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Rising interest rates and private home prices
could push some out of market: IREUS

As inflation continues to surge, the US Fed has announced significant interest rate hikes to bring prices down to a sustainable level

By Corinne Kerk
corinne@sph.com.sg

A COMBINATION of rising interest
rates and property prices is bound
to impact buyer affordability - the
question is where that tipping
point lies. A recent analysis has
shown that buyers are still able to
afford private homes despite re-
cent rate hikes, but depending on
theloan tenure, they may start get-
ting priced out of the market if
mortgage rates reach 3.5 per cent
and beyond.

This scenario is based on mod-
elling done by the Institute of Real
Estate and Urban Studies (IREUS) at
the National University of Singa-
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Figure 2: The tipping point

“To many younger
borrowers who have
yet to experience a
recession, bank
interest rates have
reached uncharted
territory, and may
force some to
recalibrate their
homeownership
plans.”

Lee Nai Ja, deputy director of IREUS

expect URA’s index to increase be-
tween 5 and 10 per cent for the
whole of 2022.

Given that interest rates started
off at alow base, Dr Lee said there
aresome quarters arguing that the
effect on prices and demand may
not besignificant. For example, the
most recent Sibor uptrend started
on a base lower than in previous
climbs, and it is not obvious that
this current surge will exceed pre-
vious peaks.

“However, this perspective is a
reductionist focus on interest rates
alone and overlooks the fact that
homes today are far pricier than
back then,” he pointed out. “In ab-
solute dollar terms, a 1 per cent
rate rise today is substantially

pore, using a proxy household at
the top 30th percentile of income.

more than a1 per cent rise back in
1997
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In general, the top 30 per cent of
earners are mainly the ones who
can access private homes.

As inflation continues to surge,
the US Federal Reserve has an-
nounced significant interest rate
hikesto bring pricesdown to asus-
tainable level. Since lenders here
take their cue from the Fed, Singa-
pore interest rates have risen as
well.

The 3-month Singapore Inter-
Bank Offer Rate (Sibor) reached
about 1.91 per cent on June 28,
2022, closing in on the last high of
2 per cent recorded on May 31,
2019 (see Figure 1).

With the Fed expected to an-
nounce further rate increases, the
Sbor may likewise rise to levels
last seen in 2005 and 2006, 2 years
before the Global Financial Crisis,
said Lee Nai Jia, deputy director of
the research institute.

“To many younger borrowers
who haveyet to experience areces-
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sion, bank interest rates have reac-
hed uncharted territory, and may
force some to recalibrate their
homeownership plans,” he told
The Business Times. “On the other
hand, olderhomeownerswho have
experienced the Asian Financial
Crisis and other recessions will be
concerned whether the rates
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would reach theoverwhelminglev-
els between 1997 and 1998.”

The 3-month Sibor hit 7.75 per
cent in January 1998.

Meanwhile, private property
prices have been steadily ascend-
ing. The Urban Redevelopment Au-
thority’s (URA) Q2 flash estimate
for its overall price index for pri-

vatehomesreleased on July 1isup
3.9 per cent from Q4 last year.

This follows 2021’s full-year in-
crease of 10.6 per cent, with private
home prices having risen 18.6 per
cent sincebottomingin Q12020, at
the onset of the Covid-19 pandem-
ic.

Property consultants generally

To see how close private home
prices areto atipping point, IREUS
created a proxy case to examine
theimpact of interest rate hikes on
what aprivate homepurchaser can
afford.

The institute constructed its
case based on data from the Singa-
pore Department of Statistics and
URA's Real Estate Information Sys-
tem.

The household income from
work, excluding employer’s Cen-
tral Provident Fund contributions,
is assumed to be at the top 30th
percentileand thesameasin 2021.
Also, the household does not have
credit card debt, is not saddled
with other loans and has sufficient
savings for adown payment.

Themortgagerateis pegged at 1
per cent + 3-month Singapore
Overnight Rate Average. The float-
ing rate was used as an indicator of
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debt commitment, as the interest
charged for fixed rate mortgagesis
not publicly available and varies
according to individual circum-
stances.

Thehousehold isassumed to be
a first-time home purchaser and
will buy a 1,000 to 1,200 square
foot non-landed private home (all
land tenures and excluding execu-
tive condominiums)in the Outside
Central Region (OCR) or Rest of
Central Region (RCR). The Core
Central Region was omitted as
home prices there are more pro-
hibitive and considered likely to
only bewithin thereach of high net
worth individuals.

The home price that a house-
hold can afford is therefore the
loan amount (after factoring in the
Total Debt Servicing Ratio, which is
currently 55 per cent) plus the ini-
tial down payment.

Based on loan tenures of 20, 25,
30 and 35 years, the modelling
shows that the price buyers can af-
ford based on the loan amount
they can take, is still above today’s
median-price OCRand RCRhomes,
despite the higher interest rate in

July (see Figure 2).

However, the buffer has
thinned considerably since 2020,
especially for those seeking to pur-
chase new homes on the primary
market, asnew homes are now pri-
cier.

For a 20-year loan for instance,
the buffer of over S$568,000 be-
tween new OCR/RCR homes and
the price which households can af-
ford in 2020, has shrunk to under
S$87,000 - an 85 per cent fall.

At thelongest possibleloan ten-
ure of 35 years, the buffer drops
from about S$1.9 million to S$1.1
million, or about 41 per cent.

If the mortgage rate reaches 2.5
per cent and beyond, households
at the top 30th percentile income
on a20-year loan would not beable
to pay the median price for a new
unit in the RCR and OCR. If the
mortgage rate hits 3.5 per cent,
these households would not be
able to afford median-price units
in the resale market.

On a 35-year loan however,
such households would be unable
to pay the median price for a new
unit only if mortgage rates reach
5.5 per cent and would also be
priced out of such units in the re-

sale market if rates hit 6 per cent.

“We assume the buyer has no
debt outstanding. However, if we
factor in rising prices for cars and
other goods, credit card bills and
car loans should be higher for
younger, aspiring households.
This will further crimp the prices
they can afford,” said Dr Lee.

While a longer loan tenure re-
duces the borrower’s monthly
mortgage payments, it does mean
the household will be coughing
out more interest in the long run
for the same loan quantum. It will
also take longer for the homeown-
er to be debt-free.

“Given that prices of private
homes are at a historic high, rising
interest rates and decreasing dis-
posableincomesdueto rising pric-
es further erode the affordability
of homes at a faster pace,” he
pointed out.

Of course, IREUS modelling is
based on afirst-time private prop-
erty buyer. Those who own exist-
ing private apartments or Housing
and Development Board (HDB)
flats may be less affected by the
higher interest rates if they were to
move laterally or right-size, espe-
cially if they purchased their cur-
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While a longer loan tenure reduces the borrower’s monthly mortgage payments, it does mean the household
will be coughing out more interest in the long run for the same loan quantum. PHOTO: BT FILE

rent homes between 2013 and
2017.

“The capital gains and apprecia-
tion in equity will help partially
offset the higher costs of debt,”
noted Dr Lee.

Also, housing in Singapore is

still widely affordable, due to the
availability of public housing.
“Theprice-to-incomeratio for 4-
and 5-room HDB resale and Built-
To-Order flats remain below 5,
which isahealthy level,” he added.
This means a HDB flat is priced

about 5timestheannual income of
the household.

“However, the government has
to manage the mismatch of expec-
tations, as young professionals
tend to aspiretowards private con-
dominiums instead of HDB flats.”
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