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Welcome to our mid-year edition of our
quarterly newsletter. In this edition we are
pleased to introduce leading economist, Tony
Alexander. Tony will become a regular fixture
providing his valuable insight regarding
mortgage interest rates - expectations and
borrowing strategy for Advice Knight readers.

We are seeing a very interesting and somewhat
challenging economic backdrop in recent months
with the combination of rising interest rates
(including today’s Reserve Bank rise of 0.5% to 2%,
the fifth OCRincrease in 10 months), harsh lending
criteria and the absence of inward migration starting
to flow through to a softening housing market.

The sentiment in the media has drastically changed
and this can become self-fulfilling where buyers
lose confidence, preferring rather to wait on the
side-lines. This reduces demand and increases
time to sell - dampening vendors expectations and
ultimately flows through to price. In the last week
we have seen two of the leading banks forecast
that prices could drop by as much as 20% over the
next year which is certainly unsettling to both those
that have purchased recently and for those that are
planning to enter the market in the near term.

We would acknowledge that as alarming as a
forecast of 20% drop in prices sound, this would
only bring us back to where they were just over
12 months ago. As such the ‘crash alert flag’ is
not being raised up the mast at Advice Knight HQ
just yet. What we are seeing is that real buying
opportunities are now presenting themselves
and for well financed/cashed up buyers there are
bargains to be had.

We reiterate the points made in our last newsletter
regarding property being best approached as a
long-term investment and stand firm that property
is and will remain an excellent vehicle for long-term
wealth creation. With rents rising rapidly (along with
many of our base living costs), paying down your
own mortgage becomes a sensible way to reduce
base living costs and with higher interest rates, that
payoff isimproved i.e. paying down your mortgage
now provides a heightened return on investment vs
during periods of lower interest cost (e.g. when they
were 2.19% pay-off was lower).
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Tony Alexander’s Quarterly Market Update for Advice Knight Clients

Mortgage Borrowing

Strategy

by Tony Alexander

The Reserve Bank have taken the official cash rate
up from a record low of 0.25% to 2.0% and a peak
at orabove 3% is likely in the next 6 - 12 months.

In the financial markets the anticipation of higher
short-term borrowing costs for banks has led to
fixed mortgage rates rising well in advance of actual
monetary policy changes and led to the likes of five
year rates climbing near 3% and one year rates near
2%.

These strong rate rises since just before the middle
of 2021 have come very early on in the tightening
cycle as compared with the last period of extended
rate rises from 2005 to 2008. That helps explain the
quick reaction of house prices (assisted by the credit
crunch) and evidence of household spending being
reined in very quickly.

But these speedy rises also mean even though
additional monetary policy tightening remains, the
extent to which fixed mortgage rates rise is likely to
be less than further official cash rate increases. In
fact, there is a good chance that the 2-5 year rates
only increase another 0.5% from current levels while
the one year rate perhaps climbs another 1%.

The main implication of this outlook for borrowers
is that the time for fixing long to avoid higher rates
disappeared a long time ago and for the next two
years the optimal choice is probably fixing 1-2 years
with a tad longer for those of more conservative
nature wanting some extra stability in these very
uncertain times.

Late this year the discussion about interest rates is
likely to shift away from rate rises and the likely peak
to when rates will start falling again. My personal
pick is 2024, but without knowledge of who will
invade who and how the pandemic and supply
chains alter, we all have to be very careful not to

get too clever in thinking we can build a strategy
around a likely rates scenario. Managing risk is

not the same thing as backing a particular set of

forecasts.

Tony Alexander is an independent economist and
produces a free weekly publication with a housing
focus called “Tony’s View”, available for signup at

www.tonyalexander.nz.

4/



"=
b

i1 HE

i i

A

|||IIIL

AL

iR

W3

Yird
o

P

'l

5/



Should | Break

or Fix?

by Anthony Sage

Earlier this month, I had the opportunity to join
the Breakfast Show on 1INews to discuss the
merit of breaking and re-fixing your lending early,
the property market as a whole and to field live
questions from viewers.

As interest rates have been historically low for the
past decade, many borrowers now find themselves
with low fixed rates coming up for renewal in

the next 12 months, resulting in a big jump in
repayments when repricing to current market rates.

There can be meritin breaking and re-fixing now, to
ensure your next 3-5 years have a manageable plan
in place. This serves as an insurance policy if rates
continue to rise, and we are not often seeing break
fees in these situations, which takes one strong
consideration out of the equation.

Interest rates appear to continue to rise, so hedging
your bets by taking a medium to long term rate now
may not be a bad idea. Splitting up your lending is
always prudent to ensure less exposure to market
changes and the ability to review a portion of your
lending every year or so. Revolving credit or offset
facilities can reduce interest paid and provide
further insurance if cashflow becomes a bit tight in
the future.

Of course, every situation is unigue, so please
sit down with your favourite adviser and review
all options on the table, to ensure whatever you
pick fits your medium to long term goals and
requirements.

Check out the full interview below:

S
W

> Get advice, don’t put eggs in one basket - financial
advisor on mortgages

https://www.1news.co.nz/2022/04/21/top-

mortgage-tips-for-kiwis-after-rate-increase
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KiwiSaver

by Chris Dilks

It's been a challenging time for KiwiSaver members
in recent months with high levels of volatility within
equity markets. China Covid restrictions, supply
chain constraints, sharp oil price rises and high
levels of inflation impacting consumers globally
will certainly be causing angst for many members.
We continue to recommend looking beyond short
term fluctuations and remind you that KiwiSaver is
typically a very long term investment vehicle.

