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World Comparisons Irrelevant

You're sitting down about to read
the paper or watch the nightly news
or one of those incredibly intellectu-
ally stimulating current affairs pro-
grams and the headline grab is

something along the lines of:

Australian Property - some of the

most expensive in the world!

Melbourne / Sydney - in the top 10
most expensive cities in the world to

live!

Rents are some of the most expen-

sive of anywhere in the world!

Cost of Living - in ‘X’ city in Australia

isin the top 10in the world!

These types of stories make for good
press and they talk to a lot of the
population base who do think that
Australia is an expensive country to

live in.

However, in these press articles or
TV segments ,it’s clear that a

‘balanced view’ is lacking.

The reality of the situation is that
compared to other countries and
cities,our costs and prices might
seem high, but if you were to com-
pare apples with apples, then the
comparisons are very much mis-

placed.

The reason why most things seem
expensive compared to other coun-
tries and cities is because our in-
comes are significantly more than
most countries on the planet. That
income is a direct link to the meas-
ure of affordability and the result-

ing standard of living we enjoy.

Those of you who have travelled
extensively know that many coun-
tries have a very low to moderate
standard of living as this is a direct
result of the incomes they earn, as
their countries develop. Of the
developed countries the correla-
tion to income and values still rings
true.

Let's compare the minimum wage
of the ‘Home of Capitalism - Amer-

ica’ against ours;

Interest Rate Movements - No

The RBA left interest rates on
hold this month, yet there is con-
tinued debate about which way
interest rates will move in the

future.

If interest rates move up, then the
‘great’ buying season that we are
experiencing in the market will
continue, and astute investors will
cherry pick quality properties that
will perform well over the long

term.

The worry for rates going up are
for those who have or who are
selecting property assets within
new estates or the mortgage belt,
as they will be affected by owners
who cannot service their in-
creased outgoings, forcing a

‘distressed’ sale.

If interest rates go down, those
who are the wise ones and have

got into the market, could very

America = $7.25p/h
Australia = $15.51p/h
We're over double their mini-

mum hourly rate!

Also if we add to the incomes
argument the fact that over
80% of our land mass is very
uninhabitable or not developed,
causing the vast majority of our
population to live within 2hrs of
a major capital city, this adds
the ‘demand’ element to the
value equation and hence you

get high values and cost bases.

There are so many other factors
at play as well, but | think my
point is made - compare coun-
tries with the same income and
same land conditions and try to
argue these points - You can't.
So don’t get drawn into this
argument yourself when it’s a
completely irrelevant compari-
son.
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well enjoy a quick gain in capi-
tal values, if they have chosen
the right property in the right
locations.

As long term investors under-
stand, interest rate movements
are just part of the landscape
we operate in and should be
factored into our cashflow

planning.
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My favourite BBQ Property Investment con-
versation is the one about buying a holiday
house. Well, it’s not really my favourite, |
actually loathe these types of social conversa-
tions. At some stage, someone at the party
remembers that | work in the industry and
they suggest “Why don’t you talk to Cate
about your investment property”, and then |
either burst their bubble (for those who have-
n’t executed their grand idea) or | watch their
face pale as they realise that their recent
purchase wasn’t a well thought out one. Now,
for any purchasers who actually have surplus
cashflow in their domestic economy, | don’t
think that the idea of buying a holiday home
is necessarily a bad one — but the key criteria
is that the holiday house is easily afforded
when taking the repayments, rates, mainte-
nance and all other outgoings into account,
and most importantly — this particular pur-
chase is not hampering the buyers’ retire-
ment plans and proposed retirement in-
comes. Unfortunately, it is rare for holiday
house purchases to be a sound strategic pur-
chase though, and here are some of the rea-
sons why:

- The property is not generating any income
as long as it isn’t tenanted

- The property is not enabling any tax deduc-
tions from interest, depreciation or mainte-
nance

- The location is most likely not going to have
tight vacancy rates all year round

- The area is potentially subject to fluctua-
tions in value based on other holiday houses
in the area being sold off in distress at every

market downturn.
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BBQ conversationalists will obviously defend
their strategy or their action with “But Sun-
shine Sands (not a real location) had phenome-
nal growth last year” and while many of these
coastal regions do experience attractive capital
growth, | ask “but what would have your in-
vestment done for you if you’d purchased in a
closely held inner city area, enjoyed 10% capi-
tal growth AND the benefits of negative gear-
ing, good paying tenants, and imminent pas-

sive income?”

Buying a holiday house is just one of many
emotional mistakes | see early investors make.
Another famous mistake is electing to buy an
investment property which is ‘close by’ so the
investor(s) can ‘see it’. | am not necessarily
endorsing buying interstate properties every
time, however if the decision to buy in a par-
ticular location is based on being able to see
the property regularly, the investor is then
hampering their chances of finding the right
property in the rest of the city (and country for
that matter). Aside from having a restrictive
search, it is vital to note that where we like to
live is not necessarily a good place for invest-
ing. An investment decision should be driven
by criteria such as capital growth prospects,
rental yields, rental vacancy rates, household
income trends, infrastructure upgrades and
surrounding suburb performance. One final
note on this topic to investors — if you can
drive by and see your property, what good
does this do? A good property manager will be
making sure your tenant keeps the property as
it was, and ensures that your rent is paid on

time. If you feel the need to take on this task,
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then you need to ask yourself whether you
have the right property manager. Personally,
| don’t have the time or the inclination to
manage my own properties. | like to leave it
to the professionals and stick to doing what |

do best — selecting the right property asset.

The third emotional mistake I like to share
with fellow investors is the mistake of select-
ing an asset based on what styles and fea-
tures you like, rather than what the prospec-
tive tenants in the area like. There is little
point cringing about a daggy kitchen if the
area is a mining town catering for young
single males who are flying in from a mine
site to a share house. Likewise, a cute Eng-
lish garden is of no interest to a young gen'Y
who wants to rent an inner city unit — per-
haps they’d prefer a deck for their weekend
BBQ’s...which takes us back to BBQ's. What-
ever your strategy and whatever your focus,
don’t be swayed by BBQ property experts.
Have a robust strategy, adopt your own
checklists and stay focused on your end
goals. If you feel that you are too emotional,
think of your investment portfolio as wealth
building and ultimately an income generating
business and try to throw away your pre-

conceived ideas for pragmatic ones.

Cate Bakos
Property Advisor &
Buyers Advocate

The information contained in this newsletter is provided for Australian residents only. The information may not comply with the laws of another jurisdiction. The newsletter information is general in nature and often
opinion based and does not take into account the particular investment objectives or financial situation of any potential reader. It does not constitute, and should not be relied on as, financial or investment advice or
recommendations (expressed or implied) and it should not be used as an invitation to take up any investments or investment services. No investment decision or activity should be undertaken on the basis of this informa-
tion without first seeking qualified and professional financial advice. Empower Wealth group of companies and or their employees or contractors do not represent or guarantee that the information is accurate or free
from errors or omissions and therefore provide no warrantees or guarantees. Empower Wealth group of companies disclaims any and all duty of care in relation to the information and liability for any reliance on invest-

ment decisions, claiming the use or guidance of this newsletter or information contained within it. The newsletter information is subject to future regular changes and market movements and factors outside of our control.




