
August 4 th, 2009          

Fixed Rates Report 
Reminder - HOW ARE FIXED RATES FUNDED? 

Refresher from my comment in our May newsletter on fixed rates: 

Funding Fixed Mortgages - Lenders tend to outsource funding on money markets, via other banks/lenders – 
swap rates, through government bonds or via fixed savings deposits of similar duration which they collect from 
their own retail deposits, locking in their spread or profit margin for similar timeframes, as they plan to lend out 
this money. Bill Evan’s – Westpac Chief Economist noted in his April 20th comment in Westpac weekly 
economic report called Australian Weekly “Around 40% of banks' funding costs are affected by the bank bill rate 
but the remainder are determined by retail deposit rates (40%) while around 20% of funding costs are 
independent of market rates (capital; non interest bearing deposits).” 

 
HOW HAVE FIXED RATES PERFORMED AGAINST ‘COMPETITIVE ’ VARIABLE RATE MORTGAGES? 

The chart and table below shows the historical ‘margin’ between fixed rates and variable rates since it has been tracked 
by the RBA. 

 

   

Month Cash 
Rate 

Disc. 
Variable 

3 Yr 
Fixed 

Margin b/w 
Dis.Var. & 3 
Yr Fixed 
Rates 

Long Term 
AVERAGE 5.69 7.10 7.23 ������
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·  Interestingly the average margin between the average 3 year fixed rates and the discounted variable rate, 
has only been 0.13% since Jun 2004 in favour of the variable rates 
 

·  We are now in a period unseen before in terms of the variance between fixed and variable rates.  The data 
above is 6 weeks old. I can now report the variance is even greater than this as evidenced in the Current 
Interest Rate Comparison table below. 
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INTEREST RATE FORECASTS: 

Westpac Forecast – Week Beginning 1 June 

 

Westpac Forecast – Week Beginning 29 June 

 

Westpac Forecast – Week Beginning 31 July 

 

 

 

 

 

 

 



ANZ Forecast – 14 May 2009 

 

ANZ Forecast – 18 th June 2009 

 

2009ANZ Forecast – 31 st  July 09 

 



 
St George Forecast 14 th May 2009 

 
 
St George Forecast as at 16 th June 09 

   
 

St George Forecast as at 8 th July 09 

 
 
 
Below is an extra from ‘Westpac Weekly’ from Bill Evans, Chief Economist at Westpac.  It is such an important 
commentary that I have included his whole introduction in this month’s report to allow you to gain further perspective 
of the big picture regarding rates. 
 

‘RBA Governor’s speech points to first rate hike in  second half of next year –but no sooner’ 
 

Things are moving quickly on the interest rate scene for Australia.  The market is now priced for around 200 
bp's of rate hikes through 2010 starting with a first move in December this year. Markets were given 
considerable support for their view from a speech which was delivered by the RBA Governor on July 28. In 
that speech the common themes of previous RBA speeches – output gaps; rising unemployment; global 
recession and contracting business investment – were replaced with – the need for central banks to contain 
inflationary expectations; risks of housing bubbles; China optimism; consumer confidence at or above long 
term averages.  
 
Adding further to the bearish rate assessment was the Governor's performance in the Q and A session. He 
was given the opportunity to question the value of Sentiment Indexes but chose to endorse them when 
significant moves print. He allowed himself latitude to not need to wait until the unemployment rate starts to 
fall before he can raise rates (previous beginnings to tightening cycles – August 1994; November 1999; 
May 2002 – all occurred after the unemployment rate had peaked – August 1993; April 1997; October 2001 
resp).  
 
My question was "rates bottomed out at 4.75% following the last global recession (1993) and now at 3% 
following the current global recession. Are rates necessarily much lower this time since 'neutral' will be 
significantly lower because household debt to income ratios are now 3 times higher today than they were in 
1993?" He acknowledged that neutral may have changed; was a useful concept but not observable and did 
shift around – also affected by changes in the relationship between the target rate and lending rates. 
 
Markets interpreted the speech as indicating that the Governor thinks he is closer to raising rates than he 
thought he had been in previous speeches. That is a reasonable interpretation of the speech but I do not 



believe it is signalling an imminent tightening and as such data/circumstances can change which could 
temper the Governor's current position.  
 
The first development that is required by markets will be in the Governor's Statement next week. That 
Statement will follow the RBA Board meeting on August 4 when the decision to hold rates steady should be 
the result. In previous Statements there has been a clause, "scope for further easing of monetary policy". 
That has been almost mandatory since the Bank has been forecasting that inflation will fall to 1.5% in 2011 
– a central bank that is forecasting that inflation will fall below the bottom of the target band should see 
scope to ease.  
 
