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Switching from wealth growth to wealth protection 
 

Well, that was interesting. I received some very 

positive feedback on last week’s lead article 

regarding the need for people to figure out what 

their life goals are. Only then can one make the 

best choices with regards to investment strategies 

– plus of course all those other important things 

such as who to try and convince to be your life 

partner, where to live, whether to have kids, etc.  

 

One emailer noted the people they provide 

services for who have made literally millions from 

cryptos but who won’t sell for fear of missing out 

on further price rises. They haven’t figured out 

what their goals are, so they default to holding on 

because their fear of losing further gains far 

exceeds the joy they feel from already accruing a 

large profit. 

 

If you win $100 you feel good and because you’re 

intelligent it is right you should have made such 

money. But lose $100? Then your very being is 

challenged. How could I have been so stupid? Are 

my mates right? Am I really a moron? I’d best not 

tell them. 

 

You’ll hear a lot more about people’s wins than 

you will about their losses – except maybe in the 

farming sector. Something I have noticed from 

three and a half decades in this business is that 

when times are good farmers knuckle down to 

maximise output, they stay out of the headlines, 

and they don’t make a song and dance. It’s a bit 

different when the floods, drought, bugs and 

disease come, or prices collapse, or staff are hard 

to find.  

In the crypto context, losing $100 means selling 

and then potentially watching the price go higher. 

But as skilled business entrepreneurs say – what 

is your exit strategy? Most investors don’t have 

one. All they know or allow themselves to accept 

is that more is better than less, you let your wins 

ride and cut your losses, and for best wealth 

growth you need to gear up with debt. 

 

Gearing up by borrowing money to invest can 

multiply your gains. But it can also send you 

bankrupt. And maybe that is the big danger which 

is sitting out there right now. It has been a long 

time since not holding assets has been better than 

holding them. It has been many years since the 

credit cycle took a huge turn down.  

 

Covid doesn’t count. Why? Because outside of 

the struggling hospitality, accommodation, and 
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tourism sectors, the government and Reserve 

Bank have bailed most of the rest of us out one 

way or another and kept the ball rolling. Why 

worry when you believe the central bank in 

particular will slash interest rates, print money, 

reduce or remove LVRs etc. the next time the crap 

hits the blades?  

 

That then is the danger which partly motivated my 

comments last week. It’s not just about the 

necessary exercise of figuring out what you want. 

It’s about the risks attached to the developing 

inflation scenario. 

 

A whole generation or two of people have grown 

up seeing nothing other than the authorities doing 

whatever is possible to keep growth up, to fight 

unemployment, and to deliver rising share prices 

and even rising house prices. They cannot 

conceive of an environment in which anyone in 

authority will want to deliberately cause a 

recession. But such a scenario is a possibility in 

the next five years if the inflation genie gets out of 

the bottle.  

 

In fact, this is actually what happened in New 

Zealand ahead of the GFC – but people have 

forgotten all about it because the GFC came along 

and got the blame for our 11% fall in house prices, 

lower share prices and recession.  

 

To fight rising inflation our central bank took the 

official cash rate from 5% to 8.25% over 2004-07. 

Floating mortgage rates hit almost 11%. Assisted 

by the NZ dollar rising from US 42 cents in 2002 

to 80 cents early in 2008 our economy shrank 1% 

in 2008 before the GFC started.  

 

House prices on average fell by almost 9% before 

the Lehman Brothers collapse of September 

2008.  

 

Our central bank put the economy into recession 

in order to get inflation down from the average 

2.6% rate in the four years to mid-2006 and ahead 

of it hitting 5.1% in September quarter 2008.  

 

Is it likely that central banks will need to throw their 

economies into recession to get inflation under 

control? No. There are many temporary elements 

boosting inflation.  

 

But there are also two big new elements in play. 

Labour is in short supply and staff have their best 

bargaining power since the 1970s. Wages growth 

will accelerate. Also, businesses have regained 

some pricing power because shattered supply 

chains have reduced competition.  

 

Into this mix we must throw years of money 

printing overseas and to a lesser extent here, and, 

as our central bank noted last week, strong 

balance sheets for our business and household 

sectors.  

 

https://www.barfoot.co.nz/our-people/y.lihowe
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Those strong balance sheets are going to be a 

hefty headwind for the Reserve Bank as it raises 

interest rates to try and stem the pace of growth 

in household spending – if not eventually cut it.  

 

And we have a majority Labour government in 

power building up a list of policy implementation 

failures for which they are likely to seek to drag 

attention from with continued excess spending in 

the near future. 

 

How much is enough? You’ve had a massive run 

up in the paper value of your investments over the 

past few years. You’ve ridden a wave of central 

bank easy monetary policies since 2009 and 

governments quick to run deficits. You’ve 

experienced, acted on, and benefitted from 

FOMO.  

 

What is your exit strategy? Or, to put it in a better 

context – when do you diversify your exposure? I 

say that rather than when do you cash up because 

cashing up requires a degree of belief in economic 

horror which I have never had.  

