Benchmark:

A benchmark is an indicator of the interest rate level. When the interest rate rise, loan interest will be adjusted upwards as indicated by the change in the benchmark interest rate.

The benchmark interest rate helps provide a systematic way for the bank to “price” different type of loan. To compensate for the level of credit risk involved, loans with a higher credit risk should have a higher interest rate. The benchmark interest rate allows the bank to determine the level of additional interest that will justify the higher risk of the loan.

