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People say this all the time, but most people don’t understand what 
buying a home truly entails financially. Worst of all, many people 
overestimate their ability to afford a mortgage. This guide will help 
you decide whether or not you’re ready to buy a home, the best type of 
mortgage for your budget and “how much” home to buy so that you can 
still have enough money left over to live a fulfilling life.

There are two groups of people: people who should buy a home and people who shouldn’t. 

This isn’t measured once and judged forever. These two groups are constantly reassessed. 

It’s quite possible, likely and encouraged that someone who is in the “shouldn’t own” camp 

on February 1st, 2012, could find himself in the “should own” on February 1st, 2013. If you 

can’t afford a home now, don’t get angry. Just get going. Put yourself in a position to be in 

the “should buy a home” group.

Buying a home will be  
one of the biggest financial 
decisions of your lifetime.
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3 main factors 
to consider 
when assessing 
your ability 
to afford 
a home:

1. 
MORTGAGE
PAYMENTS

2. 
DOWN 

PAYMENT 
OF 10%

3. 
PERIOD  
OF T IME 

TO STAY IN 
HOME
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WHAT 
TO CONSIDER 

WHEN ASSESSING 
YOUR ABIL ITY 
TO AFFORD 

A HOME.

1. 
Your mortgage
payment should not  
be greater than 25%  
of your net income
While you can get approved for more, an ideal household budget 
allocates 25 percent of your net income on housing. Don’t push the 
limits. Let’s say that your household income is $75,000. After taxes, 
healthcare and other paycheck deductions, you bring in about 
$4,300 per month. In this example, that would equal a maximum 
housing expense of $1,075.

What most people do is try to spend as much on housing as possible. As a result, they 

find themselves slaves to their mortgage. Not only does this manufacture undue stress, 

it also precludes us from spending money on other things. In essence, homeowners who 

have stretched their budgets with exorbitant mortgage payments become slaves to — 

and prisoners in — their own homes. This is true whether you are buying or renting.
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2. 
Down payment 
of 10%
Yes, I realize that you need 20 percent equity to prevent Private 
Mortgage Insurance (PMI). But there are other ways around 
that. My 10 percent requirement is based on the fact that if 
you can’t afford to scrap together a 10 percent down payment, 
then how are you going to afford the expenses associated with 
being a homeowner? How are you going to be able to replace 
that furnace? How are you going to be able to keep your yard 
looking nice? How are you going to be able to afford an increase 
in property taxes? If you can’t put 10 percent down, then don’t 
buy a home this time around.

WHAT 
TO CONSIDER 

WHEN ASSESSING 
YOUR ABIL ITY 
TO AFFORD 

A HOME.
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3. 
Stay in the home  
at least 5 years
You expose yourself to great risk when you move into a house on 
the premise of moving again within five years. This was a popular 
strategy during the real estate boom of the 2000s. In fact, it gave birth 
to the phrase “starter home,” a dangerous phenomenon that saw 
homeowners striving to constantly afford more. A grounded person’s 
goal is to constantly need less. Be a homeowner to own the home…
long term. 

WHAT 
TO CONSIDER 

WHEN ASSESSING 
YOUR ABIL ITY 
TO AFFORD 

A HOME.
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So if you meet the above 
qualifications and plan  
to stay in your home  
long term, that begs the 
next question: a 15 or a  
30-year mortgage?
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15 or 30? 
that is the question
There was a time when mortgages were 4 years long. You agreed  
to buy a house, you moved in and then you had 4 years to pay it  
off. If that was still the standard today, then many of us would be 
renting and/or living in much less expensive homes. Stretching out the 
length of time on a mortgage has been the single biggest reason that 
home ownership rates skyrocketed through the middle part of the 20th 
century. While the 30-year, fixed-rate mortgage certainly has become 
the most common type of mortgage, the 15-year, fixed-rate mortgage 
often times makes more sense, but not always.

WHAT 
TO CONSIDER 

WHEN ASSESSING 
YOUR ABIL ITY 
TO AFFORD 

A HOME.
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By their nature, 15-year, fixed-rate mortgages will always have a lower 
interest rate than 30-year, fixed-rate mortgages. This is just the way that 
debt and liquidity work. For instance, you let your bank borrow your 
money for 6 months (via a 6-month CD), and they may only pay you 
.5 percent interest. But if you let them borrow your money for 5 years 
(via a 5-year CD), then they may pay you 2.5 percent. This is because 
you will have much less liquidity if you have your money locked up 
for 5 years. This liquidity, or lack thereof, is the primary factor of being 
able to charge a higher interest rate.

WHAT 
TO CONSIDER 

WHEN ASSESSING 
YOUR ABIL ITY 
TO AFFORD 

A HOME.
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mortgage 
repayment 
summary

$954.83
M O N T H LY  PAY M E N T

$343,739.01
T O TA L  O F  3 6 0  PAY M E N T S

$143,739.01
T O TA L  I N T E R E S T  PA I D

July, 2041
PAY - O F F  D AT E

As you can clearly see, you will  

have paid $343,739.01 to pay off  

a $200,000 loan, or 72 percent more 

than you borrowed originally if you  

complete the entire mortgage. 

However, in exchange for the  

increased amount of interest that 

you will pay, you will have a 

relatively low monthly payment. 

As you will see in the next example, 

the low payment isn’t a product of 

anything other than “spreading out” 

your repayment over 30 years.

