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Pay down your mortgage or borrow against
your home to invest? The answer depends
on your risk tolerance
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credit cards, but when it comes to mortgages, the calculus is complicated.

Some financial advisors tell clients to maximize their mortgage debt by taking out a 30-

year mortgage, rather than a 15-year loan, for 80 percent of their home’s value. Rather

than making extra payments or aiming to pay down the loan early, these contrarians

say, you should devote extra cash flow to investments.

Claire Mork, director of financial planning at Edelman Financial Engines, urges clients
to borrow as much as they can against their homes for the longest term possible, and to

view a mortgage as a savvy way to use leverage.

Current Mortgage Rates for July 5, 2022
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“Mortgages are the cheapest money anybody could ever borrow,” says Mork. “I think of

it as a financial tool.”

Not everyone agrees with that approach. Chris Hogan, author of “Everyday

Millionaires,” advises clients and audiences to pay down their mortgages as quickly as

possible.

“Pm allergic to debt,” says Hogan, a Nashville-based financial coach and author. “| see

debt as a threat.”

As mortgage rates have doubled in recent months, which approach is the correct one?

Advocates for both strategies make compelling cases, and the reality is that the right

answer for you depends on your tolerance for financial risk.


https://www.bankrate.com/privacy/
https://inline.bankrate.com/reporting/redir?utm_source=Bankrate.com&utm_campaign=e6d47e155169a8ed2983f1b8a4c63a6123b5b442&utm_medium=embed&redir=https%3A%2F%2Fep.bankrate.com%2Fhlink_redirects%2Fbrm_cpc.aspx%3Fe%3DDG%252Bz7T9Zk6qBMpuG7tFWJa38l90FfygEwj1wZbxzWUfa6Km%252B1ggo4EDM6KesC5mKAZKwLeCi%252FNhk%252BC8nHlDzF8E0Yj3IUaL%252B0udJP6OhPsRaYA3UvRmdtoV0fQr0txyjrOsPxW2fDqRpFLRIZSU%252F6TOuHWnKMZnOU7AqkM6anUVlu64bKjBuYoCUmt%252Bn8gIYUmpsvgHUKcfWMR3obS5mmgT6r2YgqoHttR%252F6DMxSAs98OAu1eU2LS7gZAtKiYAu3INz7Cf3MAHHqbBdz6SlsxWVFlUoYpfiHnMAPvgu%252BqY%252FUyWfliEgaQHXoGqkK9IddJPVoQ4CJMJ0urAGpBntMPO99oIylo%252B120l3HQvF06hKJDk3JC2ZYLmZon7FsKZVwXLzaniHkQmDtZxQk59ay9hFiUyPVFbAnO8NXztUoY7%252B7461wb45aOf0hIWUSAu0wHvuPgSQFmVIP%252B1pkLRp%252Bb4LwAhntHVr%252FoZ4REl8dHaPQ%252BMWc0NL5XZy3b0Ca5RxaSM7ulqC4Zt0CpK9rN0VfRceee8dMMj%252Bz4aC4kquHNuzmFS54aS%252FDDEOgu9jqVpxKKGy7sKzjxkG31wIlo4YgS4l0I8lKtUpGul14hbTffL8kxvzzMlPrWswIrE%252Fv8c7WgvFkGOtDtnbfD%252BcYhXJz9k0Iu7ZTOLKssYu1AA9CYd0%253D%26reqid%3Dad98514b-4fb3-47ee-90df-b6c8c58b1217%26lead%3D1%26adsetid%3D29621%26adsettype%3Drate_listing%26cs%3D0%26pc%3D2%26c%3D%252C%252C%252C%252C%252Cbr_myfin_all%26iscpl%3Dtrue%26points%3D1.978%26rj%3DeyJhbGciOiJIUzI1NiIsImNvbXByZXNzaW9uIjoiZ3ppcCJ9..p1hYK37YGWjCkp-izFlU5XsKfEQEe8LFgK7LlUEA_P4%26zipcode%3D33431%26purchasePrice%3D325000%26creditScore%3D740%26mortgageType%3DRefinance%26refinancePropertyValue%3D406250%26refinanceLoanAmount%3D325000%26refinanceCashOutAmount%3D0%26utm_placement%3DInline
