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Success becomes a problem 
 

The popular commentary with regard to how high 

interest rates will go this tightening cycle runs 

along these lines. The extent of rises will be 

limited because  

 

• the surge in inflation is transitory, 

• household debt is very high, so any given 

interest rate change has a greater bottom-

line impact than before, 

• people have got used to low interest rates so 

will be shocked when they rise,  

• almost everyone has been rolling one-year 

fixed rates and therefore the impact of higher 

mortgage rates will flow through reasonably 

quickly to mid-2022, and 

• banks have tested the ability of borrowers to 

meet interest rates some 3%+ higher than 

they actually borrow at before agreeing to 

advance funds.  

 

I have joked many times in presentations this year 

about young borrowers not realising floating rates 

can float up as well as down, and some people 

not realising when their fixed rate matures, they 

don’t have the option to roll again at the same 

rate.  

 

It all sounds plausible. But there is a unique 

problem this time around which I left out of the list 

of factors last week which will make the Reserve 

Bank’s job harder than people think. It was only 

partly referenced with the point regarding high 

growth in household assets. 

 

The Reserve Bank for many years now has been 

introducing more and more restraints on the ability 

of banks to lend to Kiwis. Their aim has been to 

reduce the extent to which the economy and 

employment will be depressed when a shock 

comes along.  

 

The Reserve Bank wants to limit the number of 

mortgagee sales and the risk that house prices 

will spiral downward when a shock appears. That 

is because if house prices fall this will reinforce 

weakness in household spending and worsen the 

downturn in GDP and the rise in the 

unemployment rate. 

 

Rapidly falling house prices can also make an 

economic downturn worse if they threaten bank 

capital bases. If debate grows regarding whether 

a bank will need to shore up its capital base there 

arises a risk of a run on that institution plus others. 

http://www.tonyalexander.nz/
http://www.cressida.co.nz/
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The general lift in pessimism associated with such 

an occurrence would again make the economic 

downturn and hit to the labour market even worse. 

 

The Reserve Bank’s goals are admirable and 

shared by most people. To pursue them they have 

done things such as introducing Loan to Value 

Ratio rules from October 2013 with many 

adjustments in the years since then. 

 

They have altered the amount of capital which 

banks must hold against loans generally with 

further increases in capital buffers to occur in 

coming years.  

 

They have required a shift away from reliance on 

offshore and short-term financing.  

 

They have lobbied the Finance Minister for the 

power to impose other rules such as Debt to 

Income ratios, minimum test interest rates, 

maximum debt servicing ratios. 

 

By their own accounts they have succeeded in 

reducing the vulnerability of our economy to 

shocks and that is to be applauded.  

 

This vulnerability specifically to rising interest 

rates now and for the next two years is strongly 

reduced by the high test interest rates banks have 

been using for some years. 

 

That is, you might have borrowed at a 2.19% fixed 

rate. But the bank worked out your ability to pay a 

rate of some 6% before agreeing to advance the 

funds in the first place.  

 

But there’s a downside to this good policy 

implementation – a kicker which no-one has really 

given much thought to, if any, before. And it is 

going to be quite relevant through 2022 and 2023. 

 

Household finances are a lot more resilient to the 

shock of rising interest rates than people are 

thinking. The vast majority of borrowers will be 

able to keep servicing interest rates some 3% 

above where they were a few months ago when 

we had record lows.  

 

Most will be able to handle rates going up 4% 

because they borrowed firstly at rates much 

higher than those of the past two years anyway.  

 

There will be cutbacks in spending on items like 

retail goods and services as people adjust to 

make sure they can meet their debt servicing cash 

outflows. But the cutbacks will be mitigated by the 

absence of a severe threat to house prices and 

household finances by the many measures which 

the Reserve Bank has taken post-GFC to limit 

damage from shocks. 

 

But therein lies the problem. The Reserve Bank is 

the initiator of the current developing shock. They 

want household spending to flatten out. They 

https://www.barfoot.co.nz/our-people/y.lihowe
https://www.aucklandproperty.net/
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want people worried about house prices falling. 

They want people to question the ability of banks 

to continue to comfortably keep financing them. 

And they want people to worry about the impact 

on the economy and labour market of rising 

mortgage rates. 

 

But because they’ve done such a good job of 

insulating households against shocks, in order to 

get the outcome they want of hefty spending 

restraint to get inflation back down, there’re going 

to have to double down. 

 

The Reserve Bank will need to raise interest rates 

more this cycle than would otherwise have been 

the case because of their good policy 

implementation improving financial and economic 

stability. 

 

Sit back and listen to what people are saying 

about mortgage rates going up. Things like the 

following. 

 

This time we’ll be fine. People have proved they 

can handle rates over 3% above the recent lows. 

Most people signed up at higher rates, so all that’s 

happening is they’re seeing removal of record low 

rates they never expected anyway. 

The labour market is so strong people are going 

to continue to want to buy houses. 

 

And so on. That’s the problem. We are now so 

resilient we’re going to brush off the impact of 

tightening monetary policy. 

 

I would suggest you allow for the cash rate rising 

from the 0.25% low and the current 0.5% to 

3.25%. Add the 3% to your interest costs and see 

how you are left. If you reckon you could easily 

handle that, and if the vast majority of other 

borrowers you know are saying the same thing – 

then run your numbers again at an OCR even 

higher. 

