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Chapter Nine: 

In Appreciation: Increasing the Value of What You Already Own

Let’s say you’ve got your property—whether a multi-unit or single family or whatever good bargain you managed to acquire for yourself. Whatever it is, it fits squarely into your POA, your portfolio, and your idea for what will make you successful. 

Now what?

It’s time to develop a strategy for generating as much income as possible from your investment. After all, the whole point of buying real estate is to create wealth. In that spirit, you must always think about how you can increase the value—or the appreciation—of what you’ve already got.

In real estate, there are two ways a property can appreciate:

· Naturally, which is what is what happens as prices rise over time.  

· Forced, which involves increasing the value of your property by improving it using your own methods (i.e., cleaning, painting, and remodeling). 

In this chapter, we’ll talk about both, including the factors that affect appreciation, cost-effective ideas for driving it up, and how to engage the right kinds of help so your investments work hard enough for you.

Inflation drives appreciation

As I mentioned earlier, appreciation is the increase in value of a property over time.  And, if you’re like most investors, you bought real estate with the idea that it would appreciate and earn you the most money possible. In fact, in many cases, this is the point of investing.

It goes without saying, then, that understanding why real estate appreciates can help you make better buying and investing decisions. While many factors contribute to the appreciation of your property, the biggest one is inflation.

Inflation is what happens when there’s an increase in the amount of money in circulation. When supply increases, the value of money goes down. And the end result is higher retail prices. 

Often, that’s not good news for real estate investors—especially those looking to replace an existing property—as they now have to pay more for land, construction materials, building permits and fees, and labor, etc. 
Home improvements, location, and economics affect price

Despite inflation, there are things you can do to improve the appreciation on your properties.  In fact, smart investors consider a combination of the following to ensure a high level of future appreciation.

Make cost-effective improvements

Replacing the siding or the roof, adding a new addition, or updating the carpeting are all things you can do to increase the value of your investments. The trick is knowing which changes will return the biggest payoff for what you’ve got to spend. After all, just because you make an improvement—even a costly one—doesn’t mean the money you spent is going to come back to you when you sell. The truth is sometimes it’s the small improvements that deliver the biggest bang for the buck.

---------------------------------------

Sidebar: 10 Cost-Effective Ideas for Driving Appreciation

To attract tenants and buyers, consider doing the following basic inexpensive improvements: 
1. Install new electrical switch plates. A minor and all-too-often overlooked improvement, you can replace an entire house worth for approximately $20. For the foyer, living room, and other obvious areas, spring for brass or silver.
2. Replace or improve the doors. Another overlooked, yet inexpensive improvement. Replace, for example, ugly brown doors with white ones. Or, buy a basic hollow-core door (for about $20) that comes pre-primed and pre-hung. For about $10 more, you can buy stylish six-panel doors. 
3. Change the door handles. An old door handle (especially with crusted paint) looks bad. For $10, you can replace it in finished brass. Replace guest bathroom and bedroom door handles with fancy “S” handles (about $20 each).
4. Paint or replace trim.  If the entire interior of the house doesn’t need a paint job, just paint the trim in a bright white semi-gloss. And if the trim is worn, cracked, or ugly, then replace it (you can buy it for less than $.50 per linear foot). Create a great first impression by adding crown molding in the entry way and living room. (And if you do decide to paint the house, use light neutral colors with a flat latex paint and use a professional. Nothing distracts a buyer more than sloppy workmanship.)
5. Install a new front door. A cheap front door makes a house look cheap. And an old front door makes it look old. For about $125, you can replace it. If you have nice heavy door, give it a coat of high-gloss bold-colored paint.  Add a brass door knocker or attractive wreath.
6. Replace the linoleum in the foyer. Linoleum, especially if it’s worn, does not scream, “Buy me.” Instead, consider replacing it with a 12" Mexican tile. An 8' x 8' area should cost about $100 in materials. 
7. Buy a new shower curtain. I’m constantly amazed by landlords and sellers with either nothing or an old and ugly shower curtain. For $40, you can do better.
8. Paint the kitchen cabinets: It’s expensive to replace kitchen cabinets and less so to paint them. So if, for example, you have 1970's style wooden cabinets in a lovely dark brown, paint them. Use a semi-gloss white and finish them with colorful plastic knobs. No need to paint the inside, since you’re only trying to make an impression. Also, consider replacing the faucet with something fancy and modern, which can run anywhere from $60 to $150.