 

Look at this another way. You’ll have read a lot 

about diversification to protect your wealth. But 

you build wealth by initially placing all your eggs 

in one basket. You back what you might be good 

at from a business or career point of view. 

 

Then, when you have built up a lot of wealth you 

need to shift your thinking towards protecting it. 

That is when you meet with a financial advisor and 

figure out the diversification strategy which is best 

for you. And when you do that, you have to realise 

that you’ve already accepted that maximum 

wealth growth is no longer your goal. If it were, 

you’d still be leaving your eggs in the one basket 

of the thing you are unusually good at.  

 

All of which means this. What if you have accrued 

enough wealth from soaring house prices that you 

don’t need to make any more? If that is your 

position, then you need to switch from riding the 

green house fairy towards protecting the gains 

you have made. And my opinion is that a large 

range of factors are gathering together over the 

next one to two years to introduce risk into the 

property market which we have not seen for a long 

time. 

 

Uncertainty is high and growing. I don’t have a 

view that house prices on average will fall as I 

don’t yet have a view that the Reserve Bank will 

need to throw the economy into recession to 

control inflation. But whatever direction we’re 

moving in, it is certainly not one where you’re 

going to keep making the gains you’ve seen on 

average over the past year (30%), ten years 

(160%), or 30 years (750%) in housing. 
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It’s Last week REINZ released their monthly data 

on the residential real estate market around New 

Zealand and if you paid a lot of attention to one 

or two of the media headlines out there, you’d 

have got the impression of a market in freefall.  

 

That is because the median dwelling sales price 

for the month came in at $795,000 which was 

down 6.5% from the previous month. Anyone 

focussing on this monthly change was just being 

silly. The median price can go all over the place 

because of a change in the mix of houses sold 

each month. For September, there were far 

fewer sales of houses in pricey Auckland than 

would normally be the case, (down 45% versus 

up 14% elsewhere). Plus, it is the trend we need 

to focus on, not month to month changes. 

 

The only price change measure which I focus on 

is the House Price Index calculated by REINZ. It 

is not distorted by changes in the mix of 

dwellings sold between time periods. This 

measure increased 2% in September after rising 

2.0% also in August and 2.2% in July. 

 

Over the September quarter NZ-wide dwelling 

prices rose at an annualised pace of 25%. This 

was down from 36% in the March quarter, but up 

from just 9.4% in the June quarter. 

 

 
 

Media have focussed on the slowing in the 

annual pace of house price growth from the 

peaks of late-2020 and early this year. But the 

more interesting and relevant story is that price 

growth has accelerated in recent months after 

the initial stunned mullet period following the 

March 23 tax changes. 

 

If I were advising the Reserve Bank regarding 

the pace of growth in net household wealth and 

the state of household balance sheets against 

which their monetary policy tightening must 

push, I’d be saying their task is getting harder. 

 

 

 

  

House prices falling? No 

http://www.professionals.co.nz/ownership
http://www.propertyscouts.co.nz
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Alongside expectations of house prices rising, 
and inflation and interest rates having upside 
risks, another of my key themes has been a rising 
Kiwi dollar. This hasn’t much happened in recent 
times as attention has been on the impacts of 
Covid on foreign economies and numerous issues 
such as supply chain disturbances, pushback by 
the world against China’s aggressions, and so on. 
 
But with expectations for the speed and extent of 
monetary policy tightening in New Zealand lifting 
sharply following the 4.9% inflation result, the NZ 
dollar has finally staged a decent move. It has 
risen to just above US 72 cents this week from just 
under 70 cents last Thursday.  

 
This is the highest rate of exchange with the USD 
since early-June, so in that regard its not really all 
that special. In fact, the NZD has yet to break out 
of the trading range it has been in since the start 
of the year.  

 
Will the NZD keep rising? Not in a straight line 
given the generally firming expectations for 
monetary policy tightenings being brought forward 
offshore. Plus, oil prices are rising, and we are a 
net energy importer. Also, some 32% of our export 
receipts come from China and the Chinese 
mainland economy’s growth rate has just dipped 
to an unexpectedly low 4.9% and a number of 
chickens appear to be coming home to roost. This 
will restrain further gains in our commodity export 
prices. 
 
These factors suggest that although the likely 
direction of movement for the Kiwi dollar in the 
coming year is upward, there is little reason for 
believing that the pace will be unusually strong. 
There is however a scenario which would cause 
the NZD to jump ahead quite strongly and that is 
if the Reserve Bank radically change their 
monetary policy warning come the next policy 
settings review on November 24.  
 
Will they? Probably not – their focus is still likely 
to be on things other than their primary job of 
keeping inflation in check. But when they play 
catch-up on policy warnings and settings, then the 
NZD is likely to take a new sharp move up – 
probably at some point towards the middle of next 
year. Note that against the Yen and Euro the NZD 
has appreciably firmed this week.     