 

Every monetary policy tightening (and loosening) 

phase is a suck-it-and-see exercise. No-one 

trying to forecast these things knows the level at 

which rates will peak, when they will peak, how 

long they will sit there, and how fast the decline 

will be on the other side. 

 

All we can reasonably do is undertake a risk 

analysis type exercise asking ourselves this. 

Where do the risks lie with inflation? Upward. 

Where do the risks like with interest rates? Also 

upward. 

 

The very resilience of Kiwi household finances is 

the very reason why mortgage rates risk shocking 

people once we get into 2023. And yesterday we 

learnt of another reason why the household sector 

will be resilient in the face of rising interest rates. 

The unemployment rate has fallen to a record low 

since the 1980s of 3.4%.   

http://www.glengarry.co.nz
http://www.ashcrofthomes.co.nz/
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On Sunday night when I released results of my 

latest Portfolio Investment Survey, I noted that I’d 

take a look at some of the results broken down 

by age. So here goes. Of the 1,753 responses 

this month, 3% were from people aged under 30 

years, 34% for ages 30-50, 41% for ages 51 – 

65, and 22% were from people aged over 65 

years. This means we need to be careful not to 

read too much into results from those aged 

below 30 years of age. But we can still see some 

differences which perhaps match up with what 

we would expect to see. 

 

Let’s start with the asset of the moment – cryptos. 

This all-embracing description encompasses 

predominantly crypto-currencies, but also the 

likes of non-fungible tokens.  

 

When asked which assets they are thinking about 

buying more of in the coming year, 7% of all 

respondents opted for cryptos. For people aged 

under 30 years 13% said they would target 

cryptos. For those aged 30-50 this proportion was 

9%, 51-65 5%, and over 65 years of age just 4%.  

 

Crypto assets are favoured by the young and 

have yet to be embraced by those who are much 

older. 

 

 
 

But things are around the other way when we 

consider the gross percentages looking at 

purchasing commercial property. 

 

 
 

Age differences in wealth management 

http://www.professionals.co.nz/ownership
http://www.propertyscouts.co.nz
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What about residential property? Intentions are 

lowish for the oldest age group, but much the 

same for the other three groups of investors.  

 

 
 

There is only one other category with a marked 

age trend profile and that is investment in ETFs – 

exchange traded funds. 

 

 
 

But when it comes to shares, managed funds, and 

ETFs grouped together, there are basically no 

differences. Interest in equities is strong across all 

age groups.  

 

 

 
 

What about when it comes to how equities are to 

be bought? Apps are highly favoured by the 

young.  

 

http://www.wesleygerber.nz
https://www.gra.co.nz/events/property-investment-free-seminar
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Older folk favour using an advisor. 

 

 
 

For your guide, we noted above the strong interest 

in cryptos by the young. But are they planning to 

hold such things long-term? No, they are not. This 

next graph shows the gross percentage of people 

in each age group planning to sell cryptos in the 

coming year. Note the high 18% for people aged 

under 30. They are trading cryptos, not holding for 

the long-term gains.  

 

 
 

Given the lack of any fundamental demand for 

crypto currencies beyond selected groups with a 

preference to stay out of sight, that’s probably not 

a bad strategy. You wouldn’t want to be left 

holding the things if the music stops and the lights 

turn on.  

 

Meaning what? Huge demand for things which 

people believe other people will buy reflects ultra 

low interest rates and a world awash with printed 

money. These two driving forces will change. 

Plus, central banks and governments will 

increasingly regulate crypto-currencies and 

people need to factor regulatory risk into their 

wealth management calculations.  

  

 
  

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

 

The run of data arguing for much tighter 

monetary policy continued this week with job 

numbers soaring by 54,000 or 2% in the 

September quarter, the unemployment rate 

falling to a record low of 3.4%, and wages growth 

picking up to decade highs by some measures. 

 

In response, bank wholesale borrowing costs 

have risen further, and a new round of mortgage 

fixed rate increases has been undertaken. Fixed 

rates are now largely 1.2% to 1.7% above levels 

of five or so months back. More rises are likely 

through 2022 as the factors arguing for inflation 

staying high far exceed those arguing for things 

calming down anytime soon.  

 

My expectation for the one-year rate in October 

each year is shown in the first column of the 

table below. I focus on that rate because there 

are many people who have fixed one-year 

repeatedly since 2009 and the strategy has 

worked very well. 

 

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 3.34  3.34 1 yr 

2022 4.5 3.92 3.99 2 yr 

2023 5.25 4.36 4.19 3 yr 

2024 4.65 4.44 4.29 4 yr 

2025 4.25 4.40 4.49 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 

3.92%, three years 4.36%, four years 4.44%, 

and five years 4.40%. 

 

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 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?  

 

Personally, I would fix three years.   

 

  

If I were a borrower, what would I do? 

https://wellingtonresidential.co.nz/
https://bookhip.com/PSMACZA
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Tony’s View Spending Plans Survey
  

 
 

Tony’s View Business Survey 

 
 

Tony’s Thoughts Vlog 

 
 
REINZ & Tony Alexander Real Estate Survey 

 
 

Oneroof weekly column 

 
 
 
 

mortgages.co.nz & Tony Alexander 
Mortgage Advisors Survey  

 
 

Tony Alexander Regional Property Report   

 
 
Valocity Valuer Survey 

 
 
Crockers & Tony Alexander Investor Insights 

 
 
 
Tony’s View Portfolio Investment Survey 
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