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by Garth Turner

You know your life is shallow and pointless when you hang out with a lot of economists and lawyers. Sigh. I have to confess. I count these personality-challenged people among my friends - folks who talk about torts and basis points like they actually mean something. 

So, here I was walking down Main Street one day last week with a local lawyer who specializes in real estate. Of course, given the huge amount of building going on lately - with whole streets of new houses popping up, literally, every week - most of what he does is close deals between builders and first-time buyers. 

But the bulk of these young families are not buying what might be considered "starter" homes in other parts of the country. Here, the base price of getting a single-family detached house on a skinny lot is in the low $400,000 range. And many of these people are entering the market using the 5% down program, which means about $20,000 in equity and $380,000 in debt. 

Still, with mortgages hanging in at close to generational lows, even these plump little loans can be carried for monthly payments approximating what these folks would have to pay in rent. Then, of course, come the shockers - property taxes, home heating costs, electricity, commuting bills (and how can you not have a new car to go with a new house?), and all of the zillions of things that it takes from Home Depot and Canadian Tire to equip a brand new, completely empty home? 

The bottom line is that many of these folks end up being house-rich and cash-poor - a condition which can last for years and years, depending on just how much stuff they decide they need to buy. This goes to the heart of last week's column here, about the wisdom of home ownership at any cost. Last time I alluded to that woman in Victoria whom I thought was nuts to spend every last penny buying into an over-inflated market at the top of the cycle - just to have a home. She was clearly better off renting, as socially unsexy as that might be. 

So, back to the lawyer. He had two insights for me this day: First, almost 80% of the young buyers - in fact all of the buyers he is closing deals for - are locking into long-term mortgages. These loans have terms of five years, and folks are happily signing up for rates of 5% to 6%, worried that the price of a home loan is going to going to soar far past that level in the months to come. 

This, despite the fact you can still get a below-prime, adjustable rate mortgage for about 4%, which means monthly payments up to 20% less than on a loan that has a rate fixed for the next half-decade. Why would people so this? Pay more every month for exactly the same amount of money? Simply, because they are inexperienced, and overly-influenced by all the milquetoasts and pantywaists in the media (bet you haven't read those words in a while). If they were more worldly, they would surely know enough to borrow short, and not even think about locking in until rates were at least a full point higher, saving a significant amount of money over the next year. 

Second trend (and a lot smarter): Many of these subdivision-buyers are bailing out after a year of two, and purchasing homes in the older, more established part of town. The houses here may be forty or 100 years old; they may be smaller and constructed out of wood instead of brick; they might not have granite counter tops, whirlpool tubs, eleven appliances and high-speed Internet cabling in every room; but they offer something subdivision money can't buy - space. Big lots, long driveways, real backyards, privacy from neighbours, big, old trees and established streets which are actually wide enough to park on. 

From my point of view, this is a smart real estate move. I have always believed in buying the worst house on the best street, because real estate is always about location. You can change the house, you can rebuild it, improve it, expand it, modernize it - but you can't renovate the entire neighbourhood. Face it, many of the cheek-by-jowl tract houses now being thrown up, could end up being the low-rent districts of the future, where people who pay a lot of money will never enjoy the simple basics of privacy and space. 

Yeah, you can always wire your bathroom for satellite and high-speed access, but you can't always have your bathroom window looking out on sixty feet of your own trees. Location, location, location, baby. It's still the number-one rule of real estate. 

Even lawyers, and columnists, have figured that one out. 
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