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Planners Say Bubble Discussion Is Not Froth 

by Jim Connolly 

Financial planners faced with questions from boomers about a pending real estate bubble need to separate froth from fact and discuss such a possibility and the impact a pop could have on what is for most a sizeable part of their net worth, several planners say. 

"Next to what car you drive, everyone is talking about how much equity they have in their house," says Phil Cook, a certified financial planner with Cook & Associates, Torrance, Calif. 

But, beyond the boomer cocktail banter, it is an issue that should be addressed, he adds. Boomers who are thinking of buying want to know if they should wait, while those thinking of selling want to know if they should do it now, Cook continues. 

"Excesses of anything, whether fashion or finance, tend to mark the end of a period," he notes. 

Cook describes a discussion he had with one couple who talked about borrowing equity and buying property in Las Vegas with the intent of flipping it. "When they got through with me, they were not talking about that." 

To help clients who have questions about getting in or out of the current real estate market, Cook gives them a history lesson on California real estate, which he says "softened considerably" in 1973-74 and in 1989-90. 

"Many," he continues, "cannot at this point see a reason for a decline, but that does not mean that it is not there. It just isn’t apparent yet." 

The discussion also can lead to other worthwhile conversations such as whether a mortgage should be paid down more quickly, Cook adds. 

"We get questions on the bubble very frequently. Every day we address the issue," says Jim Holtzman, a certified financial planner with Legend Financial, Pittsburgh. When the question comes up, it is not so much about selling but about buying a second home, he adds. 

A discussion about a real estate bubble is not a distraction to financial planning efforts, he says. What can be distracting is when a client wants to pull money out of a portfolio to buy in a heated market, he says. 

Questions are both specific to boomers’ financial plans and a general effort to understand the nature of the current real estate market and the national economy, he adds. 

It is important to listen and to understand what the specific concern is, Holtzman says. 

And that concern can vary depending on whether the client owns a commercial or residential real estate investment trust or an actual property, as well as in what part of the country the client lives, he adds. 

Holtzman says that there are parts of the East and West Coasts that he thinks are overvalued. Many of these areas are in their fifth or sixth year of property appreciation, a trend he says is "unsustainable" in the long run. 

A number of studies and indicators such as the PMI U.S. Market Risk Index, issued by PMI Mortgage Insurance Co., Walnut Creek, Calif., suggest that real estate in certain parts of the country are overvalued (see accompanying chart). 

So, when a financial planner is having a discussion with a client, it is important to discuss factors such as job growth that can drive supply and demand, he says. 

Among the other topics that Holtzman says he raises include the rate of return, which factors in real estate taxes and maintenance costs. 

Christopher Rand, a certified financial planner with MetLife Securities, San Diego, says the bubble discussion is coming up during a high percentage of client meetings. The discussion isn’t usually a distraction unless people are considering a sale now, he says. 

If boomers want to downsize, they want to know if they should do it now or whether they should wait, he says. 

In such cases, he says that he performs an analysis and starts by contacting a real estate broker to get a sense of market conditions. 

Factored into any decision on selling is the boomer’s age, Rand says. Is the boomer 50 years old and thinking of selling in 20 years, or older and thinking of selling in a couple of years? 

If a boomer decides to sell, then you have to look at taxes on capital gains, he continues. In a region such as southern California, over a 20-year time period, there has been significant appreciation, Rand says. So, he adds, a boomer who sells could be looking at capital gains of $500,000 or more. 

If a boomer in California is nearing 55 years of age, it might pay to wait until the boomer actually reaches age 55 because of California law that allows a seller over 55 years old to carry a low property tax base if he or she moves to a smaller house, Rand explains. 

The current law was shaped by Proposition 13, the result of a taxpayer revolt over property taxes led by Howard Jarvis, as well as subsequent Propositions 60 and 90, which allowed those over 55 years of age to transfer their assessed valuations if they moved within the state, according to the Howard Jarvis Taxpayers Association Web site. 

That can make an appreciable difference, he continues. Rand cites one example where a couple lived in a house for 40 years during which time the property had appreciated from $25,000 to $750,000. Property taxes on the house were $800, he continues. A similar property recently purchased for $600,000 has property taxes of $6,000 a year, he adds. 

In such a case, if the boomers were 53 and considering a sale and the purchase of another home in California, he might well recommend waiting until age 55, according to Rand.
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