
 
Real estate investing can be tremendously profitable and it’s not as complex as 

it looks. Here are five advantages real estate has over the stock market.    

 

1. Use leverage safely 
 

Let’s compare $500,000 in the stock market with 

$500,000 in the real estate market. 

“Other people’s money” is a wonderful thing, and 

real estate investment allows you to use leverage 

without a lot of risk. A commercial bank or an 

insurance agency will typically finance 75% to 80% 

of a property. That means $500,000 will allow you 

to buy and earn returns on a $2 million property. 

Banks are willing to do this because real estate can 

be a less risky investment. Typically, a real estate 

investment involves creditworthy tenants with lots 

of cash on their balance sheets and long-term leases. 

Plus, the land and buildings retain their value if you 

do a good job of picking the right location. An 

investment property is very unlikely to lose all its 

value overnight like a stock can in a market 

correction.  

You “can” leverage stocks through margin trading. 

But that’s a risky move because you’re leveraging 

something that can fall immediately from $100 to 

$15. Then you get a margin call and you have to pay 

the difference. That can ruin people. Typically, with 

stock market investing you’re earning only on what 

you can put in—in our example $500,000 vs 

$2,000,000. That’s a big difference in potential 

returns. 

 

2. Offset income with depreciation  
 

You can count stock market losses against ordinary 

income in the stock market, but you have to lock in 

the loss by selling and you are typically limited to 

$3,000 a year in loss carry forward. 

In real estate, you don’t face these strict limits. 

Depreciation is a valuable deduction that allows you 

to defer taxes at a much higher level. 

 

Let’s take the $2,000,000 property from our 

previous example. Deduct 15% for the land (which 

doesn’t depreciate) and you’re left with $1,700,000. 

The IRS assumes the useful life of a residential 

building is about 28.5 years, so you can adjust your 
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gross income by nearly $60,000 a year (qualify this 

with your tax professional). 

This means your return on investment is 

significantly higher than it looks at first. If your 

$2,000,000 is an apartment building that has been 

fully occupied for the last ten years, you can expect 

a capitalization rate around 7%, meaning you’ll be 

earning a net $140,000 per year.  

That’s not bad for a $500,000 investment. But to 

channel Billy Mays for a moment, just wait—there’s 

more. 

You’ll also qualify for deductions on depreciation 

and build up equity as the debt is paid back. In Rich 

Dad, Poor Dad Robert Kiyosaki suggests using 

income to pay for liabilities. Using your cash flow to 

pay for debt service, you’ll have paid down 

approximately 35% of the debt after ten years. 

Adding it all together, your actual return is closer to 

15% or 20% annually. If you make improvements to 

the property or add value with better management, 

this could go up to 40% while still taking acceptable 

amounts of risk.  

 

Now, since your asset is likely to appreciate by 1–3% 

a year, you’re more likely to sell the building at a 

gain than a loss. But claiming depreciation earlier 

allows you to keep that money working for you and 

take advantage of the time value of money. 

Furthermore, you can take advantage of a 1031 

exchange and defer those taxes even more, as you’ll 

see in reason 3. 

 

3. Grow now and pay taxes later 
 

With a Roth IRA, you can capture tax-free capital 

gains. But high net worth investors don’t qualify for 

Roth IRAs. A 1031 exchange allows you to sell an 

investment property and reinvest the proceeds into 

another investment property while deferring taxes 

on the gains. 

Let’s say your $2,000,000 property is worth 

$2,400,000 after 10 years on the market. If you sold 

it, you’d have to recapture the $400,000 in gains and 

$600,000 in claimed depreciation. But if you use it 

in a 1031 exchange, you can use your equity as the 

down payment for a much larger property. In our 

above example, you’d have approximately 

$1,000,000 in equity and would be able to leverage 

that into a property worth $4 million. At 7%, that 

property will be returning $280,000 every year. Not 

bad for someone who started with a $500,000 

investment in the first place! 

If you do sell out entirely someday, you will have to 

pay taxes (think of these deductions and exchanges 

as an interest free loan from the IRS rather than a 

gift).  But if you live off of cash flows and leave the 

property to your heirs, in most cases they’ll get it on 

a step-up basis.  

 

4. See, visit and take pride in your 
investment 
 

With the possible exception of starting a small 

business, no form of investing brings as much pride 

and human connection as real estate. Imagine 

owning the apartment your children live in, the 

office you work from, or the commercial building 

whose tenants are bringing much-needed jobs to 

your neighborhood. 



We recently worked with one couple who owned 

the offices their small business worked from. A 

developer wanted to buy it, so the couple cashed out 

for $500,000 and used a 1031 exchange to buy a 

large commercial retail and office center. We 

manage it for them so there’s no hands-on work, 

they just get a statement and a check every month. 

Now, the building hosts national tenants with great 

credit. The couple drives by all the time and shows 

it to their friends and family. Furthermore, they’re 

earning returns on a $2 million property rather than 

on the $500,000 they could have put in the stock 

market. This is the advantage of real estate. 

We have been able to build up the community as 

well. An infamous head shop called the Last Place on 

Earth sold synthetic marijuana and was a blight on 

Duluth’s downtown. After the former owner was 

arrested we were able to purchase the building and 

refurbish it. Our tenants include an escape room 

company called Solve Entertainment and the 

popular Blacklist Artisan Ales. I drive by every day 

and am proud of what we’ve been able to build. 

 

5. Profit from your neighborhood knowledge 
 

Peter Lynch famously told investors “buy what you 

know”, and thousands of analysts now watch the 

stock market day and night. This makes it hard to be 

the first to spot a trend. Every bit of information that 

comes along is seized and examined, analyzed and 

evaluated. 

You know what doesn’t come under nearly as much 

scrutiny? Your neighborhood. 

When you’re surfing, you want to be in the water on 

your surfboard before the wave comes. And as much 

as the Internet knows, it can’t know everything. 

Researchers on Wall Street don’t know about the 

new artisan businesses popping up two blocks away 

from your house. Writers for Bloomberg aren’t 

paying attention to the demographics of the smaller 

markets in the Midwest and heartland of America. 

That means opportunities for you. Canal Park was 

an awful place thirty years ago, but now it’s some of 

the highest valued real estate in Minnesota. Ask any 

owner of Canal Park real estate if they regret buying 

up that land. 

Right now, there are plenty of neighborhoods that 

haven’t fully developed: Lincoln Park, the HART 

District, and other main street America locations. 

Which one is right for you? We can’t tell you that for 

sure, but this is one area of investing you 

understand much better than the major financial 

institutions.  

Stocks deserve a place in most portfolios, and I have 

some as well. But between leverage, depreciation, 

and tax-deferred growth real estate investing is a 

powerful way to build wealth. Add this to the fact 

that you can invest in your own community and 

know exactly what you’re buying, and you’ve got a 

winning strategy for years to come. 

 

Interested in learning more?  

Contact Brian Forcier at 
BForcier@TitaniumPartnersLLC.com 
or 218.590.8205 for an appointment. 

 

1. “In the real estate business, you learn 
more about people, and you learn more 
about community issues, you learn more 
about life, you learn more about the 
impact of government, probably than any 
other profession that I know of.”  

2. -- Johnny Isakson, U.S. senator 
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