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This weekend I'll throw $1,100 down the drain. That is to say, I'll pay my rent. Pop-finance
pundits have long used the drain cliché to describe how renters like me waste money,

while homeowners with mortgages “pay themselves” and “build equity.”

In April 2007 | argued something different: Renting
More from

SmartMoney.com»

Makes More Financial Sense Than
Homeownership. Basically, houses produce poor
returns over long time periods while stocks and
other investments produce good ones, and the
outlook for houses is especially poor now, so I'd » Slash Your Property Tax
rather rent cheaply and funnel my extra cash into

» Obama’s Housing Plan:

What'’s in It for You

something other than a house.

Even though house prices have plunged and |
have enough money to buy one, I'm still not nearly » 4 Ways to Land a Refinancing
tempted. In what follows I'll give five reasons. (The Deal
first two form the core of my original argument.)

Before all this starts to sound too self-

congratulatory, I'll also explain the one big thing my essay got wrong.

Reason 1: Houses produce lousy returns, while stocks produce good
ones

Houses looked like smart investments in 2007. They had returned 9.3% a year for a
decade, while stocks had returned just 5.9%. This year, with investors fleeing both houses
and stocks, both probably look like a waste of money. But be careful about succumbing to
what psychologists call recency bias — the tendency to form beliefs based largely on the
most recent observations in a long series of data. For U.S. investors, reliable data on
stocks and houses goes back well further than 10, 20 or even 50 years.

Stocks returned 7% a year for 200 years ended 2004, according to Wharton professor
Jeremy Siegel. That's after subtracting an average of 3% a year for inflation, or the
gradual rise in prices of ordinary goods. The plunge in stock prices over the past 16
months makes me all the more sure that shares are poised to deliver good returns over
the next decade or two. Houses returned 0.4% a year over 114 years ended 2004,
according to Yale professor Robert Shiller, co-creator of the most widely used index for
house prices. That number is suspiciously close to zero. Indeed, it might have been zero,
reckons Shiller, if not for two periods of aggressive house buying, one spurred by
government incentives following World War Il and another created by the Federal
Reserve’s drastic interest rate cuts in 2002 and 2003.

A zero return for houses might sound odd. An editor who re-published my original essay
at another web site stuck the word “virtually” before zero, | suppose to soften the message.
| made him take it out. If you think about it, zero is the only logical answer, so long as

http://realestate.yahoo.com/promo/5-reasons-renting-still-beats-buying.html

ADVERTISEMENT

iPromote Your Town Here

Want your business to grow?
Then, promote it.

Your
Business
Here

Seetiore

Search Chesapeake Mortgage Rates

Location

Chesapeake, VA

Loan Amount $

Loan Purpose [ Purchase 1 u

Loan Type [ Fixed =

[_cotRates ]

More at Y! Real Estate

Browse Homes For Sale
Find Foreclosure Deals
Search Rental Properties
Buy vs. Rent Calculator

Calculate how much home insurance you
need

Find the value of any home

more...

What would my loan payments be?

Loan Information

$|0—
(0-30) %|0—
(1-360) |3607

| yearly ] :'!

Reset

Loan amount
Annual interest rate
Term of loan (months):

