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Is property a good investment option for retirees?
Investors seeking a better return on their money than
bank deposits are turning to property investment in
droves, spurred on by the fact bank interest rates are
no longer keeping ahead of inflation.
Property investment provides two kinds of return – the
income yield, which is the rent less expenses, and capital
gain, which is the difference between the selling price and
the purchase price of the property. As it stands, the income
yield alone on many properties is higher than bank interest
rates and there is the prospect of additional return through
capital gain. It’s no wonder investment properties are being
snapped up.
Investing in property is a popular means of building wealth
for retirement and it works well in that regard. Property
investment uses the principle of leverage, which is simply the
ability to borrow money to invest. By using borrowed money,
capital gains can be magnified if property values increase
by more than the net interest paid. Typically, keen property
investors will build a portfolio of properties using borrowed
funds in the expectation that the increase in value of the
properties over time will allow them to sell off one or two at
retirement leaving a portfolio of properties with no debt. The
plan is that the rental income from the remaining properties,
less expenses such as rates, insurance and maintenance, will
produce an income for retirement.
Broadly speaking, investments fall into two categories –
growth assets and income assets. Property is a growth
asset, as are shares and while growth assets do still generate
income, their return comes mostly from capital gain which
is accessed when the investment is sold. On the other hand,
income assets such as bonds provide ongoing cashflow but
little capital gain. As a result, property investment is a great
way to build wealth up to the point of retirement, however
there are a number of factors which make it a less than ideal
source of retirement income.
Property is a long-term asset – it is not something you invest
in for the short term. There is no guarantee that prices will
keep increasing, so property investors need to be prepared
to stay invested until they can sell at the right time.

Property markets have cycles just like any other growth
asset - there have been periods when property prices have
dropped or remained stagnant and times when property has
been hard to sell. It’s easy to forget this when the market is
buoyant. Also, investment property sold within a five-year
period may attract capital gains tax through what is called
the ‘Bright Line Test’. Your accountant can give you more
information about this.
Many people live for twenty or even thirty years in
retirement. Investment property held over that period
of time usually requires expensive maintenance such as
painting, roof repairs and replacement of floor coverings.
Financial pressure can result unless provision has been made
for these expenses.
Furthermore, income from property is not constant, as there
are often periods between tenants when the property is
vacant and occasionally tenants do not pay or cause damage
to the property. Unemployment levels are expected to rise
through the next year, and some tenants will undoubtedly
find it hard to make their rent payments.
Being a landlord, even if you hire a property manager, is not
fun if you are in poor health or in your late retirement. As well
as the hassles of dealing with tenants and maintenance, there
is also the need to keep records of all income and expenses
and to prepare an annual tax return.
But perhaps the most compelling disadvantage of investing
in property in retirement is that although it produces an
income, it is difficult to access your retirement capital.
Managing your money in retirement is all about making sure
you have money available when you need it. That means
using up your capital as well as the income from that capital.
Unless you have a desire to leave a large inheritance for the
beneficiaries of your estate, at some point you will need to
sell your investment property and invest in liquid assets that
can be gradually spent for your enjoyment over the course of
your retirement.
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Market Update – quarter ending 31 December 2020
On the political front we saw Labour elected with a majority
– the first time in our MMP electoral system this has occurred.
They have a strong mandate to take action as they no longer
need to negotiate with coalition partners. The US election
was as eventful as one would expect for 2020 – Donald
Trump lost amid claims of vote fraud, and the Democrats
have control of both the Senate and Congress. President
Biden also has a strong mandate for change but now leads a
heavily divided country. And for the finale, the UK negotiated
an exit from the EU, finally concluding the ongoing saga that
was Brexit.

2020 was a year that many will be glad to see the end of.
True to form, its end was as dramatic as the start. We began
2020 with news of a novel virus in Wuhan, China and the
subsequent lockdown of that city. Many commentators
observed that there was no way the West would be able to
conduct such lockdowns. We were soon to find out that New
Zealand, among many other entire countries, could in fact be
locked down completely. This set the baseline for the year in
which we redefined what was previously considered possible
and impossible.
World share markets reacted to the initial lockdowns by
falling rapidly. For many countries, their sharemarkets entered
“bear” territory (generally defined as a fall over 20%) in record
time. The markets then staged one of the fastest recoveries in
history on the back of some of the largest stimulus packages
ever seen.
In the final quarter of 2020 we saw many countries, notably
the US and UK, struggle to contain Covid-19. Mercifully, New
Zealand has been spared any serious outbreak so far. We also
saw a variety of vaccines created and approved in record time,
and mass immunisation programs are starting worldwide.

2021 has seen sharemarkets continue to rise, with countries
continuing to offer stimulus packages. For example the EU
approved a €1.8T (NZ$3.0T) package and the US is proposing
a US$1.9T (NZ$2.6T) package. Other countries continue to
provide significant financial support too.
Although these are positive developments there are a
number of areas of concern in 2021:
• For the markets, are the record highs a sign that a bubble
is forming?
• Will the vaccines be effective against the various strains of
Covid-19?
• With a number of vaccines being approved, will
manufacture, distribution and administration of the
vaccines by various countries be effective on a mass scale?
• Will relations between the major economies that impact
New Zealand (US, China, Europe, the UK and Australia)
remain on sufficiently good terms so that international
trade continues?
Even with these concerns, there is more light at the end
of the tunnel than we had during 2020. The vaccines are
providing a path to recovery, the elections have delivered
governments that have the ability to take action and the
economy has proven resilient in spite of lockdowns.

Do you have any questions or feedback?
Here at Britannia, we take the responsibility of managing your investment extremely seriously. Thank you for
placing your trust in us. If you have any questions about your investment or feedback for Britannia, we encourage
you to get in touch with us.

You can email us at investments@britanniafinancial.co.nz or call us on 0800 500 811
– we’d love to hear from you.
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