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Taking control of your financial future video series - Should you repay your home loan before you 

start investing 

STUART WEMYSS 

[00:00:08] Today, I’d like to talk about the question “should you repay your home loan in full 

before you start investing?” It’s a really common question I get from clients, and 

quite often, people prioritise repaying their home loan, and once that happens, they 

turn their mind to investing.  Well, there’s really three considerations we need to 

take into account to work out when we should start investing and how important it 

is to repay your home.  The first one is how many other investments do you have?  

Do you have any other investment assets other than superannuation?  Because if 

you do, well, you’ve made a start, and maybe repaying your home loan’s important.  

However, if you don’t have any other investment assets, then it starts to become 

more important to make a start with investing than compared to repaying your 

home.  Let me explain this using an example, and I’ll show you a graph that 

demonstrates the change in value of a $500,000 investment over a 30 year period, 

assuming it grows at a rate of 8 percent per year. 

[00:01:07] So, it starts at 500,000 and in 30 years, that investment will be worth $5 million.  

Quite a considerable amount of equity.  You know, $4.5 million worth of equity.  

However, the distribution of that equity over that 30 year period is disportionate, so 

in the first five years, the change in value is only $235,000, where, for example, the 

change of year 20 – 25 is over a million dollars.  So, four times the dollar value return 

in those latter periods.  This shows the sooner you start investing, the sooner you’ll 

be rewarded via compounding capital growth.  So, if you start investing in your 20s, 

by the time you get to 50, your – your investments are really generating a lot of 

growth.  However, if you leave it – leave it to starting till you’re 50, it’s not until your 

80s until your investments are really going to generate a lot of capital growth. 

[00:02:00] So, if you don’t have any other investments, then repaying your home loan is less 

important than acquiring investments.  The second consideration is the future 

growth prospects of your home.  You know, if you have a home in a well-located 

suburb that’s expected to generate or benefit from compounding capital growth – 

good, strong compounding capital growth – your home loan will quickly become 

immaterial.  Again, let me explain using a very short example.  Let’s say your – your 

home’s worth $1 million and you’ve got a $700,000 home loan.  So, about a 70 

percent LVR.  If – if your home grows at 8 percent, in 20 years, it’s going to be worth 

$4.66 million.  Now, if your home loan is still $700,000 – let’s say you haven’t repaid 

a cent over that 20 year period – your loan-to-value ratios are now only 15 percent.  

So, you’ve really got $700,000 of debt against a nearly $4.7 million investment - $4 

million of equity.  So, that strong growth has made your home loan look immaterial 

over time. 

[00:03:03] However, if the property hadn’t grown that well – and in fact, if that property hadn’t 

changed value much at all, then it’s even more important to repay your home.  So, 
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hopefully you can do both – repay your home and benefit from – from growth 

inequity.  But if you do have a well-located property, you know, that’s going to help 

with some of the heavy lifting.  The third consideration is really your risk profile and 

interest rate exposure.  So, if you don’t have a lot of equity in your home at the 

moment – let’s say you borrowed 95 percent, then from a risk perspective, I think 

you’re better off spending a little bit of time building a bit of equity in your home.  

Similarly, interest rate exposure: if you’ve got quite a large mortgage, dollar value-

wise, you’re more susceptible to interest rate changes.  Obviously your income is 

typically fixed, whereas the expense is variable with interest rates; you can be 

exposed, and again, maybe it’s more important in that situation to – to repay your 

home loan.  The key question is can you do both?  Can you repay your home loan 

and start an investment strategy?  And most clients do that. 

[00:04:02] The last comment I’d like to leave you with is don’t over-estimate the importance of 

repaying your home loan, and lots of clients do it.  You know, they make emotional 

decisions about money, and emotionally, they’re not comfortable with having a 

home loan, so they’d like then to – to get rid of it before they start investing because 

that’s what makes them feel comfortable.  Look, that’s emotional decision, and 

typically, if we make emotional decisions about money, they typically don’t yield the 

best outcomes.  So, just in keep – in mind those – those three things in summary.  

You know, the value of existing assets.  If you don’t have any other investments, you 

need to start getting some.  The second one is the future growth prospects of your 

home and the last one is your risk profile and interest rate exposure. 

 


