
Is it time to sell the rental house? 

I have a close friend who, like many people, loves the idea of owning a rental home.  Years ago, when 

many people were making great paper gains by buying homes, he asked my advice on getting a rental.  

After discussing the market at the time, I suggested he wait for a better opportunity.  That was 2006.  He 

was patient, and a few years later bought a great home, at a much lower price.  He has been happy with 

the steady rental income it has provided.  What he never expected was the rapid increase in value.  

From time to time, I would ask him whether he is interested in selling.  He never has been.  He likes the 

idea of owning a home in this nice neighborhood, and providing a family with a great place to live.  He 

also does not want the huge tax bill that would come with depreciation recapture and a capital gain.  I 

understand all of these, and have never pushed him to sell.  Until now.  Current home prices feel like 

having a billionaire knock on your door with a suitcase of cash to tell you he is buying your house, even 

though it is not for sale.  Rather than slamming the door in his face, it might be worth having a 

conversation.  Let’s look at some housing data. 

 

 

The most up to date national home value information I found goes through April, and shows a long 

steep rise in home prices, followed by an inflection even steeper.  This is consistent with the bubble 

paradigm where investment bubbles have steady increases in value culminating in a “blow off top” 

where greed and fear of missing out takes over to push values to unreasonable levels.  I do not know 

whether houses are in a bubble, but the evidence, including this chart, point to that conclusion. 

 



 

The more widely used Case-Shiller index has a much longer data set, and corroborates the Zillow index. 

 

 



Notice that this chart is adjusted for inflation.  Obviously, some of this constant increase should be 

accounted for by growing home sizes and nicer amenities.  Two things stand out.  First, the inflation 

adjusted home new home price has nearly tripled in the last sixty years.  Second, are the long cycles, 

which eventually bust.  The second leg of this cycle is unprecedented in the prior six decades of the 

chart and corresponds with a massive increase in the money supply.  The Fed has promised to start 

reversing this expansion in June.  Will home prices stay correlated to the money supply? 

 

 

Even after adjusting for inflation (the blue line), home prices are now significantly higher than the 2006 

bubble peak, and have risen much faster than inflation since the trough in 2011, climbing roughly 75% in 

real terms in 10+ years, with nearly half that growth coming in the last two years. 

 

 



 

Notice the declining green regression line in the chart above.  That probably makes some sense as 

population growth slows.  Consider – in the 1970’s a lot of baby boomers were buying their first homes.  

This population was much larger than the prior generations, so the rate of household formation would 

have greatly exceeded the homes being left by people dying.  As population growth has slowed, there is 

less of a gap between the generation newly needing housing and the generation no longer needing it.  

Looked at another way, houses can last a long time.  Most of the houses built in the 1950’s and 1960’s 

are probably still standing and still inhabited.  This chart measures new homes, not total housing stocks. 

After the last big housing bust, excess housing inventory needed time to be worked off.  Eventually, 

inventory got too low, but a steady increase in builds, which inflected upwards in 2020 should be 

lessening that problem and should eventually ease (upward) pricing pressure on housing.  Housing starts 

have been above trend since about 2017. 

 

Do rents justify current housing prices? 

Take a look on Zillow at the estimated rent of a home and divide it by the estimated value.  This will give 

you the estimated gross yield on rental.  Subtract from that management fees, property taxes, 

insurance, and repairs and maintenance.  This gives you the earnings yield, or return on investment for 

the house, assuming 100% occupancy and ignoring appreciation or depreciation.  If you can borrow 

more cheaply than this return, you can lever up your investment and boost your return.  This is a good 

exercise for rental real estate investors to do from time to time on their investments.  I looked at my 

own personal residence and found that I would earn less than 3% as a current yield.  While it 

theoretically should also keep up with inflation (other than the fact that it is aging, and so is the 



neighborhood), it also has risk of falling with the real estate cycle, especially after appreciating 50% in 

the last two years, from what was already a lofty level.  

Every neighborhood will be a little different, but I believe a lot of homes are priced at levels that don’t 

match market rents.  This chart bears that out. 

 

 

Over time rents and home prices should move roughly in step, with variations from time to time due to 

mortgage rates, risk tolerance, etc.  the wide divergence that peaked in 2007 led to homes losing about 

one third of their value over a few years.  Today, the gap is much larger than it was then.  At Rothman 

Investment Management, we have a simple model to estimate what the total return on a rental house 

will be over a period of time, given various assumptions about future value.  We can reverse engineer 

this to help investors to figure out what assumptions need to be made to arrive at different levels of 

return. 

 

What are investors to do?  

It is not appropriate to give one-size-fits-all advice on this topic, but real estate investors should take a 

close look at their holdings, and consider whether now is a good time to diversify.  Taxes can be a big 

cost in selling appreciated real estate.  We can help you with the analysis.  If selling makes sense, we can 

help you with a tax-efficient solution that in many cases will improve diversification, reduce risk, and 

even increase current cash flow.  

https://rothmaninvest.com/resources/what-you-need-to-know-about-dsts
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