The inflation situation

Fed actions raise fears, spur NYC'real estate purchases, brokers say

By Canpace TavLor

nflation fears are spurring Manhattan

property purchases, real estate brokers

say. The rise of currencies in Asia, Eu-
rope and Australia, coupled with unrest in
the Middle East and a second round of fed-
eral government intervention domestically,
is prompting both American and interna-
tional buyers to dive into the Manhattan
real estate market.

“We are seeing decisions being made
in conjunction with protection from infla-
tion more than at any other time [in recent
vears],” said Julia Hoagland, a senior vice
president at Brown Harris Stevens.

Real estate has been traditionally seen as
ahedgeagainstinflation, and these days, “it
comes up a lot in conversation,” said Hoa-
gland, a former Wall Streeterwith a number
of clients who work in finance.

She noted that some savvy investors are
“trying to redeploy monetary assets that are
notearning a greatrate of return right now
and are potentially in danger of losing value
as we gointo an inflationary cycle”

In November, Federal Reserve Chair-
man Ben Bernanke announced a second
round of “quantitative easing” (also known
as QE2), which involves a plan to purchase
large amounts of Treasury bonds in a bid to
support the floundering economy.

Some critics have warned that the move
is akin to “printing money,” and will lead to
inflation in the U.S., by driving up the cost
of commodities and depressing the value

of the dollar.

Meanwhile, some worry that inflation
will spread to the United States from over-
seas. China, India and Australia have re-
cently tightened their monetary policies in
abid to curb inflation, asthe global economy
recovers from a punishing recession.

“The U.S. so far has not been too infla-
tionary, but around the world inflation is
pickingup, so people in alot of different sec-
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torsaretryingto figure out how bestto man-
age for the future,” Hoagland said.

Purchasing real estateis often viewed as a
way to protect assets by diminishing the im-
pact ofinflation over time, explained Barba-
ra Byrne Denham, chief economist at East-
ern Consolidated.

Asbuyers payback fixed-rate mortgages
over time, they are using less-valuable dol-
lars than those they initially borrowed. For

example, a homeowner who started mak-
ing $1,000 monthly mortgage payments
in 1970 would find it far less onerous to pay
that bill in today’s dollars.

Since the amount of housing inventory
here is finite, “Manhattan to an even great-
er extent is seen as a value protector,” said
Hoagland.

In the meantime, rents tend to rise dur-
inginflationary periods, so homebuyers and
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purchasers of multifamily apartment build-
ings benefit.

“You're buying something for a fixed
price, as opposed to renting, where it’s go-
ingto go up every year,” Denham said.

Buyers looking to purchase real estate
primarily as an investment are particular-
ly focused on inflation, according to Elika
Associates’ Gea Elika, who said around 60
percent ofhis clients are investors, many of

them sophisticated real estate professionals
from the U.S. and other countries.

“Investors are the ones that are looking
atall the economic indicators and trying to
make aplay offthat,” Elika said. “Everyone’s
looking at inflation.”

One client recently bought a one-bed-
room apartment in Superior Ink as an in-
vestment property, Elika said. Another
bought one apartment in New York and one
in Los Angeles to be more diversified.

Investors are also taking into consider-
ation the price of gold, another asset viewed
as a safe haven against inflation. Many in-
vestors buy the precious metal when they
sense instability in the stock market, and
the recent unrest in the Middle East ral-
lied gold prices. Late last month, gold had
topped $1,400 an ounce on the Comex
division of the New York Mercantile Ex-
change, after rallying 26 percent over the
pastyear.

Meanwhile, home prices are still down
from their 2008 peak, soinvestors see them
as having “relatively better value”than gold,
Hoagland said.

Ifinflation does cometothe U.S., it could
also have negative consequences forreal es-
tate because the Fed will likely raise interest
rates to combat it. That, in turn, could ulti-
mately slow estate sales.

“Onthe good side, rents would go up, but
the bad side is that interest rates would go
up, so the sales market would have a harder
time,” Byrne Denham said. o
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