9. Add window shutters: Easily to install, they come pre-primed at most hardware retailers. Paint them an offset color from the outside of the house (i.e., if the house is dark, paint the shutters white and vice versa.). 
10. Add a nice mailbox. Here’s a chance for you to stand out from the other black mailboxes on the block. For about $35 you can buy something nice and colorful. For about $60 more, get a wooden post. These are improvements people notice. 

---------------------------

Understand the economics of your market and act accordingly
If you’ve ever taken a class in economics, you probably already know that supply and demand affects the cost of real estate (or anything, for that matter). Ideally, you should strive to buy investment properties in areas where demand is high—and supply is low. In the real world, however, I know this isn’t always possible. Especially since the market can change on a dime, spurring a domino effect that we often can’t control.

That said, just being aware of fluctuations in the market and their root causes can help you be a wiser investor. Use what you learn to consider the prices and the economics of your various holdings. Remember that:

· Oversupply decreases demand. Where there are too many properties available (especially income-producers like apartment buildings), increased vacancies, reduced cash flows, and lower sale prices can often result. Unfortunately, when this happens, there’s not much you can do about it except work with your lender to ride it out. (This is why it’s so important to build a good relationship and understand your local real estate market before you buy in the first place.) 

· Rising interest rates decrease demand. Higher interest rates translate into higher mortgage payments for single-family home-buyers—and inadequate cash flows for income-property investors.  Falling mortgage rates result in greater demand for real estate and faster appreciation. 

· New housing increases demand. If you see construction trucks in your neighborhood, chances are that’s a good sign. After all, the level of new housing starts is a good indicator that demand—and the price of your home—is going up. Interest rates play a big role here. If they’re low, most people consider it a good time to rent or buy.  
· Low property taxes can increase demand.  Many areas of the country with low property taxes experience high population growth and appreciation rates.

· Economic conversion (i.e., converting apartments to condominiums, etc.) can increase or decrease demand, depending on other market forces.  

Consider jobs, the population, and the economy when determining appreciation

As you already know, location is a big part of whether the value of your property appreciates. That’s because demand for real estate, while dependent on the above economics, can also vary according to where you’re located. 

For example, water properties have been increasing in value rapidly, but there’s just so much of it to go around. Yet, as more people reach retirement, they want to live in these areas, fueling demand. They also want to live near golf courses, cultural facilities, parks, universities, etc. As a result, properties in these places can appreciate more dramatically.

Some other location-related factors to consider as you make decisions regarding appreciation:

· Are the number of jobs in your community growing or declining?  The availability of high paying jobs can greatly impact appreciation.  The more good jobs available, the more the demand since people will move to the area to take advantage of them.

· Is the local economy expanding?  Changes in infrastructure (i.e., more schools, hospitals, shopping centers, etc.), which often translate into more jobs and greater demand, can impact appreciation. 

· Is the population growing in your area?  Such increases usually translate into higher real estate prices. After all, when the land is not increasing and the number of people looking to buy is, it usually results in higher demand and appreciation.

It doesn’t always make sense to add space

Most people believe that when you build an addition or do anything to increase the square footage of the property, they’ll be rewarded handsomely for the extra effort come sale time.

While that is true some of the time, it’s not true all of the time since what you get depends on a variety of factors, including whether or not adding space was the right thing to do in the first place. Instead of making that assumption and plowing ahead with costly renovations, I recommend asking yourself the following questions:

· Is it physically possible, legally permissible, and financially feasible? Will the new addition serve your intended purpose to the maximum extent?
· Does the current floor plan, layout, or design allow for a smooth flowing traffic pattern in, out, and throughout the proposed addition?
· Will your lot size accommodate a larger dwelling and will the neighborhood surrounding your home support the higher value that you expend? 
· How long do you intend to stay in the upgraded house? Five years from now, will the addition return the money you have spent if you sold it?
· Are you prepared to deal with draftsmen and plans, development contractors, building officials, and permits? Will you mind living on a construction site for about six months? Are your finances in place with an additional 10 percent set aside for cost overruns? Has everyone agreed upon what this addition should look like and the purpose it will serve?
Let us say you have considered these questions and believe it’s still right to make the improvement. From there, make sure you don’t go overboard. Because if you over-improve beyond the value of the homes around you, those lower value homes will hold down the price of your home. No matter what you’ve done to it.

