What should you do when
your fixed-rate term ends?
Find out your home loan interest rate options
for when your fixed term ends.
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What is a fixed-rate mortgage?
A fixed-rate mortgage allows you to fix the interest rate on your loan for a set
duration of time. This means you’ll know exactly how much your
repayments will be every month, and you’ll be protected against any interest
rate rises for the period of the fixed-rate term.
Fixed-rate interest terms aren’t set for the entire length of your mortgage.
Lenders offer fixed interest rates for anywhere between 1 to 5 or even 10
years depending on the lender, and you’ll typically decide the fixed-rate
period when you first take out your mortgage.

Advantages of a fixed rate loan
Have certainty with repayments during the
fixed rate period you've selected
You'll have peace of mind if the interest rates
rise during your fixed rate term

Downsides of a fixed rate loan
If you choose to refinance to take advantage of a rate
drop, you will probably have to pay 'break' fees
You may not have access to extra features like a
redraw or an offset facility, and have limited ability
to make extra repayments
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What happens when your mortgage
rate expires?
Once this period ends, you'll need to decide what to do next. You'll have four
options:
1. Refixing your loan under a new fixed rate term
2. Switching to a variable home loan rate
3. Opting to split your loan into new fixed and variable loans
4. Refinancing your home loan to another lender for a better rate
If you don’t choose to refix your mortgage (or if you don’t take any action at
all), your interest rate will typically get switched to your lender’s current
variable interest rate until you specify otherwise. Unless you renegotiate
your rate, the 'revert' rate applied at the end of the fixed term tends to be
lender's standard variable rate, which could ultimately cost you thousands
of dollars in a ‘loyalty tax’ over the years.

Here are your four options

Refixing your loan under a new fixed
rate term
If you like the predictability that comes with a fixed-rate loan, you can
absolutely refix your mortgage into a new fixed-rate term.
Refixing your home loan is a good option if you expect interest rates to rise in
the future or if you want certainty of repayments for the duration of the fixed
term. However, bear in mind that you will once again be locked into a rate for
the fixed term unless you choose to end your term early, which may result in
paying break costs. An example of how a fixed rate can work against you is if the
RBA drops the official cash rate, and your lender passes the rate cut on by
lowering their variable rate. In this case, you may end up paying a higher
amount of interest over your fixed term than you would have on a variable rate
loan. Also, as a rule, if you decide to refinance or sell your property inside the
fixed term, the higher your fixed rate is compared to the current variable rate at
the time of discharging your loan, the more your break costs will be.
It is best to keep in mind that refixing your loan usually results in a new interest
rate – you can’t ‘extend’ your current fixed rate. Depending on what the official
cash rate is, you may end up having to make higher repayments in the future
compared to your repayments on your current fixed interest rate.

Switching to a variable home loan rate
Variable home loans come with a floating interest rate, which fluctuates
depending on the official RBA cash rate and your lender’s funding costs. You
may be able to take advantage of a further interest rate drop in the future,
however, given interest rates are currently at historic lows, having a variable rate
loan will more likely result in an increase to your interest rate in the future.
Variable rate home loans generally come with additional features, including
access to offset accounts and/or redraw facilities, the ability to make additional
repayments, and greater flexibility should you choose to refinance your loan.
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Opting to split your loan into new
fixed and variable loans
If you’re not sure which loan is the right one for you or you would like to keep
your options open, you may be able split your home loan into one or more fixed
rate loans, and variable rate loan – this strategy often makes budgeting for
repayments easier than if the entire loan were variable. Not all loan products
enable loan splitting, such as fee-free basic loans, or introductory rate loans, or
if they do, your lender may charge additional fees. If your home loan is under
your lender’s ‘package’ product, and you are paying an annual package fee, you
will have more flexibility to split your loan without incurring additional fees. The
amount of your home loan you should fix will depend on several factors, such
as, your overall loan balance, the amounts in your linked offset account(s) and
redraw, plans to utilise your available loan funds, your ability to make extra
repayments and the current fixed and variable rates on offer.

