Variable Rate vs Fixed Rde - What should | take?

The question mortgage consumers are asking is:
Shouv#iidlge Rée or Fixed rée? The answer - Depends!

Vaiiable rae is based on the Bankrite,which is what financial institutions charge to the
consumers Bank Prime is based on the Central BankeRghe amount of interest the Bank of
Carada charges financial institutions for short term loans). As the Central BatkiRcreases or
decreases® does Bank fme and in turn the variableate.

The5 year fixed ree is based on the bond market. As the bond nkat increases or decreases so
does the 5 year fixedate.

If Bark Prime increaseghat doesn©t mean that the fixedte will increase or vice versa. Since
January 2000 the\gerage weekly Prime i@ has been 5.28%. Corrsely the average weekly
posted 5 year fixed ree has been 6.9% during the same time period.

A number of years ago, it was clear that going with a variable raortgage would sae
consumers mong.But heavy discounts on fixedate mortgages and the naowing spread
between shat-term and long-term interest rges have made the choice today less obvious.

Instead of tying to guess where ri@s are headedmnsumers would do better to think about their

own situation.They should evaluae their personal balance sheets and risk toleraithe decision

of whether to go short (variable) or long (fixed) will depend on the consumers®© tolerance for risk as
well as their ability to withstand increases in ntgage payments.

Thefirst time homebuyer or those with minimal down payment represent the perfect consumer
to go long-term fixed motgage rae. If the consumer is at or near their maximum GDS/Tai®s,
they cannot take the chance of increasingtémed rates. The worrywart, who is constantly lo&ing
atinterest raes and can®t sleep at night wondering if it is time to lock in, should also go long-term
fixed mortgage rae. The seasoned veteran who has plgnof equity in their home or has little

time left on their mottgage, i.e. 5 to 10 years remaining on their amortization, can afford to go
variable rae and take the risk.

Sonething to keep in mind is that variable ta mortgages allow consumers to lock in to a fixed
rate at any time without costs While there©s no up-front cost to the changet all lenders will lock
in at the fully discounted five-year fixedite mortgage. Consumers should be sure to ask their
lender if they will get the same fully discotied fixed iate if they decide to lock in.

Ifyou are at your maximum purchasing peer or you©re a woiwart, lock-in, forget about it and
enjoy life!

Tak with your Mortgage Alliance professional to decide which is right for you.