Say everyone on the block has a two-bedroom one-bath home and you add an addition so yours is a three-bedroom, two-bath. Given the other houses, you may not recoup that investment. The point is not to over improve. And, please, don’t add high-end upgrades to low-end properties (i.e., putting gold faucets in a mobile home). 

Instead, follow this rule of thumb: try to get at least $2 of increased value for every $1 you spend. Once you begin to approach “break-even,” consider maintaining what you have as opposed to enlarging it. 
Increase curb appeal to increase your property’s value

First impressions are just as important in real estate as they are in anything else—perhaps even more so. That’s because most homebuyers will size up a property within just a few seconds—before they even get through the front door.

For that reason, it’s important to spruce up the exterior of your property—or its “curb appeal.” Doing so doesn’t have to be expensive or a lot of hard work. It simply calls for an understanding of what buyers want. Then, identifying ways you can fix the building up. Following are some ideas:

Give the property an industrial strength cleaning 

Include the roof, walkways, and parking areas. To remove all dirt, grime, soot, oils, and other pollutants, use a pressure washer (with a minimum capacity of 3500 PSI at 3.5 GPM), as it does the best job cleaning any surface (aluminum, vinyl siding, stone, brick, etc.). Some other benefits:

· It eliminates a lot of labor-intensive work like scraping paint.

· It will expose rotted wood and other building materials that need replacing.

· It’ll show you what’s beneath five year’s worth of crud (so you can address it, if necessary). 

I recommend hiring a professional service with the right materials, chemicals, and experience in pressure washing. 

Also, make sure the windows and gutters are cleaned out. Overflowing gutters and grimy windows are very distracting.

 Give the place an exterior face lift

After you finish cleaning, focus on cosmetics. A good paint job, for example, can literally add thousands to the resale value of your property. In fact, I think it’s the greatest value- producing improvement you can make on a dollar-for-dollar return basis.

Some things to consider: 

· Don't scrimp on paint. Buy the absolute best available, since the expense lays in the application and not the paint itself. So, if you have to apply two coats because of an inferior watered-down brand, you’ve just doubled your time and expense spent.  
· Use a professional. An amateurish paint job done by an inexperienced painter will stick out like a sore thumb—and not in a good way. 

· Choose the right exterior color scheme. I use three colors that incorporate the tropical colors people generally associate with living in Florida. One body of the building is one color, the fascia and exterior doors another, and the drip edge around the roof and shutters another. If you’re not sure how to do it, read a book or visit your local paint store for ideas.
Pay attention to landscaping

This can be one of the most important aspects of adding curb appeal to your property. If the lawn looks bad or like it needs too much work, many buyers will drive right past it. The fact is landscaping, if done right, can add up to 30 percent to the value of your home. Here are some tips:

· Create a great looking lawn by watering it regularly and keeping weeds down with spray. Make sure weeds don’t creep onto the pavement. If there are patchy areas, lay down some sod. 

· Plant some flowers. Consider placing them in an attractive earthenware container leading up to front door. 
· Add some exterior lights to make the home look safe.

Finally, take the time to stand back from the property and view it objectively. Think about how a prospective buyer would see it. Does the home look welcoming, pleasant and charming or does it make you want to run in the other direction? Make notes and then do whatever’s necessary.

------------------------------

Sidebar: Buyers like Kitchens and Bathrooms
According to statistics, women are responsible for 80 percent of the buying decisions when it comes to real estate. And while men (who usually defer to the female, since they don’t spend much time feathering the nest) are most interested in whether a house has a garage or secluded office or den, women pay the most attention to the bathroom and the kitchen. For that reason, I recommend remodeling one of those two rooms first—or both, if you can afford it. If you can’t, choose the room that needs the most work to get started.

