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% WISE INVESTMENT:

Houses vs units

Land accumulates and buiddings
depreciate - follow that rule and
most imeestors would ahways buy

a house. But is it really that simple?

BY CHRIS GRAY

For every dollar spent, houses

0 have more land content. And
with imited supply, land prices
will continue to rise. Over the long
temm, a typical house may grow
at 8-10% while units may grow

at 6-8%.

Deciding between the two

mostly comes down to affordabiity.
Buyers might not be able to afford
a house in a high-growth area

fthat is, 5-15km from a CBD), so
may need to look for:

* ahouse in a low-growth area; or
* aunit in a high-growth area.

These might achieve similar
capital growth.

Remember that rent is what provides
the cash fiow that will finance an
imvestment. Rental returns mainky
depend on the property’s value

and its suburb. The statistics show
that both a house in a low-growth
area and a unit in a high-growth area
might get a 4-5% rental retumn. Its in
higher value properties that things
start changing.

Let's compare a $1.5 million house
with three $500,000 units. Most
people that can afford to rent a
$1.5 milion house can afford to
by one, and as most people are
amational about their own homes
they would very likely buy. As a
result, thers isn't & lot of demand

OVER THE LONG
TERM, A TYPICAL
HOUSE MAY GROW
AT 8-10% WHILE
UNITS MAY GROW
AT 6-8%.

for expensive rentals and that often
drives the rental return down to onby
2-3% or about $600-900 per week.
[Executive rentals, a niche market,
do get higher rentals but they are
often more susceptible to volatility.)

Compare that to buying three
£500,000 units and getting three
£400-500 rents per week. Thal
equates o $1,200-1,500 per week.

In this case, you would need to
weigh up buying a house and gat-
ting maybe 12% capital growth and
a 2-3% rental retum, or buying thres
units and gatting 10% growth and a
4-5% rental return.

The answer for most buyers
comes down to cash flow. If they
buy the expensive houss, are

paying a mortgage at around 9%
interest and are only getting 2-3%
in rent, they will need to fund the
differance of 6-7% (that's 360,000
to 570,000 per milion dollars
bomowed before tax for a potential
capital gain of $120,000). However,
the three units would only cost
4-5% (540,000 to 550,000 per
milkon dollars for a potential gain
of $100.000). it all depends on

the inveslor's long-term sirategy.

Chris Gray is the Property Expert
on Charnel 9's MyHome TV, and
author of Go For Your Life: How to
Tum Your Weekdays into Weekends
Theough Property Investing. For
more information and for Chaplers
1-3 of his book for free, visit

www: gaforyourtife, com +
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