
As we expect higher interest rates to stay, we review the implications on
property prices, and identify any significant impacts they may have by
first exploring historical data. Figure 1 below shows our Property Price
Index (PPI) all the way from 2002, and compares it with Interest Rates
(based on the 3month SIBOR). Based on this chart, it would be difficult to
infer any meaningful correlation between the two, although between
2004 to 2006 when interest rates climbed to the 5% mark, property
prices were on a steady uptrend, and more recently between 2017 to H2
2019 we also notice the gradual uptrend in property prices when interest
rates peaked.

STL Properties Newsletter

Interest rates and correlation with Property Price Index |Gradual
increase in foreign buyers | Current Market Gaps
Interest rates and correlation with Property Price

As we move into the second half of the year, many
property buyers and owners have valid concerns
over interest rates and recession fears. While we are
constantly reassured that Singapore is in a position
to overcome global shocks, we inevitably feel waves
of impact from the global slowdown as an open
economy and are vulnerable to inflationary pressures
as a smaller nation.
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Figure 1: Private Property Price Index vs Interest Rates  Source: PropNex Research, URA (2Q 2022
figures are flash estimates released on 1 July 2022), ABS



STL Properties Newsletter July 2022

However, even if interest rates do not affect the appreciation of our asset, it
can erode our profits or move our breakeven position further away as
financing costs increase. The good news is, a glimpse into the past will show
that elevated interest rates do not last forever, and often tend to fall after a
period of time to stimulate the economy. Nevertheless we stay prudent, and
ensure our monthly mortgages are comfortable, with sufficient reserves for
rainy days, before making any big decisions.

We also want to examine the relationship between median rentals and interest
rates to determine what we can potentially look at for potential buyers of
investment properties. In the preceding decade we saw an inverse relationship
where rentals were high when interest rates were low and vice versa. However
in recent years, the trend seemed to have broken and rental rates have been
rising at a much faster pace than interest rates. 

Chart below :

Figure 2: Median Rental vs Interest Rates, Source: PropNex Research, URA Realis (rental
data for 2022 up to May 2022), ABS
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Source: The Business times 

For investors renting out their property,
do expect to enjoy a superior
performance for your monthly rental,
while for those who are thinking if an
investment property is worth your while
with the rising interest rates, speak with
us for a detailed calculation on your
financial position and potential yield from
your investment property.

Gradual return of foreign buyers

In the previous newsletters we mentioned the gradual return of foreign
buyers into our property market. It is now evident the world’s rich are still
flocking to Singapore to park their funds for various reasons, which bodes
well for Singapore real estate and the economy as well as jobs.

Figure 3: Increase in number of foreign purchasers 2021 vs 2022 

It is little wonder why developers continue placing higher bids in
Government Land Sales or En-bloc programmes especially as we see the
addition of 2,800 High Net Worth Individuals (HNWIs) in Singapore this year.
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Figure 4: Top 10 countries where
UHNW are flocking to (SG is 3rd
with 2,800 UHNW in 2022), Source:
Henley Global Citizens Report 2022

Current Market Gaps
While we know Freehold usually demands a premium, we notice a shrinking
gap between Freehold and 99-year leasehold properties in the Rest of Central
region, which provides a safe entry for existing RCR Freehold properties. 

In conclusion, there are still many opportunities out there and numbers
have shown it is better to be in a property than out, as the earlier
purchaser tends to end up paying less for a property with better
attributes, as opposed to the later joiner. Additionally, for some of our
clients anticipating fire sales due to increase in interest rates or a
potential recession, we believe the holding power of property owners are
still strong. As for younger families, cooling measures such as the Total
Debt Servicing Ratio (TDSR) have been set in place, ensuring homeowners
have sufficient reserves to prevent foreclosures from overleveraging.
Speak with us for an in-depth discussion today!

Kindest Regards,
STL Properties