However on August 7 we will see the Bank's next Statement on Monetary Policy in which it will have the 
opportunity to adjust its forecasts. Current forecasts of most interest will be growth in 2009 and 2010 and 
inflation in 2011. The Bank currently has –1% in 2009 and 2% in 2010 for growth, with inflation at 1.5% in 
2011. We would expect the forecasts to be revised to be very close to our own growth forecasts of 0.6% in 
2009 and 3% in 2010 (see last week's Weekly). 
 
Because growth is still below trend we have only slightly revised up our inflation forecast in 2011 from 2% to 
2.3% and kept the 2010 forecast at 2%. The Bank is very likely to revise up its 2011 inflation forecast to 
2.25% eliminating the need to maintain the easing bias. That upward revision of the forecast will probably 
have been made internally before the Board meeting – the new inflation/ growth forecast should be part of 
the Staff's advice to the Board and therefore be factored into the Governor's Statement.  
 
Those revisions to forecasts will probably placate markets although we believe that growth and inflation 
forecasts would need to be higher still to justify current market pricing. If the Bank does adopt a much 
higher growth and inflation forecast than we currently expect then the probability of earlier rate hikes would 
increase. 
 
In last week's Weekly we discussed our revisions to growth but did not bring forward our timing of the first 
rate hike from our long held view that it would be delayed to early 2011. The thinking was that the Bank 
would be anxious to hold rates steady for as long as possible to ensure a sustainable recovery. Even our 
higher revised forecasts still have growth below trend in 2010 prior to trend growth in 2011. However our 
reading of the RBA Governor this week clearly depicts an official who will have little patience in waiting once 
the appropriate conditions have been achieved. That points to some modest 'early' hikes of two 25 bp's in 
the second half of 2010. 
 
We do not expect that the unemployment rate will have confirmed a peak by then but do expect that 
employment growth will return to positive territory by the December quarter next year. In the first half of 
2010 we expect that employment will still be contracting or stagnant at best. In that environment it seems 
extremely unlikely that the RBA will be tightening. 
 
We are certainly not convinced by the argument of 'taking back' around 100 bp's of the easing since the last 
two easings in February and April were 'emergency' easings and the need for them has not eventuated. 
The world economy is still a very dangerous place. The Australian economy will still hardly grow in 2009. 
The real 'emergency' easing was planned to coincide with the sharp deterioration in the unemployment rate 
which was expected to unfold in the second half of 2009. That has not happened and is unlikely to happen 
so there has been no need for an 'emergency' easing and therefore no need to unwind it. 
 
The most convincing evidence of the economic recovery at this stage is the 30% increase in the value of 
new finance approvals. However 75% of that increase has been due to First Home Buyers and while our 
survey work does point to the recovery broadening it would be prudent for the Bank to assess the 
sustainability of the housing recovery by waiting to assess the impact of the inevitable wind down of the 
FHB's when the increased grant is phased out by year's end. 
 
History tells us what a sequence of rate hikes can do to a housing market where debt levels are getting 
stretched. Recall the impact on the housing market of the consecutive 25 bp's hikes in November and 
December 2003. Prices fell in Sydney; new lending fell 20% nationally; and the next rate hike was not 
required until March 2005.  The unemployment rate was only 5.8%; Consumer Sentiment Index was 114; 
housing credit growth was running at 20% and global growth was 3.6%. That compares with our current 
estimates by year's end of 7.5% in unemployment; 90–100 for the CSI; housing credit growth of 7% and 
global growth at –1.3%. 
 
The current cash rate (3%) is not necessarily that far from 'neutral'. Household debt/income ratio now 
stands at around 170% compared to 60% in 1993 when rates last bottomed out following a global 
recession. At that time the cash rate was 4.75% compared to the current 3%. Of course the Bank waited 
until the unemployment rate was falling; housing credit growth had exceeded 20%; and GDP growth 
prospects were 4% plus. The impact on household disposable incomes of a rate hike will be three times 
greater with the higher debt/income ratio. Just as the 425 bp rate cut had a much more stimulatory effect on 
incomes so the reversal would be just as significant. The previous peak in rates of 7.25% seems very 
unlikely to be exceeded in this upcycle – even the 6.25% rate peak in 2000 might be too high.  



 
Even if the market does not understand this we hope that the RBA appreciates the potency of their policy 
instrument. 
 

Bill Evans , Chief Economist 

Past performance is not a reliable indicator of future performance. The forecasts given above are predictive in character. Whilst every effort has been taken to ensure that the 
assumptions on which the forecasts 
are based are reasonable, the forecasts may be affected by incorrect assumptions or by known or unknown risks and uncertainties. The results ultimately achieved may differ 
substantially from these forecasts. 

SOURCE: WESTPAC WEEKLY 31 July 09. 

 
Current Interest Rate Comparisons: Professional Pac kage Variable vs. 3 & 5 Year Fixed Rates  
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Lender Date Disc. 
Var. 