 Some tips:
The kitchen
· Paint or refinish the cabinets and change the knobs and handles to give a new look.
· Consider replacing with custom-made cabinets, but only if you can afford to have them built and installed by a professional with references and solid work examples. (If you go this route, ask him or her to also make a matching base cabinet for the bathroom.)
· Open the wall, if possible, to create a pass through or bar stool counter top. This lets in more light, gives the illusion of more space, and allows people to see the other rooms from the kitchen. 
· Update old appliances, backsplashes, and window treatments. 
· Increase storage space, if the layout allows.
· Change or remodel counter tops by adding a Formica laminate. 
· Install a new sink and faucet.
· If the kitchen is really old, considering a bigger overhauls by painting the walls, upgrading the lighting, and installing a tile floor. 
The bathroom
· Bite the bullet, if possible, and rip it all out, except the tub (unless it’s old, an ugly color, or dirty). Leaving the tub makes the job easier, faster, and cheaper. 

· If you do rip out the tub, consider put in a soaking or Jacuzzi tub as an upgrade (especially since most women love them). 

· Repaint the walls with a semi-gloss that can take the moisture. 

· Consider adding tile or half-wall wainscoting to the lower four feet of the wall. 
· Replace old vinyl with a nice tile floor.

· Be sure to caulk where appropriate.

· Upgrade lighting, and add mirrored vanity cabinets, wallpaper borders, nice towel rings and bars as finishing touches. 

The rest of the house
Once you finish with the bathroom and the kitchen, here are some recommended upgrades for the rest of the house:

· Paint bedroom closets a bright white, upgrade the lighting, and install a closet organizing system that includes a shoe rack.

· Paint the interior of the house (again, neutral and earth tones are safe bets), including the ceilings. 

· Add ceiling fans with light kits and dimmer switches wherever possible. 

· Following appraisal rules (which state that wood is better than carpet except in the bedrooms), install plush carpeting in the bedrooms over a dense quality pad. Choose a color that sets off the walls and base board trim.

· Install floors throughout the rest of the house, again, following appraisal rules which say that tile is better than vinyl and wood is the best. Once the tile and wood are installed, it never needs to be replaced and maintenance is easy. 

---------------------------------------

Knowing what you can and shouldn’t do: Hire contractors

Being a parsimonious Yankee from New Hampshire, my property fix-up motto has always been to clean, repair, or replace as needed. In other words, first try cleaning it, and if that doesn't do the trick, try repairing, and if that doesn't work, replace it with a pre-owned replacement from a reputable source. 

Now, I know that’s not always as easy as it sounds. And sometimes, you have to go a step further. Knowing I don’t really have the knowledge, skill, or experience to much of this, I often have to hire a contractor to help. But where do you find them? How do you know if they’re reputable? 
------------------------

Sidebar: Six Key Elements for Your Property Fix-Up Plan
The trick to having a fast property fix-up that's on schedule and budget is to be well organized. To do that, I recommend including these six elements in your fix-up plan: 

1. Establish a bottom-line budget before you start the job.
2. Estimate to within five percent how much the job’s going to cost. 
3. If you don't have what it takes to do a first-class job, hire competent professionals—supervisors, contractors, and tradesmen—to do it for you.

4. Have your work inspected to make sure it’s in accordance with acceptable construction methods and building codes. 
5. Set a coordinated work schedule to complete the entire job. 
6. Put completion dates in all your contracts and hold everyone accountable. 

---------------------------------------------------
The truth is, we’ve all heard countless horror stories about bad contractors--people who don’t finish what they started, do shoddy work, show up when they want to, or simply don’t show up at all. Doing a little legwork on the front end can help prevent that. 

To start finding reliable help, look on the Internet and in your local newspaper, and get referrals from people you trust and respect. You can also visit construction job sites and ask tradesmen if they're interested in side-work. (In most cases, they will be.) Once you’ve got an idea of who you might like to hire, ask them for references and to see examples of their work (most will keep a portfolio with pictures). 

And then:
Hire only properly licensed and insured professionals.
You can do that by:

· Requiring they provide four verifiable customer references—and copies of their license or of competency, occupational license, workers compensation insurance certificate, workers compensation exemption certificate for sole employees, general liability insurance certificate, and automobile liability insurance certificate.

· Contacting each reference and asking if they’d hire the professional again. 
· Conducting an online search of your state's contractor license database to verify that the contractor has a valid license. 
· Calling the insurers listed on the insurance certificates to verify that the policies are valid and in effect. 
· Checking with your local city and county building departments—and your local Better Business Bureau—to see if there's a history of complaints against the repairman or contractor. 
· Logging onto your state attorney general's consumer investigations Web page to see if the repairman or contractor is under investigation. 