Desired table display

Powered by CalcXML

» See all calculators

Page 1 of 4


http://us.ard.yahoo.com/SIG=15n5elbda/M=649282.12494659.13307649.12108142/D=re/S=97620465:HEAD9/_ylt=AvnAmcXP9nULckEGxjWMKUDxkdEF/Y=YAHOO/EXP=1236972086/L=BRmkls6.ODX6xqeKPpXTiB0ARqjR2km6lhYABB4./B=pj9PLtj8a5Y-/J=1236964886282138/K=fAZvCKnKV3VrBvNS5Efbng/A=5522083/R=6/SIG=10np9vmbm/*http://www.yahoo.com/
http://us.ard.yahoo.com/SIG=15n5elbda/M=649282.12494659.13307649.12108142/D=re/S=97620465:HEAD9/_ylt=AvnAmcXP9nULckEGxjWMKUDxkdEF/Y=YAHOO/EXP=1236972086/L=BRmkls6.ODX6xqeKPpXTiB0ARqjR2km6lhYABB4./B=pj9PLtj8a5Y-/J=1236964886282138/K=fAZvCKnKV3VrBvNS5Efbng/A=5522083/R=7/SIG=10m97m5i1/*http://my.yahoo.com/
http://us.ard.yahoo.com/SIG=15n5elbda/M=649282.12494659.13307649.12108142/D=re/S=97620465:HEAD9/_ylt=AvnAmcXP9nULckEGxjWMKUDxkdEF/Y=YAHOO/EXP=1236972086/L=BRmkls6.ODX6xqeKPpXTiB0ARqjR2km6lhYABB4./B=pj9PLtj8a5Y-/J=1236964886282138/K=fAZvCKnKV3VrBvNS5Efbng/A=5522083/R=8/SIG=10od5rqfs/*http://mail.yahoo.com/
http://us.ard.yahoo.com/SIG=15n5elbda/M=649282.12494659.13307649.12108142/D=re/S=97620465:HEAD9/_ylt=AvnAmcXP9nULckEGxjWMKUDxkdEF/Y=YAHOO/EXP=1236972086/L=BRmkls6.ODX6xqeKPpXTiB0ARqjR2km6lhYABB4./B=pj9PLtj8a5Y-/J=1236964886282138/K=fAZvCKnKV3VrBvNS5Efbng/A=5522083/R=9/SIG=119rld6dj/*http://docs.yahoo.com/docs/family/more/
http://us.ard.yahoo.com/SIG=15n5elbda/M=649282.12494659.13307649.12108142/D=re/S=97620465:HEAD9/_ylt=AvnAmcXP9nULckEGxjWMKUDxkdEF/Y=YAHOO/EXP=1236972086/L=BRmkls6.ODX6xqeKPpXTiB0ARqjR2km6lhYABB4./B=pj9PLtj8a5Y-/J=1236964886282138/K=fAZvCKnKV3VrBvNS5Efbng/A=5522083/R=10/SIG=10uacnjgh/*http://www.yahoo.com/bin/set
http://us.ard.yahoo.com/SIG=15n5elbda/M=649282.12494659.13307649.12108142/D=re/S=97620465:HEAD9/_ylt=AvnAmcXP9nULckEGxjWMKUDxkdEF/Y=YAHOO/EXP=1236972086/L=BRmkls6.ODX6xqeKPpXTiB0ARqjR2km6lhYABB4./B=pj9PLtj8a5Y-/J=1236964886282138/K=fAZvCKnKV3VrBvNS5Efbng/A=5522083/R=12/SIG=14l078npb/*https://edit.yahoo.com/config/eval_register?.done=http://realestate.yahoo.com%2fpromo%2f5-reasons-renting-still-beats-buying.html&.src=yre&.intl=us
http://realestate.yahoo.com/;_ylt=AjTdDDyzHXkr1SJrhHX1lLHxkdEF
http://realestate.yahoo.com/Foreclosures;_ylt=ApATRMJFKU2mQWmRhGWsew7xkdEF
http://realestate.yahoo.com/Rent_your_apartment;_ylt=Aph.M6AG1kfaAHoFCMp1ZPPxkdEF
http://realestate.yahoo.com/Sell_your_home;_ylt=Av2xUGdwJGeYkL4pNUk1fhnxkdEF
http://realestate.yahoo.com/Homevalues;_ylt=AuSLv_TT1axdwGYSmcGGuU_xkdEF
http://realestate.yahoo.com/Realtors;_ylt=Au96m8j5XeEA.TJt8BipO1jxkdEF
http://www.smartmoney.com/personal-finance/real-estate/obama-s-housing-plan-what-s-in-it-for-you/
http://www.smartmoney.com/personal-finance/real-estate/slash-your-property-tax/
http://www.smartmoney.com/personal-finance/real-estate/4-ways-to-land-a-refinancing-deal/
http://www.smartmoney.com/
http://realestate.yahoo.com/Apartments_for_rent;_ylt=AujXl57om5zPATc5yZoSOH7xkdEF
http://realestate.yahoo.com/loans;_ylt=AnnHynkvcV8swA5Axfs49FPxkdEF
http://realestate.yahoo.com/Email_article;_ylt=Ar90xgQvubfFDD7ANBCsjCDxkdEF?type=promo&id=%2F5-reasons-renting-still-beats-buying.html&article=5%20Reasons%20Renting%20Still%20Beats%20Buying
javascript:void(0);
javascript:void(0);
http://us.lrd.yahoo.com/_ylt=Alu8uL2pYUiwrcYfS.vYbyjxkdEF/SIG=10sufpfre/**http%3A//del.icio.us/post
http://beta.bookmarks.yahoo.com/toolbar/savebm
http://geo.ipromote.com/ad/?aid=55150&pub=1&nid=1366&aff=&sub2=&site=6072&adfmt=5&plid=0&sid=54785&cat=0&scat=2321&sub=&pop=&cpc=False&sbc=False&ccb=73826445&ref=&country=US&region=VA&msa=5720&zip=236&thruput=vhigh&typ=2&src=redir&url=http%3A%2F%2Fads%2Ebluelithium%2Ecom%2Fclick%2C5jBaAAP4BwDSyBMAWvIFAAIAAAAAAP8AAAAGDgIAAgMbNQQA8uQIANXkCAAAAAAAAAAAAAAAAAAAAAAAAAAAABeWukkAAAAA%2Chttp%253A%252F%252Fus%2Eard%2Eyahoo%2Ecom%252FSIG%253D15l6i66r6%252FM%253D715481%2E13175399%2E13345997%2E1641906%252FD%253Dre%252FS%253D97620465%253ALREC%252F%5Fylt%253DArp12ql%2Ee7gl%5FeSKFRn2VxjxkdEF%252FY%253DYAHOO%252FEXP%253D1236972086%252FL%253DBRmkls6%2EODX6xqeKPpXTiB0ARqjR2km6lhYABB4%2E%252FB%253DtD9PLtj8a5Y%2D%252FJ%253D1236964886282138%252FK%253DfAZvCKnKV3VrBvNS5Efbng%252FA%253D5413720%252FR%253D0%252F%252A%2524%2Chttp%253A%252F%252Frealestate%2Eyahoo%2Ecom%252Fpromo%252F5%2Dreasons%2Drenting%2Dstill%2Dbeats%2Dbuying%2Ehtml%2Chttp%253A%252F%252Fwww%252Eipromote%252Ecom%252Fredir%252Fredirect%252Ephp%253Faid%253D55150%2526site%253D6072%2526nid%253D1366%2526ref%253D%2526url%253Dhttp%253A%252F%252Fwww%252Eipromote%252Ecom
http://realestate.yahoo.com/;_ylt=AtZzevWAvY9AnGzZuo3x_aDxkdEF
http://realestate.yahoo.com/;_ylt=AmntegNwjE0VxZZfIVBpIKDxkdEF
http://realestate.yahoo.com/Foreclosures;_ylt=Alk5svj6RLCWDhv7lyXWmLDxkdEF
http://realestate.yahoo.com/Apartments_for_rent;_ylt=AlSqlI7H3yOMjBpGn5B4MW_xkdEF
http://realestate.yahoo.com/calculators/rent_vs_own.html;_ylt=Aptx7HE_E8B7yBmYki3mTF7xkdEF
http://realestate.yahoo.com/calculators/home_insurance.html;_ylt=AlHORVoSscr1H3iq3z_UZvnxkdEF
http://realestate.yahoo.com/Homevalues;_ylt=AgkFp3om.BqhNHDRHKkXTrrxkdEF
http://realestate.yahoo.com/calculators;_ylt=AiowBJB0yWGHJY8hMniukGrxkdEF
javascript:void(0);
http://realestate.yahoo.com/;_ylt=AjEJFx0kghOAZDHecXK8e6DxkdEF
http://realestate.yahoo.com/loans;_ylt=AsvuRd5gc1lbVk6AmhFT8NHxkdEF
http://realestate.yahoo.com/neighborhoods;_ylt=Au_6S1q94v1TYNHe1lCreMfxkdEF
http://realestate.yahoo.com/info;_ylt=Agh2mJuhlvlwN4I8kKwP4fXxkdEF
http://realestate.yahoo.com/professionals;_ylt=Anjan6WhYS4f8Ub3uqvLrdTxkdEF

