not intended to provide the sole basis of any financial and/or business evaluation.  Recipients of the information are required 
to rely on their own knowledge, investigations and judgements in any assessment of this information.  Neither the whole nor any part of this information, nor any reference thereto, may be included in, with or attached to any 
document, circular, resolution, letter or statement without the prior written consent of Bancorp as to the form and content in which it appears.

CONFIDENTIALITY

The information provided herein is provided for your private use and on the condition that the contents remain confidential and will not be disclosed to any third party without the consent in writing of Bancorp first being 
obtained.
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