Let’s look at a 30-year 
mortgage at 4% on a 
$200,000 loan (no  
taxes and insurance).
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Mortgage 
repayment 
summary

$1,405.34
M O N T H LY  PAY M E N T

$252,960.76
T O TA L  O F  3 6 0  PAY M E N T S

$52,960.76
T O TA L  I N T E R E S T  PA I D

July, 2026
PAY - O F F  D AT E

As previously stated in the CD  

example, the shorter period of time 

that money is borrowed, the less the 

rate of interest charged to borrow. 

So just for having “full access” to 

the equity in your home 15 years 

sooner, you will pay .75 percent less 

in interest rate. But how much less 

will you pay in interest? $90,778.25. 

That’s 63 percent less interest than 

the 30-year, fixed-rate mortgage. But, 

your payment is 47 percent higher 

on a monthly basis.

Now, let’s look at a 15-
year mortgage at 3.25% 
on a $200,000 loan (no 
taxes and  
insurance)
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Your choice between 
a 15- and 30-year 
fixed-rate mortgage 
comes down to one 
thing: your budget. 
If you can afford to be smart, then be smart and take out a 15-year 
mortgage. If you can’t afford to be smart, then don’t be stupid.  
Trying to get a 15-year mortgage when the payment would hurt  
you financially on a monthly basis is one of the stupidest things you 
can do. You need to be realistic. If you can’t afford it, you can’t afford 
it. You don’t need liquidity if your cash flow is tight; you need 
“stretched out” payments. Is this the best technical financial 
advice in the world? Nope. But it’s realistic financial advice.
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“Underhouse”  
yourself to live better
Want to experience life? Then you need to get out of your house. Want 
to get out of your house? Then make sure that your house doesn’t hold 
you as a financial prisoner.

Many people spend between 30 and 40 percent of their net income on housing. This is not 

only financially dangerous, it also places restrictions on how people lead their lives. Given the 

initial example of a household that makes $75,000 a year, one that can responsibly allocate 

$1,075 per month for their mortgage payment, someone who has purchased too much 

house (35 percent of their household income) will spend $1,505 per month. That’s a 

difference of $430 per month. What would be different for this hypothetical household 

if they had an additional $430 every month?

Everything. That additional $430 per month could be allocated in a number of different 

ways: savings, vacations, an increased entertainment budget (don’t go too crazy), 

investments, etc.
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Now think if that same household bought even less house than what is 
mentioned in the ideal budget. What would happen if that household 
only spent $750 a month on their mortgage? They’d have an extra 

$755 per month to increase the quality of their life.

Does this work for everyone? Nope. Could it work for you? Possibly. The bottom line  

is that there is no reason to make yourself house poor. It just doesn’t make financial 

sense. Consumers often justify getting in over their heads by calling a home an investment. 

Whether a home is an investment or not is a subject for another guide. Do you know 

what else are investments? Investments. But you don’t see anyone stressing themselves 

out to invest. 

There will be a time in your life when allocating 25 percent of your income toward housing 

will make sense. Until then, live. Go do stuff. Get a passport. Get it stamped. Just be smart 

about it. You could have awesome vacations and experiences 5 to 10 times per year if you 

financially allow yourself to do it. There’s nothing wrong with spending money on fun, as 

long as you do it responsibly.
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1. 
Interest rates
Mortgage rates remain near historic lows. This means it’s less expensive to 
borrow money to buy a home than it was just a few years ago. Rates have 
fallen consistently since 1980. There’s no telling when rates will rise again. 
The lower the rates, the lower your payment will be. Or the lower the rates, 
the more home you can afford. You decide which route you would like 
to take.

The two measures that 
support my assertions are 
interest rates and housing 
prices. Let’s take a close 
look at both.
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2. 
Housing prices
The housing market crash is now a good thing… if you want to buy  
a home. Inflation-adjusted housing prices have returned to normal levels. 
They were absurd from 2002–2007. Those housing prices were driven by 
banks lending money to people that never should have been able to 
borrow money. This drove demand, thus prices increased. It was basic 
high school economics.

But now lending has tightened, foreclosures have driven prices down and the realistic capitalist 

in every financial advisor knows that this is a good thing. It is terrible to see people lose their 

homes; at the same time, denying people loans who shouldn’t get them in the first place is 

good economics… for everyone. If everyone starts getting loans again, despite the fact that they 

shouldn’t, then we will repeat the housing market crash. The big banks have a small amount 

of culpability in the housing crash, but the majority of blame lies with the consumer. That is, 

unless you believe that fast food is liable for obese America.
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Other 
considerations
There has never been a worse time to get an Adjustable Rate 
Mortgage (ARM). If rates are at historic lows, then that means 
that they are most likely going to rise. ARMs adjust every 3, 5 or 
7 years. This means that your mortgage rate, if adjustable, will 
rise just when mortgage rates find their “normal level.” You don’t 
want to be in the middle of this normalization. Get your 30-year 
or 15-year, fixed-rate mortgage now, and leave the ARMs for 
people who can’t read historical rate charts.

NEW 
HOMEBUYERS 

GUIDE

PAGE 18



Be smart. Don’t grow  
into your payment. 
While the housing market is coming back, employment has been 
much slower to bounce back. Many a young person has put him/herself 
in a terrible spot by projecting desired income and using that 
information to make a housing decision. If you have the 10 percent 
down payment, then just follow the 25 percent of household income 
rule, and you can’t go wrong.
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Note: The views and opinions expressed  
in this material are solely those of Pete the Planner®  

and do not necessarily reflect the views and opinions  
of the companies of OneAmerica®. The information  

is provided for educational purposes only. 

Pete the Planner® is not an affiliate  
of any OneAmerica company.
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Visit YouTube.com/
OARetirement 
to prepare for 

your future today!

Learn more about 
financial wellness. 

Search “OneAmerica” 
on iTunes.