3 Yr 
Fixed 

5 Yr 
Fixed 

Margin 
b/w Dis. 
Var. & 3 Yr 
Fixed 

Margin 
b/w Dis. 
Var. & 5 Yr 
Fixed 

Mthly Int. 
Savings  Dis. 
Var. to 3 Yr Fixed 

Mthly Int. 
Savings Dis. Var. 
to 5 Yr Fixed 

CBA - 
Pro 
Pack 

04-Jun-09 5.14% 6.04% 6.69% -0.90% -1.55% $187.50 $322.92 

01-Jul-09 5.24% 6.54% 7.19% -1.30% -1.95% $270.83 $406.25 

05-Aug-09 5.24% 6.54% 7.19% -1.30% -1.95% $270.83 $406.25 

         
NAB - 
Pro 
Pack 

04-Jun-09 5.04% 5.74% 6.39% -0.70% -1.35% $145.83 $281.25 

01-Jul-09 5.04% 6.39% 7.09% -1.35% -2.05% $281.25 $427.08 

05-Aug-09 5.14% 6.39% 7.19% -1.25% -2.05% $260.42 $427.08 

         
WBC - 
Pro 
Pack 

04-Jun-09 5.11% 5.89% 6.49% -0.78% -1.38% $162.50 $287.50 

01-Jul-09 5.11% 6.39% 6.99% -1.28% -1.88% $266.67 $391.67 

05-Aug-09 5.11% 6.99% 7.59% -1.88% -2.48% $391.67 $516.67 

         
ANZ - 
Pro 
Pack 

04-Jun-09 5.21% 6.34% 7.19% -1.13% -1.98% $235.42 $412.50 

01-Jul-09 5.21% 6.34% 7.19% -1.13% -1.98% $235.42 $412.50 

05-Aug-09 5.21% 6.34% 7.19% -1.13% -1.98% $235.42 $412.50 

         
St G - 
Pro 
Pack 

04-Jun-09 5.09% 5.99% 6.64% -0.90% -1.55% $187.50 $322.92 

01-Jul-09 5.09% 6.49% 7.14% -1.40% -2.05% $291.67 $427.08 

05-Aug-09 5.09% 6.94% 7.59% -1.85% -2.50% $385.42 $520.83 

         

ING 

04-Jun-09 5.09% 5.89% 6.69% -0.80% -1.60% $166.67 $333.33 

01-Jul-09 5.09% 6.69% 7.39% -1.60% -2.30% $333.33 $479.17 

05-Aug-09 5.19% 6.89% 7.39% -1.70% -2.20% $354.17 $458.33 
Note: The interest rates shown in this table are based on advertised rates - no comparison rates are shown and therefore no decision on taking out a 
loan should be based on these interest rates, as other costs, such as fees and charges will impact on the overall cost of the loan - this illustration is 
purely to show the dollar variance between the interest rates on a $250,000 interest only loan, between the two different interest rates. 

Findings:  The above comparison clearly demonstrates that current variable rates are offering considerable savings on the 
current fixed rate price.  Comparison between the best 3 year fixed rate and the discount variable is a saving of $235 per month 
and against 5 year fixed is $406 per month.  
 
The difficult question is how quickly will variable rates increase to the level of fixed rates? Or will fixed rates come off their current 
highs and move back to their long term average variance of around .13%?  The really hard thing to predict is if variable rates 
increase towards the fixed rates, will fixed rates maintain this new variance and continue to move higher – hard to think this will 
happen, but there is a small possibility.  I’m with Bill Evans when I think variable rates won’t rocket up to fixed rate levels in the 
next couple of years, yet after that is anybody’s guess. 
 
 
 
 



Your Decision to Fix: 
 
What your household can afford in regards to repayments and meeting your financial needs are paramount in your 
decision making process.  If rates went over 7.5%, would you be able to manage meeting the family’s financial 
commitments and increase mortgage repayments? If not, then fixing either all or a portion of your loan (anywhere between 
30% to 70%) might just be an option in order to ease the household budget.  Just remember the higher repayments start 
from the month you fix.  On the flip side, guessing to save $500 to a couple of thousand of dollars in picking how high rates 
are going to go, verses risking losing your property, because you cannot meet your potential higher repayments in the 
future, then you must consider fixing as you may be far better to lock in and play a conservative ‘hedging your bets 
approach’, rather than run the risk of losing your home. 
 
Those who are in a position to meet the repayments even if they got to 8% or more, well history has shown that variable 
rates have been the cheapest over the long term.  Given no one really knows how quickly we will recover both domestically 
and globally, if it’s a more gradual rebuilding and improvement in the economy, then variable rates, will more than likely be 
the cheaper outcome and also offer far more flexibility than fixed rate loans, in terms of making extra repayments and 
having funds available for redraw, as most fixed rate loans have limitations in these areas. 
 
Please feel free to contact me or one of the team for us to review your own circumstances, so you can make a more 
informed decision on your current options. Tel: (03) 9326 8900 - Ask to speak with one of our Finance Strategists. 
 
 
Ben Kingsley 
Director 
Empower Wealth 
 
 
 


