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real estate management company
recently sent a newsletter to their
clients advising them to avoid doing
1031 Exchanges upon sale, and to
hold onto their cash in expectation
of “good deals ahead when interest
ates drop.” First, | can't believe they
are advising their friends to guarantee them-selves
up to 30% losses by paying unnecessary taxes.
Next, as I've detailed in previous articles, after a 30%
loss, an investor needs a 45% increase immediately
to break even! (and nobody in-vests with a goal of
breaking even.) If a potential price drop is in the
future, it's hard to believe the deals will be that good.
Lastly, | think substantial evidence points towards
lower interest rates meaning higher real estate prices.

The property value boom between 2008 and 2022,
fueled by continuously sub-6% mortgage rates, is
a good example of what lower interest rates will do.
Economically, this makes sense: if a buyer can afford
to borrow more, then he can afford to pay more and
sellers can ask for more.

WHAT IS THE MARKET GOING TO DO?

This is a question | get a lot. My answer depends on
what market you are talking about. It's im-portant to
point out that all real estate isn't the same - single
family residences, multifamily invest-ment properties,
retail strip centers, single-tenant NNN leased
retail, hotels and office all have dif-ferent demand
drivers and economic forces acting upon them. For
example, when the government shut the economy
down in 2020, hotel values plummeted while single
tenant NNN spaces leased to “necessity retailers”
stayed open and skyrocketed in value as investor
dollars chased stability. Apartment values in growing

metropolitan areas rose as renters moved to more
open economies in search of work. Sub-3% interest
rates caused the value of single-family residences to
reach new heights.

SHORT TERM REAL ESTATE MARKET OUTLOOK
NOT AS IMPORTANT

“What will the real estate market do in the next two
years?” | suggest that, since investment real estate
is an asset usually held for longer terms, this question
isn't as important as many think it is. If we are
buying cash flowing investment real estate today
and holding it for the next 10 to 20 years, our chief
concern should be what the value will be 1 or 2
decades from now — not 24 months from now.

INFLUENCE OF INTEREST RATES ON VALUE

Remember that interest rates are controlled by the
US Government’s Federal Reserve. Interest rates
will be set higher to curb inflation when needed and
lowered to encourage economic growth. The Fed
will therefore want to drop interest rates as soon as
possible and keep them as low as they can.

| think it is reasonable to assume that the Fed would
like to see interest rates in the 5% or lower range
again over the next several years. If we agree that
an interest rate decline in the future can lead to rising
prices, A buyer today can take advantage of lower
prices and simply refinance his debt in the future
when interest rates drop and values climb.

HOW HAVE RISING RATES AFFECTED VALUES?

While interest rates have more than doubled since
December of 2021, prices have continued to rise.
Economics tells us this is because demand is higher
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than supply - high demand for a product can lead to
higher prices. (Think about gasoline.) A 30-year $1
million loan at 3% has a monthly mortgage payment
of $4,216 compared to $6,653 at 7%. Even with
monthly payments that are as much as 57%, (as
in our 7% loan example), higher today, prices are
still higher than last year. This tells me that today's
buyers are expecting interest rates to drop as well.
Investors today are buying at 7% with a plan to
refinance once rates decline to the 5% range.

IF YOU THINK RATES WILL COME DOWN IN THE
FUTURE, YOU SHOULD BUY TODAY

That “save your money until interest rates drop”
advice that inspired this month's article has it
backwards. If you think interest rates will drop in

the future — and evidence indicates that you aren't
alone in this belief — then you will want to buy today.
That way, you can start collecting in-come and
depreciation benefits today. If rates drop and cause
values to rise, you can then refinance to potentially
create more cash flow for yourself rather than
buying at those higher prices. Inves-tors may be
able to take advantage of higher values to do cash
out re-finances, and then use the proceeds to buy
more real estate — putting themselves well ahead of
those who waited for rates to drop. If you have any
questions, my toll-free office number is (877) 313-
1868.

Securities offered through Emerson Equity LLC, member FINRA/SIPC.
Emerson Equity LLC and Specialized Wealth Management are not affiliat-
ed. All investing involves risk. Always discuss potential investments with
your tax and/or investment professional prior to investing
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Christopher Miller is a Managing Director with Specialized Wealth Management
and specializes in tax-advantaged investments including 1031 replacement
properties. Chris' real estate experience includes work in commercial appraisal,
in institutional acquisitions for a national real estate syndicator and as an advisor
helping clients through over five hundred twenty five 1031 Exchanges. Chris has
been featured as an expert in several industry publications and on television and
earned an undergraduate business degree and an MBA emphasizing Real Estate
Finance from the University of Southern California. Chris began his real estate
career in 1998. Call him toll-free at (877) 313 - 1868.

WANT A REPLACEMENT PROPERTY
WITHOUT ACTIVE MANAGEMENT?

Recent offerings, located nationwide, have included:
e Office ¢ Apartments e Triple Net ¢ Retail ¢ Energy Royalties
| have completed over five hundred 1031 Exchanges for investors

$200,000+ equity required.

SPECIALIZED
WEALTH

Learn more about our investment programs at www.ChrisMiller1031.com

Contact Chris Miller, MBA
for a free consultation

877-313-1868
Chris@SpecializedWealth.com

2522 Chambers Rd.,Suite 100
Tustin, CA 92780

Investing in real estate, with or without use of a 1031 exchange, carries the risk of losing your principal, income or tax benefits. Additionally, the IRS has issued inflexible
guidelines for completing tax-deferred 1031 exchanges. Failure to follow these guidelines could lead to a loss of tax benefits. 1031 Exchanges can involve significant fees.
This does not constitute an offer to buy or sell any security. Investments may be illiquid in nature and those seeking to dispose of their investments early may be unable to
do so. Securities offered through Emerson Equity LLC. Member FINRA/SIPC, MSRB registered. Advisory services offered through Emerson Equity LLC, an SEC registered
investment advisor. Emerson Equity LLC and Specialized Wealth Management are unaffiliated.
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