https://inline.bankrate.com/reporting/redir?utm_source=Bankrate.com&utm_campaign=e6d47e155169a8ed2983f1b8a4c63a6123b5b442&utm_medium=embed&redir=https%3A%2F%2Fep.bankrate.com%2Fhlink_redirects%2Fbrm_cpc.aspx%3Fe%3DDG%252Bz7T9Zk6qBMpuG7tFWJa38l90FfygEwj1wZbxzWUfa6Km%252B1ggo4EDM6KesC5mKAZKwLeCi%252FNhk%252BC8nHlDzF4zak3JYd%252BQ4w534LjJNzL%252FxOuWQz1d23JpPzDG5WQvCAjbpLHJeAEXKkT0ghLTwy4%252FgNg9r41s3IMT5QVFPhDdFEn%252BB8xwNvgCu34%252FbmSImFT1f4zt3WRm%252BtETPobxWbp6pLDmo2I1WKrdI7H3vTBLK%252FX4ZI%252B%252FmcAm%252BkMXlOvEEt09GqKXZ3HVxJx1ORtkc3NOaQC47hXyi6Gk6tlReaf0EIDacYy6inHNDRIQ7%252F6MWE5pW2ezqHHtlzh4WFzxBq9J5J4hx36GlwuB6XwoGjm4fdvjLf4XotdiB9wOE9IcmhM9l8eoKVkGSyl5zMRhf6HP%252B4JiSwrDBhVSOKy8i%252Fg2hB1fbYR8GR7gD38JDHVNQsu8gcxVPUDEWGd1HLv9ONRVwWgA3TSTLzy4fP6hGE0Hc439eE0%252FRa%252FORyx%252FG8Q9CIqLrcRFkQQksN20C%252BL0BSTW78f8lCs3xBlU12f0Q29qcaJCqNhSHGReEss7LXkxmzvcmL9CepGAH29QXOnjU70PghJHbWraiAbOUmEdR9OtvjaYs03Qlq79q8MpUYwQ5MlGfpv4bE9wltXIKBIf6NgDvkHCG8Ep67k%252BY0QA5bzc%253D%26reqid%3Dad98514b-4fb3-47ee-90df-b6c8c58b1217%26lead%3D1%26adsetid%3D31593%26adsettype%3Drate_listing%26cs%3D0%26pc%3D2%26c%3D%252C%252C%252C%252C%252Cbr_myfin_all%26iscpl%3Dtrue%26points%3D1.625%26rj%3DeyJhbGciOiJIUzI1NiIsImNvbXByZXNzaW9uIjoiZ3ppcCJ9..raEnCyaqDsm1aZocf5FBZ9U-y09KBSUl421zG2wQxVo%26zipcode%3D33431%26purchasePrice%3D325000%26creditScore%3D740%26mortgageType%3DRefinance%26refinancePropertyValue%3D406250%26refinanceLoanAmount%3D325000%26refinanceCashOutAmount%3D0%26utm_placement%3DInline
tel: +18558467672
https://inline.bankrate.com/reporting/redir?utm_source=Bankrate.com&utm_campaign=e6d47e155169a8ed2983f1b8a4c63a6123b5b442&utm_medium=embed&redir=https%3A%2F%2Fep.bankrate.com%2Fhlink_redirects%2Fbrm_cpc.aspx%3Fe%3DDG%252Bz7T9Zk6qBMpuG7tFWJa38l90FfygEwj1wZbxzWUfa6Km%252B1ggo4EDM6KesC5mKmoE0oRCFFZ3xGf%252BOC8T%252F4DSADve%252FOhVi1c6sVUk%252F1%252FGdSt8VsjpoSFp1YrxT%252FUli%252FtMuQNfd6%252BPpGQMftNbf%252FIpQb7rCVR6S2HBXXlOqqVXESj1Xx71BoOGja7uzc%252BtJxF%252FN1YhUKBpPhSUhgBl50O9RMxH8yMSCmrsV9AYHUh0R%252B7cyW8Oi2PrDL%252FTBQc2XFbxc0f9V%252FYNU72qeYhRP4H5XcMAx2nq8Wus8p4JohaBx%252BbQhD915jwpGoFOdXbhdQ5ohRbA3FqICaEgkc3sduh1005N411lzjFoAJsrbUuZgYGacIB9XwQxdjjPneAwU2Ud%252FQn1E2FoKbils9pgd%252BzVOOVO5QUf9LnhH%252FkUkc4Ejl%252Fj3iiuleMW4g5pfsq7g8ZOZnK2WdH7KSzF9%252F5WNZC7z%252BjlzdEO6GNjUi41CBpOeJcY3FNXDoydaCXroDomrPJS06A0llDfUNw4jS7YYjX4DSZLNVPVxgA3HH%252Fg1mpNcM1RiNrz8jBROpJC64rJpPKtJRtT8rumfDLBhi%252FFPCmRLTO05GLCv2Uj5u7GbhiHtubzUOO%252B8KFk6lzHJDxDNdtWc7GhaDjZZjLA0zqJJrK70h03%252BIlUviB1SBxdKO3Y%253D%26reqid%3Dad98514b-4fb3-47ee-90df-b6c8c58b1217%26lead%3D1%26adsetid%3D34955%26adsettype%3Drate_listing%26cs%3D0%26pc%3D2%26c%3D%252C%252C%252C%252C%252Cbr_myfin_all%26iscpl%3Dtrue%26points%3D0%26rj%3DeyJhbGciOiJIUzI1NiIsImNvbXByZXNzaW9uIjoiZ3ppcCJ9..vXg0Q6UeqJJG_iBDbs7h5wC5BAQRXeqT9rGFLMTdL9E%26zipcode%3D33431%26purchasePrice%3D325000%26creditScore%3D740%26mortgageType%3DRefinance%26refinancePropertyValue%3D406250%26refinanceLoanAmount%3D325000%26refinanceCashOutAmount%3D0%26utm_placement%3DInline
https://www.bankrate.com/mortgages/mortgage-rates/

ON THIS PAGE Jumpto =

Both strategies are correct in theory, says Ken H. Johnson, a housing economist at
Florida Atlantic University. Using debt as leverage to boost returns is a common
practice in the financial world. On the other hand, there’s much to be said for the cozy

feeling created by an utter lack of creditors seeking monthly payments.
“You can’t go broke if you don’t have any debt,” says Johnson.