Kiwi dollar rises 

http://www.wesleygerber.nz
https://www.gra.co.nz/
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Nothing I write here or anywhere else in this 
publication is intended to be personal advice. 
You should discuss your financing options 
with a professional.  

 

I hope borrowers have already locked in a low 

fixed rate for a medium to long-term because this 

week’s inflation data means even my view of the 

OCR rising 2.5% this cycle may be too optimistic.  

 

My thesis has been this. Over 18 months ago 

central banks, including our own, decided to 

explicitly take the risk of over-stimulating their 

economies to avoid a Covid depression. They 

did this following a period when they had each 

been unsuccessfully fighting either deflation or 

inflation uncomfortably below their target – which 

is usually 2%. 

 

In New Zealand our inflation rate averaged only 

1.2% between 2013 and 2019. 

 

Actions such as slashing interest rates to record 

lows, printing money, providing emergency loans 

and cheap bank financing, were taken with 

knowledge that should they overcook their 

economies and produce excess growth and 

excess inflation, they could fight inflation quite 

easily. All one has to do is raise interest rates 

until people squeal – or more accurately, until 

people go back to expecting inflation to sit near 

2%, curb their wage demands while businesses 

curb their price rises, and household spending 

gets reined in substantially. 

 

We have had staring us in the face for all of this 

year evidence that our economy is over-cooked. 

Our central bank should have started removing 

its monetary sugar very early this year. But they 

have stayed in an echo chamber of Covid 

worries and left interest rates too low for too 

long. 

 

Now they are going to have to play catch-up from 

a bad starting point and with three new dynamics 

to contend with over and above simply excessive 

growth. 

 

1. The labour market in NZ is exceptionally 

tight, wage rises have accelerated early in 

the employment cycle, and wage demands 

are set to spiral – as indicated in my monthly 

Business Survey. 

 

2. Stressed supply chains around the world 

have pushed up materials prices directly 

and added to business costs in other ways 

such as production delays.  

 

3. Businesses have been handed their best 

pricing strength on average since before the 

appearance of the internet and search 

engines, with consumers struggling to go 

online and find cheaper goods which can be 

delivered in a reasonable time should their 

usual supplier increase their prices. 

 

And now it gets worse for our central bank. On 

Monday we learnt that during the September 

quarter the Consumers Price Index did not 

increase the commonly expected 1.5%. It rose 

by 2.2%. The annual rate of 3.3% did not rise to 

the average forecast of 4.2%, it soared to 4.9%. 

 

Excluding the 2010-11 period when GST was 

raised 2.5 percentage points to 15%, this is the 

If I were a borrower, what would I do? 

https://podcasts.apple.com/nz/podcast/the-property-academy-podcast/id1481465172


   

 
Page | 7  

 

highest annual rate of inflation in New Zealand 

since 5.1% in 2008.  

 
Three months ago, I highlighted that since 

returning to New Zealand in 1987 I can recall 

only two other occasions when inflation surprised 

on the high side by at least 0.5%. Now we have 

had a 0.5% surprise and a 0.7% one. This is 

unprecedented.  

 

As a result of the second major inflation surprise 

in three months it is unsurprising that the swap 

rates which form the base for bank fixed rate 

lending have jumped higher this week. The one-

year swap rate relevant to one-year fixed 

mortgage rates has climbed to 1.44% from 

1.19% last week and 0.4% five months ago.  

 

 
 

The three-year swap rate has climbed to 2.15% 

from 1.78% last week and 0.75% in May.  

 

My expectation for the one-year rate in October 

each year is shown in the first column of the 

table below. The second column shows what the 

one-year rate will average over the next 2-, 3-, 4-

, and 5-year periods. The last column shows the 

current minimum 2 – 5-year fixed rates charged 

by the lenders I track.  

 

 Forecast Rolling Current 

 1 year average fixed 

 rate rates 

2021 2.95  2.95 1 yr 

2022 4.5 3.73 3.3 2 yr 

2023 5.25 4.23 3.65 3 yr 

2024 4.65 4.34 3.89 4 yr 

2025 4.25 4.32 3.99 5 yr 

 

If these forecasts prove correct (I’d give that a 

10% probability), rolling one-year fixed will 

deliver an average rate for the next two years of 

3.73%, three years 4.23%, four years 4.34%, 

and five years 4.32%. 

 

The last column shows what the current 

minimum fixed rates are for those time periods. 

Given that there is a rate premium one should be 

prepared for rate certainty, rolling one-year fixed 

will easily deliver a cost higher than one could 

get by fixing at the moment – if the forecasts are 

right.  

 

If I were a borrower, what would I 

do?  

 

Putting aside the fact that I’d already be fixed five 

years at 2.99% if I were in fact still a borrower, 

for fresh borrowing at the moment I’d probably fix 

most for three years.   

https://www.wealthmorning.com/subscribe/?utm_source=tony%27s_view&utm_medium=email&utm_campaign=Tony%27s%20View%20Newsletter
https://www.celebrityspeakers.co.nz/news/booking-talent-with-celebrity-speakers-nz
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