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 1 BUYING YOUR FIRST HOME: THE BIG DECISIONS


Why Buy a Home?


The fact that you are reading this book shows that you are interested in owning your own home. Very likely you’re among the thousands of people who are considering their first home purchase and are looking for a little solid advice. In these pages, you’ll learn all you need to know about taking the first few steps on the property ladder, from the first home purchase to the upgraded home and, perhaps, the second home, investment property or retirement home.


     The first question we need to tackle, however, is whether you’re ready to begin climbing the property ladder at all. To start, let’s consider why you want to buy a home. Here are three of the most common reasons people offer. Which of these comes closest to your main reason?


 



	•
	 ‘Because a house is a great investment.’





	•
	 ‘Because I want a secure base where my family and I can live.’





	•
	 ‘Because paying rent is like pouring money down the drain.’




 


Let’s look at these three reasons in order.


     Is it true that a house is a great investment? It certainly can be. Between 1984 and 2004, average house prices in the UK rose by a cumulative 333%, while the FTSE All-share Index (representing the prices of most shares on the London Stock Exchange) rose by 330%. So during this 20-year period, a home represented a slightly better investment than the average company share – not bad at all.


     But many people don’t hold on to houses for 20 years. And during some shorter periods, house prices did not perform well as investments. For example, in 1989, the average house price was £70,400. By 1993, the same house fetched only £64,300. So someone who bought a home in 1989 and then chose (or was forced by circumstances) to sell it four years later probably lost money on the transaction.


     The point is not that a house is a bad investment, but don’t assume that a house is like a lottery ticket with a guaranteed pay-off. As with any investment, it takes thought, planning and research to ensure that your house purchase will be a money-maker rather than a money-loser. The advice in this book will help.


     What about the second reason to buy, to create a secure base in which you and your family can live? This is a sound reason to buy a home, provided you think carefully about the meaning of the word ‘secure’. Since 1986, some 640,000 homes in the UK have been repossessed because their owners couldn’t afford to pay their taxes or mortgages. For these people, the security of homeownership vanished under a pile of unmanageable debts. There’s no way you’ll be able to enjoy the beauty, comfort, convenience and privacy of a home if you can’t sleep at night for fear of debt collectors. So thinking prudently and intelligently about whether, when, how and what to buy is essential for anyone considering a climb on the property ladder.


     This brings us to the third reason for buying – the belief that rent is wasted money. This idea is so much a part of today’s urban folklore that I think it deserves a section of its own.


When Renting Makes Sense


I can understand why some people think that paying rent is a waste of money. After all, money you spend on rent doesn’t accumulate for your benefit like equity in a home you own. On the other hand, the same is true of most other money you spend, whether it goes on water rates, council tax, electricity bills or a summer holiday. For some people, who aren’t ready to become homeowners either financially or in terms of their life status, rent is a necessary and appropriate cost of living, not a waste of money at all.


     Let me use my own circumstances as an illustration of the advantages some people may enjoy from renting rather than buying. When I moved to New York in 1982, I found a lovely apartment with reasonable rent, and waited many years before getting on the property ladder. Some of my friends were aghast, but while they scrimped and saved to pay their mortgages and maintain their apartments, I travelled all over the world to places I wanted to see. I was able to take chances with my career and grab opportunities when they came along – like the fortuitous meeting in London’s Photographers’ Gallery in 1991 that led to me presenting my first BBC TV series, Alvin Hall’s Guide to Successful Investing.


     During my almost thirteen years in rented accommodation, whenever the shower began to leak, or the window panes were rattling, or the heating went on the blink, I just called my landlord. I didn’t have to pay buildings insurance or water rates or local homeowner’s taxes. As a result, I had spare cash to start building my investment portfolio, accumulating shares, bonds and funds that have made me far more money since the 1980s than any property could have done. What’s more, my shares paid me regular dividends, and my bonds generated interest payments. When you own a property, it doesn’t provide you with current income (unless you rent out a room). On the contrary, you need to keep your chequebook at the ready to cover unexpected expenses for repairs or maintenance.


     I finally bought a Manhattan apartment in 1994. At that stage, my rent had grown to be practically equal to the cost of a mortgage and the other expenses of owning. I had also watched a couple of cycles in the property market and established a stable financial set-up, which meant I wouldn’t have to lie awake at night wondering how I would keep up with my mortgage payments.


     What’s the moral? Simply this: don’t buy too soon.


Beware the Pressure to Buy


Several of the couples I’ve advised on my TV programmes got into serious debt because they bought property before they could afford it, or spent more than they should have. In part, I blame the pressure many people feel from family and friends to jump onto the property ladder before they’re ready.