Refinancing your home loan to
another lender for a better rate
The end of your fixed-rate term is an ideal time to review your loans, research
the market for the most competitive rates, and consider refinancing your loan
with a different lender. Refinancing is where you apply for a new loan with a
different lender that can offer reduced interest costs and/or fees, and you repay
(discharge) your existing loan.
Refinancing comes with several benefits, including access to loans with lower
interest rates, reduced fees, or additional features like the ability to loan split,
have access to a redraw facility, or linking one or more offset accounts to
further reduce your interest costs. You may also be able to bundle a fee-free
credit card with your loan, further saving you fees.
Refinancing also allows you to unlock your available home equity that you
could use to fund renovations, buy a car, consolidate other higher-interest
loans, or grow your wealth via the purchase of an investment property or
building a share portfolio.

Do you know your current
interest rate?
In a study commissioned by Mortgage Choice and conducted by CoreData in
October 2020, it gathered a total of 1,023 responses of Australians who were
either a 'First Home Buyer' or 'Homeowner/Investor, aged between 21 and 60
years old.
Those surveyed saying that paying off their mortgage was their greatest
priority, yet nearly half did not know the current interest rate they were paying
on their home loan.

fig. 01 / Australian homeowners who know the interest rate on their mortgage

Figure 1: Only 46.5 per cent of respondents knew their current interest rate.
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Understanding interest rates
With the lowest official cash rate Australia has ever seen, currently at 0.10% pa,
it is important to understand how rates have been tracking over the past 30
years.
The average interest rate from 1990 until 2022 was 3.93% pa, and since 1998,
interest rates have tracked within a band of approximately 4.5%-8% pa.

Are you ready for the rate rise?
With interest rates already rising in many countries, it is almost certain that
Australia's RBA will follow suit and raise the official cash rate sometime this
year. This comes at a time where around 1.1 million homeowners have never
experienced a rate increase before.
Several experts, including the big four bank economists, have tipped that we
may experience this cash rate rise as early as July or August this year. So, what
would this mean for your home loan?
If interest rates rise to 5 percent, will you get caught out?
Martin North, principal of Digital Finance Analytics estimates "that 1.5 million
households with a mortgage are currently in financial stress", which he
defines as spending more than they earn. That's around 42 per cent of
mortgage holders. This figure is much higher for the group of more than 2
million households that have taken out a loan or refinanced within the past
two years. He says, "nearly half of them are already in stress".
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Figure 2: Mortgage stress among recent borrowers (buying and refinancing) is expected
to jump as interest rates rise. (DFA/ABC News: Alistair Kroie)

What can you do now to safeguard
against an inevitable home loan rate
rise?
Work out what the minimum repayment would be if your interest rate
increased by at least three percent.
Work out a budget, allowing for the additional repayments, and start
making the extra repayments into your loan, or direct the extra into an
offset account that can provide a savings buffer.
Adjust your spending to enable the higher repayments, so you don't get
caught out when rates rise.
Consider fixing your rate or splitting your home loan into part variable
and part fixed, to safeguard against any potential rate rises.
If you don’t already have an offset account, ask your lender if it’s an
option for your home loan. This can be an easy way to reduce the overall
interest paid on your loan and still ensure cash is available should you
need to access it quickly.
It is important to remember that planning for the unexpected and paying
down your loan will provide you not only more peace of mind should your
circumstances change but will also work towards your overall financial
wellbeing.
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Top 6 questions you should ask
when considering fixing your loans
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Fixed interest rate term ending?
Let us help.
If your fixed-rate term is coming to an end and you need some
expert advice, speak to our Lending team today.
Our licenced mortgage brokers are experts in lending advice, and
will help you weigh up your options, answer any questions you
may have, and assist you in securing the best home loan rate and
structuring your loans in the best possible way for your unique
situation.
Get in touch with us now for your free home loan health check.

Jules Knox

Kristi Teasel

Director &
Lending Specialist Adviser

Lending Associate

If you would like to know more about your home loan, please contact us today
02 9232 6800 or email lending@evalesco.com.au
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