Froth And Bubble Makes Broth, Or Rubble?

July 17, 2005

Dear Dave: Is there, or is there not, a Real Estate bubble? Will the bubble burst, and when, and will my property value crash?

Answer: Take a little bubble, add a little froth, and what have you got? – Broth, a great base for soup of any kind, or Rubble – the end of civilization as we know it!
Real Estate, that piece of Planet Earth that you control, and the home erected on it, is your personal empire and its security is your life. In fact, about ninety percent of the questions I receive for this column and questions asked at seminars, and even one on one, have a substantial anxiety factor in them. ‘What if this?’ and ‘What if that?’ And most people’s concerns about Real Estate come down to dollars, since that is the framework in which we have been taught to measure security.

So, there is much talk in the media of a Real Estate bubble in the U.S. However, Fed Chairman Alan Greenspan prefers to call it “a little froth here and there”, and not a bubble of the nationwide bursting kind. 
But let’s talk about the Anchorage microcosm of Real Estate and set aside the macrocosm of the country, because the factors affecting your Real Estate asset in Alaska vary considerably from the nation as a whole.

Whilst prices in Anchorage have risen phenomenally over the last couple of years (25% or more), I do not see this as a bubble about to burst locally. Real Estate values depend on the local supply and demand, fueled by the availability of lender funds at affordable rates.

Since Alaska’s economy and population base are on a path of expansion, and since lenders are more aggressive than ever, the demand in Anchorage for the scarce supply of housing will sustain property values.

Whilst an ocean front property allegedly sold recently for $90 million in New York State, Anchorage bluff frontage can still be obtained for under one million dollars. I sold a downtown condo last month for $250 per square foot but, whilst this may seem outrageous, you will pay $1,000 per square foot in San Francisco.

Alaska has nowhere near reached its Real Estate maturity and, being land-locked and ocean-locked, demand will continue to outstrip supply in the years ahead. The sharp appreciation of 10% to 15% per year will not continue, but you can be relieved of any anxiety founded on the memory of the 1980’s when real estate tumbled and when some lucky people bought property adjacent to the Park Strip for $500!

It is true that Florida homes are being bought by speculators to feed the teeming masses of retirees cashing in their IRA’s for a sunny spot by the sea. It is true that American families buy new homes, on the nationwide average, every 5.2 years. In some parts, this has fueled a real estate craze which cannot last, but Anchorage is not one of those parts. Bubble and Froth may result in Rubble somewhere but, in Alaska, it makes a delicious Broth!
Remember when Oil was below $20 a barrel just a couple of years ago? – Never again! If terrorists strike Saudi Arabian oil production, the current price of $60 will seem cheap! Yes, we live in uncertain times, and I like Neil Freidman’s idea that the U.S. should start a national contest on how America can become energy-independent in 10 years.

$100 oil would have an impact like a magnitude ‘8’ earthquake in this country but would also spur on the inevitable opening of energy fields in Alaska. Irrespective of your philosophical or political views about ANWR, I cannot see Alaska not becoming more and more one of America’s most strategic assets of all time.

‘Seward’s Folly’ becomes one of the best buys in history! In other words, as the national dilemma for economic self-sufficiency continues, Alaska holds answers for oil, gas and many other resources. Result – your real estate increases in value! The 1000 square foot downtown condo, sold for $250,000 yesterday, now becomes $650,000 ten years later.

I am optimistic. Life is a wonderful adventure. Froth and bubble, in Alaska, makes broth, not rubble!
Dear Dave: I would like to rent our 2-bedroom house to a young, hard working couple with 3 young children born 9 months and 5 minutes apart. I am concerned about the house being child-proof, as there is a wood burning stove, deck with height, and a stairwell where they could get hurt. What extent of liability will I have for accidents? They have agreed to child-proof it with my assistance the best we both can. Can you comment on this?

Answer: Since you are aware of potential safety hazards, I suggest you pay $75 or so for a limited inspection of the stove, deck and stairway by an ASHI certified inspector to see if they meet municipal code for safety.

Provided you meet code, you have fulfilled your obligations but if, like many older houses, your rental property has fire or other safety hazards, it would be wise for you to correct them.

Some new building codes, such as the 4 inch requirement for width between handrail balusters, is not enforced against property built before the code, but other codes are enforced, such as carbon monoxide detectors, even though your home was probably built before the code. An ASHI certified inspector will check out the entire house for around $250.

You could well be liable for accidents, especially if it can be shown that you were aware of a potential hazard. Specific legal advice should be sought from an Attorney. I am really curious about how the 3 children were born  9 months and 5 minutes apart, sounds like an intriguing story.