     Property ownership seems to be regarded as a badge of success in the UK. The desirability of your home is intimately tied up with your own perception of your place on the economic sliding scale. A Brit who owns a home in a smart location always manages to slip it into the conversation at some point: ‘Yes, I’m very handy for the Hampstead shops’ or ‘I’ve always been a Morningside person.’ And many Brits I’ve known seem to consider it mortifying if they don’t own a home by the time they’re 25.


     Americans aren’t immune to house snobbery – even teenagers learn the subtle social gradations among various suburban communities around New York City or Los Angeles – but in my experience, they are not quite so hung up on owning property as the British. Perhaps it’s because the United States is still largely a land of wide, open spaces, or perhaps it’s because Americans are more likely to move around for their work, from state to state and even coast to coast. Whatever the reasons, most Americans are happy to wait until they are older and reasonably settled before taking on a mortgage.


     The decision to buy your first property should never be an automatic one, and it should certainly not be a reaction to pressure from family, friends or society. It should involve many different factors, including where you are in your life, the status of your career and family, your overall financial objectives and the state of the property market. Helping you navigate this complex passage is the first and perhaps most important goal of this book.


Are You Really Ready to Buy?


To begin, answer each of the following questions honestly. If you’re thinking of buying a home with a spouse, partner or friend, discuss the answers together. These questions will help you decide whether now is the right time to start on a property adventure.


     Do you know where you want to live today and in five years’ time? It may seem obvious, but buying a home makes sense only if you are reasonably certain about where you want to live for the next few years. The average time spent in a first property is seven years; if it’s likely that you will need or want to move in four years or less, renting is probably the wiser option. Although property values generally rise in the long term, in the short term they may rise or fall unpredictably; therefore you run the risk of losing money if you need to sell a property quickly. (Perhaps you’re thinking that, if you need to move, you can always hold on to the home and rent it out. Maybe so, but there are real pitfalls to entering the rental business, as we’ll discuss in Chapter 6.)


     Is your income secure? Many people leap to buy as soon as they achieve their first significant salary. This is a mistake. In today’s volatile economic climate, jobs are less secure than you might assume.


     Take a realistic look at your industry. If you lost your job tomorrow, how quickly could you find a new one? Do you have enough money in a savings account to tide you over in the interim? (I recommend keeping at least three to six months’ take-home salary in a savings account for just such an emergency; the self-employed should also have an insurance policy that provides income protection in case of disability.) Contrary to what some people believe, the government will not pick up your mortgage payments if you are unemployed or too sick to work, for the first nine months. So plan now: how would you survive? If you don’t have a good answer to this question, you probably shouldn’t be considering a home purchase.


     Are you debt-free? Don’t think about buying a property until you have cleared all your other debts, including credit and store cards, student loans, bank loans and overdrafts. Mortgage providers will ask about your debts when you apply and may turn you down if your monthly repayment burden is too great. And even if a mortgage lender does agree to finance your home, burying yourself under a pile of debt that you can’t comfortably repay is not a route to happiness. So, please, hold off from buying a home until your other debts are repaid. And if you need help with reaching that point, consult my book Get Out of Debt with Alvin Hall.


     Is your credit rating strong? If you’re not certain as to whether or not you have a good credit rating, check it. Write to one of the three credit reference agencies, Experian, Equifax, and Callcredit and they’ll send you a copy of your credit report for a nominal fee. (You can find their contact details on their websites, www.experian.co.uk, www.equifax.co.uk and www.callcredit.plc.uk.) Study the report carefully. If you spot any errors (such as an ex-partner’s debts being attributed to you, or even the debts of a previous tenant at your current address), send a correction to the agencies, enclosing proof if applicable.


     If the report is accurate and shows that you have a poor credit rating because you’ve defaulted on loan repayments in the past or had a county court judgement against you, your ability to take out a mortgage will probably be impaired. You may have to work with a mortgage provider that specialises in poor credit risks (see Chapter 2), and the interest rate you pay will be higher than average. You may decide to wait two years or so and work to compile a perfect credit history during that time. This will improve your rating and better your chances of a low-rate mortgage.


     Is your retirement savings plan on track? If you’re in your twenties, you may find it odd that I should recommend thinking about retirement before buying a home. After all, you plan to work for another 30 or 40 years, don’t you? True enough, but your financial priorities should still follow this sequence:


 


1. Pay off your debts.


2. Build up a three- to six-month savings cushion for emergencies.


3. Begin a savings plan that will provide you with an income for retirement.


4. Then consider buying property or investing in shares and bonds.


 


Think of it this way: everyone wants to retire one day, and nearly everyone eventually finds themselves too old, infirm or just plain tired to work. Protecting yourself against living your final years in poverty is a basic necessity of life – far more so than trading in a rental flat for a house and garden. Furthermore, when it comes to saving for retirement, timing is crucial. The sooner you start a pension plan, the smaller the portion of your salary you’ll need to put away every month. The smart plan is to start in your twenties – and to make it a higher priority than buying a home.
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