Rent or Buy?
Real Estate Worksheet

1. Fact or opinion?
You have picked out two opposing articles with advice on deciding whether to rent or buy a home: “Why Owning a Home Still Makes Sense” by Karl Case and “Home Not-So-Sweet Home” by Paul Krugman. Use the boxes below to sort out what is fact and what is opinion in each article. Then, summarize each article and identify each main point. Use your own words and do not copy and paste.
	Identify 5 facts in the article “Why Owning a Home Still Makes Sense” by Karl Case.

	

	Identify 5 opinions in the article “Why Owning a Home Still Makes Sense” by Karl Case.

	

	Summarize the article in your own words. Be sure to identify each main point. 

	


	Identify 5 facts in the article “Home Not-So-Sweet Home” by Paul Krugman.

	

	Identify 5 opinions in the article “Home Not-So-Sweet Home” by Paul Krugman.

	

	Summarize the article in your own words. Be sure to identify each main point. 

	


	Analyze both articles. Which one do you think makes a more convincing argument? Whose opinions are better supported by facts? 

	


2. Costs and benefits of buying and renting
There are many factors to consider when it comes to deciding whether to rent or to buy a house. Make a list of all the major costs, assets, nonmonetary benefits, and nonmonetary drawbacks associated with renting and buying.
	
	Buy
	Rent

	Costs

	
	

	Assets accrued through buying / renting
	
	

	Other benefits
	
	

	Other 
downsides
	
	


Which of the factors you identified vary strongly with the market? Identify three.
	


3. How the market has changed
You may have heard about the 2008 housing crisis. The housing crisis has a lot to do with how much it costs to buy a home. A supply and demand graph can help explain how the housing crisis changed housing prices. Answer the questions below, and fill in the the supply and demand graphs (without specific numbers). Click on the graphs and hit “Edit” to fill them in.
Graph 1: The Housing Bubble and Crisis
The year 2006 was the height of the housing bubble, when houses to buy were in high demand, and 2008 was the start of the crisis, when demand dropped off dramatically. In this graph, the supply curve is already filled in. Sketch 2 demand curves, one for 2006 and 2008. Label the supply and demand curves. Use an arrow to show how demand changed. 
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A. How does this graph reflect the housing bubble and crisis? 
	


B. Where is a shift in the curve represented in the graph? Where is a movement along a curve represented in the graph? What is the difference?
	


C. Define “equilibrium point” in your own words. What does the equilibrium point determine? How did it change here?
	


Graph 2: The Price of Rent
The housing bubble and crisis refer to buying homes, but the market for renting homes was affected too. As demand for buying a home dropped and it became harder to get a home loan, what happened to demand for renting a home? Demonstrate this by sketching the supply and demand curve(s) for 2006 and 2008 for renting homes in the graph below. Label the supply and demand curves. Use an arrow to show what changed. 
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D. How does this graph represent the effect of the housing crisis on the rental market? Use the terms “shift,” “movement,” and “equilibrium point” in your explanation.
	


4. This house or that one?
After doing so much research about the costs and benefits of buying or renting a home, you decide to look for some options and see which one will cost more per year. Together with your partner, you make $50,000 a year, have $30,000 saved up to put toward a down payment, and have no significant debts. You find two houses—both have two bedrooms, a kitchen, a living room, and a bathroom and are in the same part of town. 
To determine which choice is better, use a calculator to perform the calculations below to figure out how much each option would cost you per year. (Note: This is the same calculation performed in the Khan Academy video.)
	Option 1: Renting
	Option 2: Buying

	Rent: $800 per month
Deposit: $1,600 (2 months rent)
Savings interest rate: 1%

	Purchase Price: $150,000
30-year fixed rate mortgage with no points
Mortgage interest rate: 6%
Down payment: 20% of purchase price
Property tax rate: 2%
Income tax rate: 15%


	Cost for Option 1 = cost of rent – interest from savings account

· Cost of rent = monthly rent * months in a year
$800 * 12 = __________

· Interest from savings account = (savings - deposit) * savings interest rate
($30,000 — $1,600)  * 0.01 = __________


	Cost for Option 2 = mortgage interest + property tax — income tax before deductions + income tax after deductions

· Mortgage interest = (purchase price — down payment) * mortgage interest rate
($150,000 — $30,000) * 0.06 = __________

· Property tax = purchase price * property tax rate
$150,000 * 0.02 = __________

· Income tax before deductions = income * income tax rate
$50,000 * 0.15 =  __________

· Income tax after deductions = (income — mortgage interest — property tax) * income tax rate
($50,000 — __________  — __________) * 0.15 = __________


A. Perform the calculations for the values below.
	Yearly Cost for Option 1:
Yearly Cost for Option 2:


B. Briefly explain what costs and benefits this calculation leaves out. Also explain which parts of this calculation depend on the current economic climate. 
	


C. When you rent, you must give a security deposit. Explain why you lose money on the security deposit, even if you get the whole amount back in the end. Calculate what the value of the $1,600 security deposit would be in one year if you invested it in a bank account with 1% interest instead of giving it to your landlord.
	


D. Buying a home is one kind of investment, but you also consider investing in stocks or bonds. Explain in your own words the difference between stocks and bonds and how the costs of each are determined.
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