5 Reasons Renting Still Beats Buying - Yahoo! Real Estate 3/13/09 1:22 PM

we’re talking about a single-family house and not, say, a rental building built to maximize
income. Inflation, recall, is the gradual price rise of ordinary goods. What's a house if not Top Rated Articles by the Experts

i 2 ’ P inki Federal Reserve Board to the Rescue? Part I
an ordinary good? Houses don’t spend their days thinking about ways to make themselves by Jack M. Guttentag Thu, Feb 26, 2000
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Mortgage rates now are about as low as they’ve ever been, thanks to more government by Jack M. Guttentag Thu, Feb 26, 2009

efforts to, among other things, spur house buying. But you'll still pay 5.2% to capture long-
term price increases that merely match inflation. And today, you'll tie up a bundle of cash
with a down payment. I'd rather pay cheap rent instead of an expensive mortgage and put

» See All Expert Advice

the monthly cash | save into stocks and other investments. And rent is still plenty cheap,
because . . .

Reason 2: House prices have further to fall

Price matters. Few stock investors would think about buying shares of a company before
looking at some measure of how expensive it is relative to the value it creates. They might
look at the price/earnings ratio, for example. Houses have a price/earnings ratio of sorts —
the ratio of their price to the yearly income they could generate if rented out. In April 2007
| noted that price/earnings ratios for stocks were only slightly above their historic average,
while price/rent ratios for houses were double their average.