Require written estimates for all jobs.

To avoid being ripped off, ask them to give you a written estimate with details regarding:

· The scope of work to be performed, including cleanup.
· Their work schedule with start and end dates.
· Specifications for all required building materials and building permits.
· Their payment schedule.

· Warranties covering workmanship and building materials used. 

Require all workers to sign your state's version of a waiver and release of lien upon final payment form. 
Under most state construction lien laws:

· Anyone who provides a service, labor, or materials for the improvement of real property has a right to file a lien against the property for nonpayment.

· If you do pay a contractor for a job, and the contractor fails to pay the subcontractors who supplied the labor and the materials, you're still financially responsible for paying them even though you've paid the contractor in full. 
In other words, you could end up paying for a job twice if you don't have legal proof that everyone was paid in full. 

To avoid that, you must have everyone who works or supplies materials on your job sign a waiver and release of lien upon final payment when they're paid. This way, you'll have legal proof that everyone connected to your fix up was taken care of. 

Conduct final walk-through inspections before making final payments.
Lastly, prior to making any final payments, do a walk-through inspection of the property to make sure the work’s been done to your satisfaction. 

· Check for the quality of the materials and workmanship. 
· Make lists of all discrepancies and give them to the appropriate contractors to correct. 

In summary, as an investor, getting bargain properties with an eye towards appreciation is what will ultimately make you successful. If home values in your area go up, inflation goes down, and the market works for you versus against you, you’ll have the best chance of creating great wealth from your properties. 

Of course, knowing that conditions aren’t always that positive, it’s important to know when and how to take matters into your own hands. That means taking the right steps and making the smartest improvements possible to get the best return on your investments.

Chapter 10: Property Management

Your real estate deal has closed and you are the proud owner of a 50-unit rental property. It’s a move you’ve been planning for a long time and you’re counting on it to make money for you while you sleep. After all, now all you need to do is sit back and collect your rent checks. Right? 

Well, if you’re a smart landlord, not necessarily. Sure, you bought the place as an investment and, if you do things right, it should pay for itself and then some. But getting to that outcome requires some savvy on your part as a property manager. 

That doesn’t mean you have to be super hands on (in fact, that’s a decision you should have explored as part of due diligence). But it does require you have the right skills to ensure that your income-producer does just that: makes you money. Without, that is, eating up your time, your resources, or anything else that drew you to the deal in the first place.

The fact is most people who buy rental properties do so with the goal of having the property almost run itself—unless, that is, you’re excited by the daily tasks of developing lease agreements, finding tenants, managing repairs and complaints, and what have you.

That said, being a successful property manager of any type requires you be educated on how to stick with a game plan that achieves your desired objectives—financial and otherwise. While I could write a book alone on how to do this—and how to manage a property most effectively—instead, I’ll focus on the basics. And give you in this chapter a foundation for what you need to know about being an effective property manager and landlord.

----------------------------------------------------

Sidebar: Essential Skills for Property Managers

To be an effective property manager, you need to be savvy in four essential skills:

Management
As a good manager, you want to remember that real estate investing is a business. And at the end of the day, you’re trying to raise net operating income through your holdings. To do that, you can either raise overall income or lower expenses.

While the latter may be difficult, the former may be a better way to go. One way to do that is to raise rents annually. But how? That can be difficult in the best of times, but especially if you’re already struggling to find occupants?

Being a property manager requires you to know how to problem solve by, for example, letting current tenants know their rents are going up in 12 months—and then checking in at the 11th month to see if they’ll be renewing their leases.

Accounting

You need to use basic accounting to your advantage when you’re a landlord. That means getting training your tenants to pay the rent on time and giving them consequences if they don’t. 

Good accounting also involves:

· Setting up a bank account for the property that’s separate from other projects, so you can isolate how things are going.

· Using a financial software package, if you’re at all computer savvy, that can help you track rents and expenses.

· Your financial advisor (which you’ve hopefully done prior to making the purchase) in terms of helping you navigate taxes.