Which approach is right for you really depends on how you feel about debt and how

comfortable you are with the stock market’s inevitable swings.
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“The average person has to fall back to, ‘What is my tolerance for risk?”” says Johnson.
“It’s well established in academic research that different people have different

tolerances for risk.”

Personal preference isn’t the only variable. Risk tolerance can shift with economic
cycles, too. In an episode of “All in the Family,” Archie Bunker burned his mortgage after
he paid it off. Archie was old enough to remember the Great Depression, and he
adjusted his risk tolerance accordingly. Today’s generations are accustomed to low
mortgage rates, and they’re more comfortable owing money on an asset that usually

appreciates.
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building emergency savings accounts with at least six months’ of living expenses and
urge investing for retirement. For homeowners who already have achieved
homeownership and financial stability, however, the experts espouse very different

approaches to using the value of your residence.

The traditional view: Pay down your mortgage

Hogan advises putting 15 percent of your income toward retirement savings and using
excess cash to trim mortgage debt. He sees debt not as a tool, but as an insidious

enemy that must be attacked.

“I know this about debt: It brings risk,” says Hogan. “Debt doesn’t care if your kid is sick

or if you’re sick or if you lost your job. It just takes.”

Hogan interviewed millionaires for his most recent book, and he discovered a common

theme: Many paid down their home loans as quickly as they could.

If you must have a mortgage, Hogan advises taking a 15-year loan, because you’ll retire

the debt more quickly and pay much less interest than with a 30-year mortgage.

About 38 percent of owner-occupied homes in the United States were owned without a
mortgage as of 2020, according to the U.S. Census Bureau. The other 62 percent of

homeowners should accelerate the day they make the final payment, argues Hogan.

“When you get that deed to your house and you realize you own it now, it’s a game-

changer,” says Hogan. “You get the gift of options.”

The opposing view: Use your home equity as an
investment tool
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A 30-year loan comes with pros and cons. On the upside, the payments are low. On the
downside, you’ll pay a lot in interest over the life of the loan. Advisors such as Mork say
you should take advantage of the low payment on a 30-year loan. Instead of devoting
extra money to paying down the mortgage, fatten up your retirement accounts. In this
way, you’re viewing the mortgage as a way to maximize savings, rather than as

something to be paid off as quickly as possible.

“They feel like they have to pay off the house before they retire,” says Mork. “That’s not

always the case.”

That’s especially true if you managed to refinance when rates were at historically low

levels in 2020 and 2021. If you scored a 3 percent rate, there’s no urgency to pay down
the debt.

“‘The best money decision we’ve ever made’

Of course, debt is a deeply emotional topic, and even financial professionals who

understand the pro-leverage strategy say it can be difficult to put into practice.

Morgan Housel is a Wall Street pro and author of the book “The Psychology of Money,”
but he admits he doesn’t behave logically on this front. Housel and his wife carry no

mortgage on their home — a money move he acknowledges is irrational.

“On paper, it’s the dumbest thing you could possibly do,” says Housel. “Even though it’s
the worst financial decision we’ve ever made, | think it’s the best money decision we've

ever made. It’s one thing that gives us a level of independence and autonomy.”

Housel underscores the emotional complexity of this decision. On the one hand, paying
off the mortgage creates a feeling of security — the knowledge that the roof over your

head is yours even if you lose your job or your investment portfolio craters.
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“When we did it, it was like, high five, hug each other, this is so cool,” says Housel.

The lesson, says Housel: Maximizing every penny of returns can be emotionally

exhausting.

“People should not just aim to be rational on a spreadsheet — rational on paper, | think,
is not a good financial goal,” says Housel. “People should aim to be reasonable and
manage their own financial decisions about what makes them happy, and what helps

them sleep at night.”

Rising rates change the calculus

The idea behind leveraging your home is simple: Borrow against your home at 3 percent

or 4 percent, then reap more than that from your investments.

However, the decision has changed as mortgage rates have doubled since August 2021.
The average rate on a 30-year mortgage is currently 5.540%, according to Bankrate’s

survey of large lenders.

Taking a mortgage now will complicate your decision. That’s because your mortgage

rate is getting uncomfortably close to the investment returns you can expect to reap.

“If someone has a rate of 6 or 7 percent, that’s about the average return we count on in

a moderate-risk portfolio,” says Mork.

Mork advises her clients to max out their mortgages only after diving into their financial

situations and their feelings about debt.

That reflects the reality that there’s not always a right or wrong answer when it comes

to deciding whether to pay off your mortgage or to invest those extra funds. The
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can be the right one depending on your circumstances.

Written by
Jeff Ostrowski
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