
Up, up and away
Those hoping to lock their mortgage at a low interest rate have probably missed the boat for 
the time being as lenders have raised their fixed rates in recent weeks.

In March, the typical three-year fixed rate was just a little over 5 per cent. That has now risen 
to about 6.3 per cent, which is expensive when compared with today's standard variable rate 
of 5.8 per cent. And that's only the advertised rate. Most borrowers with big mortgages are 
able to secure a discount of up to 0.5 of a percentage point on variable loans.

The reason fixed rates are higher now than a couple of month ago is because the bond 
market, which largely determines fixed mortgage rates, expects the economic crisis to abate.

However, there may be a second chance for borrowers to lock in a good rate. Many 
economists disagree with the bond market and think fixed rates are likely to fall again, albeit 
not to the low levels seen earlier this year.

"My inclination is to think that now is not a good time to fix," says Shane Oliver, the chief 
economist at AMP Capital Investors. He says it is likely variable rates will stay low for an 
extended period and may even go a bit lower. That is because unemployment is still rising 
and, historically, the Reserve Bank of Australia (RBA) tends to cut rates while unemployment 
is rising.

Variable rates are mostly priced off the official cash rate set by the RBA. Any movement in 
the cash rate also affects fixed rates. If the cash rate is cut, fixed rates should also fall.

Oliver says the bond market has "got ahead of itself" and over-reacted to a relatively small 
amount of positive economic news. "Home-buyers who missed out on fixed rates a few 
months ago may get a second bite of the cherry with lower fixed rates some time later this 
year," he says.

The RBA is leaving the door open for more rate cuts. Oliver is expecting at least one more 
0.25 percentage point cut, or perhaps two 0.25 percentage point cuts, by the end of the year.

Further cuts by the RBA would bring down the rates on longer-dated bonds, which should 
flow through to a fall in fixed-rate mortgages. But Oliver says they are unlikely to return to 
their lows of earlier this year. He says the 10-year government bond yield could fall by up to 
0.5 of a percentage point, which could see fixed rates fall by a similar amount.

The chief economist at BT Financial Group, Chris Caton, says rising unemployment will 
prompt the RBA to cut the cash rate by up to 0.5 of a percentage point over 12 months.

“I think the market has got a bit ahead of itself and is pricing in future tightening [a higher 
cash rate] by the RBA and that has lifted the yield curve, which is flowing through to fixed 
rates. If it dawns on the market that the RBA could still indeed cut again, as the 
unemployment rate goes up, then fixed rates could come down."

Last week, futures markets were still pricing a rise in the cash rate of 0.5 of a percentage 
point in the next 12 months.

The chief economist at CommSec, Craig James, is more optimistic about an economic 
recovery. He says the cash rate has "probably bottomed" because unemployment will 
probably not rise by as much as official forecasting. "If we are not at the low point [of the 
cash rate] we are not far off," he says. "We have seen stabilisation across financial sectors, 
with less bad news coming through and a good recovery under way in China."

James is not expecting the RBA to rush to lift rates. But it will not want to keep the cash rate 
too low for too long as it will not want to help create another boom in the housing market, he 
says.

The RBA has lowered the cash rate aggressively over the past 10 months and, when the 
recovery eventually comes, the cash rate could go up just as quickly. In the middle of last 
year, variable mortgage rates were about 9.5 per cent. The RBA has made cuts to the cash 
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rate totalling 4.25 percentage points since it started cutting last September. At 3 per cent, the cash rate is now the lowest 
it has been since 1960.

Rates will probably continue to head down but eventually, perhaps as early as a year or 18 months from now, the cash 
rate and mortgage rates may well rise again. That is when the security of a fixed-rate mortgage may come into its own.

"Some people like to have a punt on where interest rates are heading," says James. But the problem is that not even the 
experts have a good idea about where rates are heading. James says trying to second-guess interest-rate trends is risky.

The normal level for the cash rate is about 5.25 per cent and it now stands at 3 per cent. That means the normal level of 
the standard variable rate is more like 8 per cent rather than the 5.8 per cent it is now. When the variable rates return to 
normal, the five-year fixed rates available from major lenders of about 7 per cent today do not seem so expensive.

For those who are concerned by how much rates will rise in these uncertain economic times, fixing will be more 
important. Most lenders will allow home-buyers to split their mortgage between fixed and variable. But there will be costs 
if the fixed-rate mortgage is exited early.
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Should You Sell or Buy First?
If you’re selling a property and buying another one, a major decision is whether to 

sell or buy first. In a rising market it is logical to buy first; before prices get too high 

and sell later when prices are higher. In a falling market, the opposite is true.

Some things to consider:

* An advantage of selling first is that you know how much money you have to put 

towards a new property. If you sell first and can’t organise an extended settlement 

to cover the time it takes to buy your new home, you could find yourself with the 

inconvenience and expense of renting in the meantime.

* If you buy first in a low market, you may have 

problems selling your existing property and 

could find yourself under pressure financing two 

properties at the same time. The traditional way 

to deal with this problem is to organise a 

bridging loan, provided you can service two 

loans at the same time.
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Selling Through an Agent VS Private Sale
For most of us, selling property is the biggest financial transaction we ever make. While, some people have the 

experience and the resources to ‘go it alone’, doing so is expensive and time consuming.

It is important for you to be involved and understand the whole process of selling. Using professionals at every stage 

gives you legal protection and the assurance of expert knowledge for:

* Establishing a price for your property

* Providing legal documentation

* Developing an advertising campaign

* Organising open day inspections

* Negotiating a final price

* Finalising the sale through a solicitor or conveyancing specialist

Properties listed on private sale websites are not seen by many people - as these sites rarely have enough property stock 

to attract and retain serious buyers.

www.realestate.com.au
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being of poor quality.

This is because the
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