· Knowing what you’re spending. That means making sure that all your bills (especially the mortgage) are being sent to the correct address and holding actual expenses up against what you had planned. If there are discrepancies, work to identify and resolve them as they present themselves.

Creativity

Being creative as a property manager is all about using leverage to either raise your income or lower your expenses, as I mentioned earlier. That includes providing rewards and penalties for tenants as motivation for meeting their monthly obligations. 

For example, at our office, we tell them that their monthly rent is $800, versus the $850 that’s on their lease. Then, we say that if they pay before the 5th, they only have to pay $800. But, if they pay after, there’ll be a $50 surcharge. 

Vision

This skill is both practical and critical, as it mandates that, as a successful property manager, you have the foresight to know what’s happening in an ever-changing market—and how to use it. 

For example, it might necessitate you:

· Sell one building and buy another (i.e., one area is declining and another is up-and-coming). 

· Raise rents, if, for example, interest rates are rising, fewer people are buying, and more people are renting. 

· Keep rents where they’re at, when the rental business is sluggish.

---------------------------------------------------------
It’s best to farm out the full-time task of property management
Whether or not to manage your own income property is one of the biggest decisions you’ll make as an owner (and something you should have at least explored prior to making the purchase).

That said, there are many different options for which way to go, not the least of which is choosing to do it yourself. And while I understand some people simply don’t have the resources to bring on the extra help, for those of you who do, I don’t recommend it.

And here’s why: as an owner and landlord, you’re already wearing several hats. Taking on full management of the property will burn you out faster than anything else involved in being a landlord. 

-----------------------------------------------

Sidebar: Hands On or Not: A Checklist

At some point, every real estate investor is going to have to make the important decision of whether to manage his or her own property or hire a manager. To help decide, ask yourself the following:

· How comfortable are you with managing your own property?

· Is your new property five rental units or 50?

· Is this your first property or are you an experienced veteran?

· Do you enjoy being a manager or would you rather stay behind the scenes?

· Does your budget allow for hiring a property manager? Or, is it better suited for self-management, hiring contractors as necessary?

· Do you live near the property so it makes it easy for you to be on site if necessary? Or, are you living on one coast and need a set of eyes and ears on the other, where the property is?

Use the answers to identify what’s best. In the end, it may just come down to what makes you most comfortable. For example, if your ease with a rental property is the repair and construction phase, and not the paperwork and office phase, a property manager might be a good investment. The peace of mind may be worth a lower profit.

---------------------------

Remember, most people invest in income-producing properties as a smart—and even more importantly, efficient—way to gain time and money. Taking on the role of full-service manager can be counterproductive. After all, it takes time to worry about cleaning units, fixing plumbing, hiring contractors, collecting rents, finding and dealing with tenants, managing any legal issues, etc. 

Instead, I advocate farming out the task (providing, again, you have the budget). That means, knowing first, what you’re looking to get for your money.

In general, property management companies negotiate the many responsibilities associated with owning real estate. Their job, among other things, is to:

· Negotiate and stabilize the relationships between landlord and tenant. 
· Manage income, such as expenses, repair, maintenance, and other aspects of construction and development.
· Work with you to achieve the goal of ensuring your investment returns successfully.
That said, there are several approaches available for hiring help. You can:

· Farm out the job full-time for a six to 12 percent fee (on the higher end in resort areas, where a management fee may be part of the buying incentive).

· Hire a retired person part-time, especially if you’re just starting out or have limited resources. 

· Start your own business and hire a full-time property manager and maintenance person (at $25,000 a year each). Having 100 units is a good benchmark for when this is appropriate. 

· If you’re buying during the pre-construction phase and there isn’t a property management function built in, then find one. Get references and start ironing out the details so a property manager’s in place at least 60 days before you’re allowed to have a tenant. (Also, try to identify and negotiate as part of a wholesale buying group so you can get a service discount.)
------------------

Sidebar: What to Consider When Interviewing Property Managers
· Experience: How long have they been in business and what kind of properties do they handle? 
· Cost: With fees ranging from six to 12 percent, look for a company that charges less and provides more. 

· Communication: Look for managers who have a reputation for being responsive.

· How to terminate: Know up front what it will take to get out of your agreement, if necessary.

· Repairs and Maintenance: Find out if they have their own maintenance crew and, if they don’t, how much it costs to contract out. 

