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.

	1. A Reduction of House Prices
The price of houses in U.S.A has reduced since 2006 at different rates across states. For instance, the prices of house have reduced by an average of 29%. However, in some states, the rate of reduction is higher or lower than the average house price reduction. For example the prices of houses have reduced by 57% in Las Vegas while in a Dallas the reduction is by 4.2%. 
2. Net Imputed Rent Benefits on Owning a House
Owning a house comes with valuable services. The benefits are considered to be part of national income and such benefits are not liable to tax. 

3. Benefits f Selling Such Owned House
The owner of the house can sell it when it appreciates. During the sale of the house, the capital gains are not taxable if the use of the house was primarily for residence use and the gain from the ale of the house is less than $250,000 on individual filing and $500,000 on married couple filing together. 
4. Reducing Mortgage Interest Rates
Owning a house enables the owners to reduce the mortgage interest rates to their convenience. Further, the as a measure to alleviate economic crisis experienced globally, the Federal Reserve keep short term interest rates to zero. 
5. Reduced Down Payments on Owning a House
Not only have the mortgage interest rate reduced, but also the down payments on houses. For instance a house worth $300,000 has a down payment of $42,600 instead of $60,000.


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

	1. Considering the reduction of household income, owning a house would cut expenses associated with renting.
2. Owning houses that appreciates at 30% in an year and consequently relying on the house to ay bills is an illusion that has made many investors to become bankrupt. Thus the need for owning a house instead. 
3. It is the will of the Federal government for people to own houses and goes further, to reduce the mortgage interest rates as well as down payments.

4. Owning a house has a lot of benefits in matters pertaining to tax obligations.  
5. Owning a house have a lot of benefits which are not taxed by the federal government. 

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

	Owning a house is also an investment that comes in two folds. First, a lot of benefits which are tax free. Secondly, during the disposal of such house, the capital gains tax is minimal within a given threshold. Therefore, the dream of owning a house in U.S is valid given the benefits such as reduced prices, reduced mortgage interest rates among others. 


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

	1. Financial Risk
Practically, borrowing to buy a house is a risky practice especially when the value of the house decreases. 

2. Undermines Flexibility among Workers
Owning a house makes the working group reluctant to shift to more promising jobs. The workers prefer to work near their houses and any opportunity in another locality is disregarded. For instance, California have a high number of unemployment people, however, due to the home ownership, they are constrained in seeking opportunities elsewhere. 
3. Home Ownership is Costly

After the peak of the housing bubble, those people who bought houses were left the burden of paying mortgages whose value exceeded the value of the houses.
4. Cost of Commuting
Having a home entails commuting from the place of work to home. Thus, the cost of communicating is high compared to renting a house near the lace of work.
5. Loss of Value
Given the reduction of the house prices in the U.S. home ownership might suffer a great loss during the time of disposal. 

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

	1. Owning a home is a person’s choice
2. Owning a house restraints movement especially in searching for a job

3. Commuting costs associated with home ownership is higher than renting 

4. Home ownership influences unemployment 

5. Home ownership should not be politicized, it is a matter of choice



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

	Home ownership is a personal idea which has some advantages and disadvantages. Home ownership ties workers in a given locality and they are not capable of searching for better opportunities far from home. Other costs such as commuting costs are associated with house ownership. 


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

	Karl case seems to be more supported by facts on analyzing the two articles. The Karl’s case is based on facts on the benefits of owning a house as compared to renting. Further, his case uses material facts and figures in supporting the need for owning house as well as the associated future benefits. Krugman’s case is not supported by material facts. The case over emphasizes on the issue of tying home owners in the same locality and inhibiting mobility. Further, his case point out on the commuter cost in getting the lace of work. In essence some companies offer such benefits to their employees.


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

	Legal fees, lawyer’s fees, realtors fees, surveyor fees, appraisers fees, title fees, document fees, taxes, commissions, inspection fees, origination fees among others. 
	Rent expenses, agency fees, electricity bills, water bills, garbage fees among others. 

	Assets accrued through buying / renting
	Land, house, garage among others 
	No asset is accrued 

	Other benefits
	Freedom of using the home as desired, capital gains, appreciation, capability of improving the house
	Closer to the workplace, 

	Other 
downsides
	Maintenance of the house, lack of proximity to the place of work, 
	Increase of rental expenses 


Which of the factors you identified vary strongly with the market? Identify three.
	Rent expenses, House appreciation, and taxes. 


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? 
	In year 2006, the demand for houses was high despite the high prices. However, the 2008 crisis made the demand for houses reduce and significantly reducing the market prices of the houses. The housing bubble effect was specifically experienced by investors who invested the houses whose value later became lesser than the purchase price. 


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?
	A shift is from demand curve for the year 2006 to 2008 demand curve. The difference between the two curves is the demand. The quantity houses demand was higher in year 2006 and lesser in year 2008. 


C. Define “equilibrium point” in your own words. What does the equilibrium point determine? How did it change here?
	The equilibrium point determines the market prices of commodities in a market. This is the price that suppliers are willing to supply goods in a market and the price that the buyers can afford to buy commodities in the market. The equilibrium point is determined by the market forces. The equilibrium point changed from the point where the supply curve intersected the 2006 demand curve to the point of intersection of supply curve with 2008 demand curve. 


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.
	The effect of housing crisis increased the demand for rental houses and made the demand curve to shift from demand curve of year 2006 to 2008 demand curve. This made the equilibrium point to move upward to new price (p2) and new quantity demanded (q2)


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 = ______$9600____

· Interest from savings account = (savings - deposit) * savings interest rate
($30,000 — $1,600)  * 0.01 = ________$284__


	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 = ____$7200______

· Property tax = purchase price * property tax rate
$150,000 * 0.02 = ____$3000______

· Income tax before deductions = income * income tax rate
$50,000 * 0.15 =  $750__________

· Income tax after deductions = (income — mortgage interest — property tax) * income tax rate
($50,000 — ______$7200____  — __$3000________) * 0.15 = __$5970________


A. Perform the calculations for the values below.
	Yearly Cost for Option 1: $9316
Yearly Cost for Option 2: $15420


B. Briefly explain what costs and benefits this calculation leaves out. Also explain which parts of this calculation depend on the current economic climate. 
	The calculation leaves out the legal fees in owning a house such as title fees, surveyor fees, and realtor fees among others. The cost of rent, mortgage interest rates, savings interest rates, and purchase price. 


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.
	The money used as the security does not earn interest. Besides, current money is preferred than future money due to uncertainty in the future. 
Calculation; Value in one year = Current value + interest earned
= $1600 + (1%*$1600) = $1616


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.
	Investing in stocks have some degree of ownership in publicly traded corporations while bonds are long term debts where the issuing corporation or the government promises to ay the principal amount and interest at a given date. 
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