Stock prices were the thing | got wrong. The price/earnings ratio | gave was correct, but
the earnings on which it was based were far from ordinary. The fierce housing boom was
ringing cash registers at furniture stores, employing heaps of real estate agents, padding
the profit statements of lenders and, thanks to home equity loans, puffing up buying power
for just about everything. | should have realized that America’s corporate profit was close
to a third above normal levels as a percentage of gross domestic product. Profits have
reverted to average levels, and stocks have fallen to around 14 times earnings. | recently
cautioned readers that, even though stocks are fairly priced, it's natural to assume that
after a long period of above-average prices we can enter a few years of below-average
ones.

Houses still seem expensive, though. One recent survey by Moody’s Economy.com found
that the price/rent ratio in major markets had fallen to 20 from 24 three years ago, but that
for 16 years ended 1999, before the house-buying spree began in earnest, it had stayed
below 15.

Numbers like those should inform not only house-buying decisions, but public policy. If a
citizen is being made poor by the debt they carry on the house they bought, and if a
government policy keeps them tied to that house instead of separated from it into more
affordable housing, are we really helping them?

Reason 3: Many houses for sale today seem designed to waste money

“Most men appear never to have considered what a house is, and are actually though
needlessly poor all their lives because they think that they must have such a one as their
neighbors have.” Henry David Thoreau wrote that about 160 years ago in a long,
somewhat preachy but also poignant treatise called "Walden," which argued against
materialism and for simplicity. I'd imagine it applies to today’s houses even more than to
ones in Thoreau’s day.

Commercial real estate investors seek to maximize the amount of use tenants can get out
of a building, while minimizing the operating expenses. Single-family house buyers have
lately done almost the opposite, by buying far larger houses than single families need.
From the 1950s to 2006, the average American house size doubled, even as the size of
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families shrank. U.S. tax policy rewards house buyers who borrow, not renters, and not
house buyers who pay cash. So naturally, Americans responded by borrowing, which
inflated their buying power and ultimately caused dwellings themselves to balloon. The
“dream of homeownership” became more of an entitlement to mansion-ownership. But all
those mansions on the market do little for me, financially speaking. They’re expensive to
heat and cool, and to fill with a respectable amount of stuff.

Reason 4: Big houses are targets for future taxes

This year, U.S. government debt will increase by the largest amount relative to the size of
the economy since World War Il. Assuming the country will eventually right its financial
course, at least some of that money will have to be paid back. That means higher taxes in
the future, and taxes come mostly from people with a proven ability to pay — people with
high incomes and people with large, expensive, easy-to-find assets. There’s only muted
talk of states raising property taxes now, since the federal government is working to
support house prices. I'm worried that property taxes will rise sharply in coming years. Of
course, renters pay taxes too, if you figure that landlords merely pass along taxes to
tenants. But renters live in smaller spaces.

| might have titled this reason, "Few people truly own their house, anyway." To me,
owning something is defined in part by not having to pay anymore. Condo owners are
really renters, if we consider their endless maintenance fees. But house owners, too, must
pay rent to the government in the form of taxes, and must pay for plenty of ongoing
maintenance besides.

Reason 5: Neighborhoods are changing in unpredictable ways

In March 2008, The Atlantic published a frightening vision of what might happen to
America’s suburbs. Low-density suburbs, it theorized, may become what inner cities
became in the 1960s and '70s — "slums characterized by poverty, crime and decay.” I've
no idea whether anything like that will come to pass. But the popping of America’s giant
housing bubble, and a corresponding shift in where people find jobs, seems sure to
reshape how and where we live in coming years. For rural folks that might not matter
much. (For them, in fact, little of this might apply, since house prices in rural America have
stayed pretty sane.) But anyone considering a move to the suburbs should do some
careful forecasting before sinking a large portion of their wealth into a house.

| hope all this doesn’t sound alarmist. I'll surely buy a house one day, when prices are low
enough, and I'll probably even buy one that’s a little bigger than | need. But I'll do so
knowing that I’'m spending on luxury, not investing. Also, | hope this doesn’t further the
anxiety of readers with mortgage troubles. The trend of the day seems to be to take an
angry tone with people who've gotten in over their heads -- one fellow columnist referred
to them the other day as “deadbeats.” But two other parties deserve a full measure of
blame, and | don’t mean lenders. First, lawmakers have for decades trumpeted house
affordability initiatives like tax breaks, while leaving supply in choice markets constrained.
That inflated demand and ultimately produced the opposite of affordability. Second, too
many people who do what | do for a living spent most of the housing boom cheerleading
instead of doing math. It's time to stop lecturing renters — and maybe to ask why public
policy treats them as less-worthy citizens than buyers.
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Next step: Search for a home...
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