· Monthly Statements: Make sure you get monthly or quarterly statements.

· Evictions: How do they handle them and for how much?

· Yard Work: What do they charge for yard work, including landscaping? Will they move lawns? Remove snow?

· Reserves: What kind of reserve does the company require? 
· Accounting: When will the manager mail your check to you? And how are rent deposits handled. 
· Vacancies: Some companies will actually charge you half a month’s rent to fill vacancies and, if they do, forget them. Instead, increase your advertising.

· Advertising: Where and how do they do it? Using “for rent” signs, in the paper, online? There are a lot of places you can advertise for free. With that in mind, make sure what they’re offering is cost-effective.

· Section 8: Do they have experience dealing with section 8 properties and tenants?

------------------------------------------

Develop an ironclad lease or rental agreement

A good lease or rental agreement is the next step in being an effective owner and landlord—no matter which way you go regarding property management.
Essentially, each is a legal and practical document that sets out the rules landlords and tenants agree to follow in their rental relationship. No matter how long it is (typically from between one and five pages), it needs to cover the following basics:

Names of all tenants 

Make sure to include any adult who plans to live in the unit and their signatures. In doing so, you make each legally responsible for adhering to the terms of the lease agreement. With that in place, for example, you can:

· Get the rent from one tenant, if another skips.

· Terminate all of them if only one violates an important term of the tenancy.

Limits on occupancy 

By specifying that only the people who’ve signed the lease live there (along with their minor children), you’re protecting your right to limit the number of occupants. And, to screen and approve the people you want to be there. 

Terms of tenancy

This identifies whether the lease is a rental agreement or a fixed-term document, based on your choice and how much flexibility you want in your arrangement. Consider that: 

· Rental agreements usually run month to month and self renew, unless somebody chooses to terminate. 

· Leases generally last a year.

Rent 
It goes without saying that you want to outline the terms of how rent will be paid, where, and for how much, etc. in the agreement. After all, rent is the point. I recommend spelling out the details, especially as they relate to acceptable ways to pay and late fees.

Deposits and fees 
How many times have you heard people complain they didn’t get their security deposits back when they left their apartments? The fact is the security deposit can be a great source of contention between landlords and tenants. That’s why you want to spell out everything you want your tenant to know about the security deposit, including how much it’ll cost, how it’ll be used and may not be used (as a last month’s rent), and any other issues.

Repairs and maintenance 
Outlining your tenants’ responsibilities for repairs and other maintenance items can be your best defense against their withholding rent. 
Entry to rental property 
To avoid having tenants claim you entered the premises illegally (for example, to make repairs) or violated their privacy, include a clause in your agreement that clarifies your legal right of access to the property. It should include how much notice you’ll provide the tenant before coming in. 

Restrictions on tenant illegal activity 
It’s also important to include a clause that prohibits disruptive behavior, such as excessive noise and illegal activity (i.e., drug dealing).

Including these terms is one way to prevent tenants from acting in ways that create problems for you as a landlord, property manager, and owner.

-------------------------------------------------

Sidebar: Combating No Shows: Get Smart Versus Stood Up

How many times have you scheduled an appointment with a prospective renter, only to find yourself waiting by the curb for them long after the planned meet time?

Instead, think ahead by making sure the person you’re dealing with is legitimate, in both their desire to see the place and potentially rent it. Here’s how:

· Ask the applicant to drive by the property before you show it. That way, they won’t schedule an appointment and drive off if they get there before you and don’t like the landscape.

· Tell prospects you tend to forget appointments and “would they mind calling you an hour before to confirm.” That guarantees they’ll be there.

· Get better at pre-screening applicants. Most prospects won’t tell you to your face that they can’t afford the payment or don’t understand the lease. Rather than wait to discuss these issues, ask them about their qualifications (i.e., what’s your total household income before taxes, how much do you have to invest, why are you moving, etc.). Tell applicants then that they don’t meet the owner’s guidelines if they don’t. That you “don’t want to waste their time” when really, you don’t want to waste your own. 