One of the key factors that influences the level of
risk a fund does have is the funds ‘asset allocation’.
The asset allocation shows the percentage of funds
which are invested in either ‘income or growth
assets’ and will have an impact on the performance
and volatility of a fund over time. We have access to
a wide range of funds, each with their own merits
and with the market softening, now is a fantastic
time to investigate whether you are in the right type
of fund for your goals.

We are still seeing many clients who have not
received any advice in relation to their KiwiSaver
fund, many remain in default funds with default
providers. The right type of fund with the right
KiwiSaver provider can result in a difference of
hundreds of thousands of dollars come retirement.

Fora number of our clients KiwiSaver is also
forming a large part of their first home deposit, so
even if retirement is not something you’ve started to
consider just yet, there is still great meritin ensuring
you are getting the most out of your KiwiSaver and
that the fund choice is aligned with your goals.

If you would like a no obligation discussion on your
KiwiSaver, we are happy to talk through the options
available and help you get the most out of your
investment.
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Good News in
the Budget for

First Home

The Government’s Budget 2022 announcement
out last week provided positive changes to the
First Home Loan and First Home Grant schemes
administered by Kainga Ora. This means more
people now qualify for the mortgage help
programmes these schemes provide. The First
Home Loan allows buyers to get into a first home
sooner with as little as a 5% deposit, while the first
home grants can be as high as $20,000 towards the
deposit (for a qualifying couple buying a new build
home).

Effective immediately, house prices caps will be
removed entirely from the Government backed ‘First
Home Loan’ providing great choices for first home
buyers.

Some of the key high level eligibility criteria are as
follows:

e Farned less than the income caps in past 12m
(S95,000 for an individual, $150,000 for an
individual with dependents, or $150,000 for
two buyers together)

Buyers

e Not currently owning any property

e Have been contributing to KiwiSaver for 3+
years

e Purchasing a property thatis within the
regional house price caps (Auckland has
moved from $700,000 to $S875,000, Hamilton
and Tauranga from $600,000 to $700,000,
Christchurch increased to $750,000 while
Wellington and Queenstown up to $925,000)

e Agreeto live in the property for at least six
months

Under the new regime, house price and income
caps will be reviewed every six months in an effort
to keep the scheme more relevant (with data
showing uptake has dropped rapidly over the past
three years - from 15,470 between April to 2018
and March 2019 to only 6,834 in the same period in
2021-2022).

First Home Grant Eligibility Criteria available here:
(kaingaora.govt.nz)

9/



THE LOXLEY

TAKAPUNA

RELAXED COASTAL LUXURY.
Located just minutes from
central Takapuna and Takapuna
Beach, The Loxley is a boutique
development of luxury
residences offering the
convenience of apartment living
with a glamourous North Shore
address. With beautiful views,
B L high-end interior finishes, a

o | ; . : private rooftop garden and

m"“lﬂl - "‘ inim L N proximity to all the amenity of

F "“’ Ll Takapuna, The Loxley will

; provide an enviable lifestyle of
relaxed coastal luxury.

i
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RESIDENCE 33 -Milford

These brand-new standalone
townhouses offer you the best of
Milford.

This is a rare find and a striking
opportunity you would not want
to miss out on for anyone looking
for a first home, investment, or a
downsizer. Five beautifully
designed 4 bedroom standalone
townhouses offer a great
combination of modern and
sophisticated lifestyle.

Elena Grant

Licensed Salesperson

RE/MAX Vertical

m 021 357 650 m 021 357 650

e elenagrant@remax.co.nz W remax.co.nz
a 136 Broadway, Newmarket, Auckland 1023

Top One Real Estate 2015 Ltd. | Licensed REAA 2008




Meet the Team

Malcolm Knight Anthony Sage Chris Dilks
Director, Financial Adviser Financial Adviser Financial Adviser
021 024 28000 022 651 7802 021 169 2845
malcolm@adviceknight.co.nz anthony@adviceknight.co.nz chris@adviceknight.co.nz

Katy Dilks Hayley Carr Lisette Knight
Lending Support Manager Lending Manager Marketing / Operations
katy@adviceknight.co.nz hayley@adviceknight.co.nz lisette@adviceknight.co.nz

Disclosure

Please click here to download our disclosure information:

key information you need to know to help you understand

Cristy Williamson
Adviser Support

what type of advice we are able to give you, so that you can
make an informed and confident choice when engaging

cristy@adviceknight.co.nz Advice Knight.
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Final Word

When Nelson Mandela said, “The greatest glory in living lies not in
never falling, but in rising every time we fall,” he was speaking about
the power of persistence. More specifically, the power to get up day
after day and fight all over again.

The quote applies well in an economic context too when applied to
markets. Straight lines really are for geometry class - not for markets.
Providing we maintain good cashflow and can hold our steel through
the dips, we will enjoy the rallies to follow. A ‘discounted market’
provides opportunity to buy and can be incredibly lucrative for a savvy
investor.

One way or another, every major bull market needs a major bear
market. The two go together like yin and yang, gin and tonic or Labour
and high taxes. Take one out of the picture and the other one no
longer makes any sense.

Al

Malcolm Knight
Difector, Financial jidvisor
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