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New measures to assist

home buyers were rolled out

nounced a relaxation of rules under the

as Chief Executive Carrie

Lam Cheng Yuet-ngor an-

Mortgage Insurance Programme in her
new policy address.

For first-time home buyers, the cap on
the value of properties cligible for a mort-
gage loan with a maximum cover of 90
per cent loan-to-value ratio will be raised
from the existing HK$4 million to HK$8
million. The cap on the value of apart-
ments eligible for mortgages of up to 80
per cent will also be raised from HK $6
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million to HK$10 million. What is more
tempting is that even if first-time home
buyers cannot meet the three percentage
point stress testing requirement, they will
still be eligible for up to 90 per cent mort-
gage loans, subject to an additional adjust-
ment to the mortgage insurance that is

based on relevant risk factors. Although

first-time home buyers can now pay less
in terms of down payment, the fact that
home prices are still at a high level
means the mortgage repayment will now
take even longer, and they will also have
to pay more on each month. A 10 per
cent down payment can make you a prop-
erty owner, yet it also means a 10 per
cent drop in the property market will
break you as you will be in negative equi-
ty. Potential home buyers should always
keep an eye on economic forecasts and
act only according to their own financial
capabilities.

As there has always been a strong de-
mand for housing from many young pro-
fessionals and middle-class families, the re-
laxation of mortgage rules will undoubted-
ly help them by lowering down payment
sums. However as the Chinese saying
goes, "no needle is sharp at both ends",
and the property market has reacted im-

mediately after the new measure is an-

nounced. Property agents believe that the
property market may be back on a rising
track soon as they revealed some of their
clients have promptly decided to cancel
their listings, while there are also reports
of a seller in the New Territories raising
the asking price by HK$ 1 million. It is
within expectation that the property mar-
ket will react quickly to government poli-
cies.

With the new measures in place, a
first-time buyer can borrow up to 90 per
cent of a property's value. Taking a prop-
erty that is valued at HK$8 million as an
example, a first-time buyer is required to
pay merely HK $800,000 without count-
ing other costs. Many from the mid-
dle-class will now be able to fulfil their
dreams of becoming a homeowner. As-
suming that a first-time buyer obtains a
90 per cent mortgage at a rate of 2.625
per cent on a 30-year loan, the monthly

mortgage payment (excluding the premi-
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um) would be HK $28,919. Considering
the the
first-time buyer's monthly household in-
come should be no less than HK$57,838.
But if we also take into consideration the

basic  debt-to-income  ratio,

stress test and add another three per cent
to the mortgage rate, then the first-time
buyer should have a monthly household
income of over HK$69,079. An econom-
ic downturn and a fall in property prices
would hit these first-time buyers severely
as they might face the problem of nega-
tive equity. Therefore, any potential buy-
ers must use caution when dipping into
the market.

The property market of Hong Kong
once nosedived up to 70 per cent during
the Asian financial crisis and the SARS
outbreak. At its peak, over 100,000 house-
holds found themselves in negative equi-
ty, with two in every group of ten mort-
gage-payers being stuck with negative eq-
uity. This is a painful experience for
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many in Hong Kong, and the lesson
must be learnt.

Although the threshold for becoming a
homeowner or switching to new flats has
now been lowered, potential buyers
should calculate the risks carefully given
that property prices are still at a high lev-
el. As the mortgage cap eases, the month-
ly payment sum would also increase. To-
gether with the extra 15 per cent mort-
gage

mortgage repayment would be heavier.

premium, monthly expenses on

Morcover, with the ongoing US-China
trade war and local political crisis, there
is an increasing risk of an economic down-
turn in Hong Kong. Layoffs and unem-
ployment may return at any time. As the
risk of negative equity substantially in-
creases in times of economic downturn,
potential home buyers who wish to bene-
fit from a reduced down payment should
calculate the risks and act according to

their own capabilities.
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