
Buying a Home: 
THE CASH VS. FINANCE DECISION

Despite incredibly low mortgage interest 
rates in 2010, real estate agents are 
still reporting a high percentage of all-
cash home purchases. But is an all-cash 
home purchase always the right decision 
for a buyer’s overall financial needs? 
To help answer this question we 
compare two scenarios of a hypothetical 
home buyer looking to purchase a 
$300,000 primary residence.



All Cash:
In the all-cash scenario we will assume the buyer acquires the home using cash only and the home 
appreciates at an annual rate of 3.5%. 

Financing:
In the finance scenario we will assume the buyer places 20% down ($60,000) on a 15 year fixed 
rate mortgage at a 4.3% interest rate. We will also assume the buyer is in the marginal 25% tax 
bracket and is able to itemize deductions to write off mortgage interest.

The financing scenario allows the buyer to invest the remaining $240,000 in a diversified investment 
portfolio assumed to earn 6% annually after taxes and fees. The investment portfolio will then be used 
to pay the monthly mortgage, with monthly tax savings being added to the portfolio. 

The graph below compares the total asset value of the cash vs. finance scenario described above 
over a 15 year period. With all the aforementioned assumptions the total asset value of the cash 
scenario is $502,605 and the total asset value of the finance scenario is $604,027. This reveals the 
decision to finance the home results in an increase of $101,422 to total assets over 15 years.

While we all yearn for 
the feeling of financial 

independence, the 
potential for saving 

$100,000 over the next 15 
years is enough to warrant 

further analysis.

Although in this hypothetical situation the home buyer is better off financing, each situation is different 
and should be considered on an individual basis.
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Other factors to consider:
 

 » Liquidity If you decide to pay all-cash for your home, will you have enough assets remaining that can 
be easily converted to cash to pay for expenses, emergencies, and opportunities?

 » Inflation/Deflation Protection Locking in a home loan at today’s low rates may provide inflation 
protection. Paying cash would be better in a deflationary environment; however, renting a home would 
be the best option as it would protect the investor from falling house prices.

 » Opportunity Cost Is paying cash for your home giving you the best return on your investment? There 
may be an “opportunity cost” if the funds could be better invested elsewhere. 
*See below chart for historical growth over the past 20 years.

 » Taxes Through a “mortgage interest deduction”, the government provides an incentive to finance your 
personal residence. 

 » Sale Process Being a cash buyer simplifies the sale process, and some people believe paying cash will 
improve your negotiating position. 

 » Leverage Leverage is created when money is borrowed to purchase assets, adding risk and potential 
return to investments. If your investments grow at a rate greater than the borrowing costs, your return 
will be amplified. However, if the value of the asset fails to keep pace with borrowing costs, leverage will 
result in a greater loss. 

 » Creditors The recent fall in housing prices has spurred many investors to pay cash for their home, but 
investors may actually have more protection against falling prices by sharing the risk with a lender. 

 » Diversification Having a large portion of assets in a single investment (like a home) creates risk. 
Through investing in many different instruments, regions, and industries, you can reduce the risk 
associated with being too concentrated in one area.

*Contents of “Diversified Portfolio” shown 
in pie chart below- account values shown 
at year end. Russell 3000 index used to 
represent “US Stock Market”. Case Schiller 
10 City Composite Seasonally Adjusted 
Index represents “Home Prices”. CPI-U 
index represents “Inflation”.
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Generally speaking, the decision to buy a home with all cash is 
driven by emotions. Distrust of financial institutions and even the 
government can result in not wanting to take on debt. While we all 
yearn for the feeling of financial independence, the potential for 
saving $100,000 over the next 15 years is enough to warrant further 
analysis. As always, when making the cash vs. finance decision 
for your home, it is important to examine your individual financial 
situation or consult your financial advisor.

The opinions voiced in this material are for general information only and are not intended to provided 
specific advice or recommendations for any individual. Advisory Services and Securities offered through 
LPL Financial, a Registered Investment Advisor, member FINRA/SIPC.

All indices are unmanaged and cannot be invested into directly. 
Past performance is no guarantee of future results.
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As always, when making the 
cash vs. finance decision for 

your home, it is important 
to examine your individual 

financial situation or consult 
your financial advisor.
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