Re-Building Your Business

Market Strategies

Housing as an Inflation Hedge?

Managing debt and protecting assets in a shifting economy.

wen the sizge of the federal bailouts

Lo prresent the LLS economy

from lurching info a full-blown

Drepression and a federal defheit

thiat will rise foabout 13 percent of
GDFP during the current fiscal yearthe chones
of volees concerned with rinaway inflaticn just
down the mad grows larger every daySo i that
& good or had thing for the howsing market? s
actually both

Writing in an August op-ed piece [or The New

York Times, investrment sage Waren Buffett, CECH
of Berkshire Hathawayargues that although
he suppored the inancial mtervention
engineered by the federal government to
prevent an economic collapse the side effects
from trillions of dallars stoshing around —and
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eab away at the wealth of its citizens, espacially
if that wealth is directly tied 10 the value of the
LIS dolkacYet for cwners af“real” assets such as
commaodifies gold, and real estate, inflation can
bioth oast the value of the assed while chuppang
away at the fixed-rate debl used to finance it
It case of real estate, the inflation hedge
15 realhy more about the type of debt used —
preferably a longterm morigage with a hxed
interest mte — than amything else But add
in the impact of rising prices an rents, ancd
sipdcenty irmvesting in real estale for passive
income-and enjoying the vanous 1ax write-pdis
becomes a tred-and-rue method (and one
used extensively in the 1597781 10 build wealth
whike paying off debl thal becomes worth less
anel less each day

sfill largely protecled (M course to

inthecoffesof isk- |1 the case of real estate, adresrsing

averse banks — will 5 | inflatiomn, the

soon need to be th‘E’ inflahu" hEdgE IS Federal Reserve will

monitored closely really more about the type =entaly havelinie
T b sure finveling chicice But to hike

bayers for LLS,
government delb s a
complicated process
in the best of times.
Assuronng that both
foreigners and citizens
comtmne o funnel all of thair extra cash into
Treasury bills, that still leaves another §900
ballicn needed Lo undeswrite the $ 1.8 trillion
in deht heing issued this year alone — $500
billicn of which will mest likely fall out of
Washington's money tree at the Federal Reserve,
fith legistators not about 12 incur the wrath

of voters already frustmted with lower ome
values and retirement accounts, its uniikely
they'll be serous aboul rmaising faxes or cutting
spending to fill the void. Instead, they have a
third option which reguires no official vole, nor
can it be easily used against them at election
fume: et anflation take care of it!

The problem is that inflation isa double
edged sword which can slowly yet deliberately
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of debt used — preferably
a long-term mortgage with

a fixed interest rate —
than anything else.

interest rmtes, which
cauld counteract
the achantage of mal
estale’s strength as
an inflation hedge
Moreaver the housing
inflation of the 1570s was made possible with
CONCUTENt increases in wages: given a global
economy which has kepl a tght bd on wage
ncome ks also possble that we'll see igher
prices for oil, food and commeodities as home
prices conturmse fo ﬂa.gl]i-lh—‘.

For now; the best advice for households is
to comduct therr own financial analyses and
determing how to defend their assets in an
inflaticnary emvircnment while also locking oul
for advanfageous investments,such as selling
off bonds and comventing vanablerate loans
such as those used for credit cards cars and
home equity lines into ixed-mate allematives.

For thoss with extra cash to spare, investing
in exchangetraded unds specializing in golkd
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and commadities {although more volatile) can
be more profitable than the type of Treasury
InflatrcnProtected Securities, which simply
keep investors above water,

Howeever, one group of potential homebuyers
who might bensfit tha maost from nsng inflation
are the bahy boomers, who will stan retiing
e midsse just as interest mtes an thesr C0s and

savings accounts begin 1o rise Add in the fact

that Social Security payments are adjusted

for inflation, and they might even forget that
the actial dollars they've saved for a lifetime
are worth just a bit less each dayAnd that's
whese the“retiremnent home as inflation hedge”™
discussion could very wall have the most merit,
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Fast Facts

* Unless Congress ralsea taxes or cuts
benefits, infiation ks just around
the corner,

* Raal estate can be a solid inflaticn
hedgs whan wagsa inflation s
alsn presant.

» If rents for housing rise, incoma
property serviced with fixed-rate dabt
can be a great Inflation hedge.

* All households should conduoct their
owm financlal analyses to protect thelr
assets in an inflationary environment.
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