· If, after a prescreening, the caller insists on seeing the property anyway, tag him or her onto a showing you already have set up. 
· Be accommodating within reason. While being “customer friendly” is always a good idea, revolving your schedule around those of your prospects can backfire. Instead, offer several “pre-set” appointment times (i.e., Saturday mornings or Wednesday nights). Believe me, renters don’t appreciate you any more because you jump when they want. In fact, doing so sets a tone that you probably don’t want to encourage.
Finally, get over the idea that a prospect’s time is more valuable than yours. When you give that impression, you open yourself up to being taken advantage of—not only during the exploratory phases but throughout your relationship.

-------------------------------------------------------

Use effective advertising to find good tenants

Finding and choosing tenants is the most critical decision any landlord makes, and to do it well you need a reliable system. Savvy landlords follow specific steps to maximize their chances of selecting tenants who will pay their rent on time, keep their rentals in good condition, and not cause any legal or practical problems later.

Your first step, then, is to define all of the terms of the rental so that you can properly advertise the space. This includes:

· Rent amount, size of space, location, and lease length (i.e., yearly or month-to-month).

· How many tenants are allowed (including pets).

· A phone number for more details.

· The date and time of any open house.

Once you’ve developed the content for your ad, present in a way that’s easy to understand and honest. To do that, avoid abbreviations and real estate jargon. Most people can see through it. 

When the ad is to the point of best showcasing what your property has to offer, consider how you’ll distribute it for maximum exposure—and impact. I recommend using a variety of methods, including:

· “For rent” signs, which work best when there’s a lot of foot and car traffic.  Strategically place them front of the building or in one of the windows. Make sure the building looks good—that includes any yard or landscaping.

· Newspaper ads. Many tenants will begin their search with the classified ads (especially out-of-towners who will subscribe from afar for the information). Stick with newspapers that are known for having a lot of residential listings. 
· Neighborhood flyers: Post flyers with your ad at the neighborhood grocery stores, laundromats, and coffeehouses. Include tear-off strips with your phone number. Make sure the people who go to these places will be interested in what you’re offering. After all, if your place is pricey, you may not find many tenants at the laudromat—but you will at the high-end gym down the street.

· Online listings: Online rental services have become very popular. Just know where to spend your time. You want to focus on regional versus national. And don’t overlook www.craigslist.com--an extremely popular and free service that has all but usurped the others in many parts of the country.
· Apartment-finding services: Here, landlords pay to list their properties, though sometimes it’s the tenants who pay the fee when the unit is rented. If this system is popular in your area, you may want to consider it.
· Word of mouth: Tell friends, colleagues, neighbors, and current residents you’re looking for tenants. You never know what will come back. 

· University or corporate housing offices: If your rental is near a large college or university, consider posting the rental through their housing offices. Same goes for big employers nearby with employee assistance programs. 
Remember, deciding which way to go is all about target marketing. Your goal is to get your ads in front of the prospects you think best fit what you’re both looking for. So, for example, if you rent to college students, you may not want to advertise in the “over-55” communities or, say, the Yellow Pages. Instead, your best bet is the campus newspaper and housing office.
Be a polite but distant landlord

Once you have tenants, take some time to figure out how you’ll deal with them. That involves developing your own personal style as a landlord.  

Whatever that is make sure it doesn’t include your getting too personally involved with your tenants, because that’s a novice mistake. Getting too friendly can cost you in terms of time, money, and potential legal problems. And you did not invest in the property to lose money. 

A better approach involves a more professional take, making sure all your interactions remain focused on business. That means using letters and emails in lieu of calling and visiting your tenants (also good in keeping a communication trail, just in case you need one). These things leave you open for arguments and even danger—especially if you’re dealing with tenants who aren’t as they first appeared to be and failing to live up to their obligations.

Now, I’m not saying you can’t be polite. What I am saying is that there are too many landmines involved in the tenant/landlord relationship to chance it. So be nice, but at a distance. And remember to refer back to the terms of your lease whenever you feel trouble brewing—or it’s necessary. 

--------------------------------------

Sidebar:  Use a Customer Loyalty Program to Keep Tenants

You all know what a customer loyalty program is, if not by definition, by experience. After all, at some time or another, we’ve all been a participant. Consider the frequent flier programs developed by airline carriers, or the discount cards offered at various grocery outlets. 

A customer loyalty program is simply a fancy term for giving customers a reason to buy from you—and stay with you. And there’s no reason why you can’t use the same approach when it comes to finding and retaining good tenants. After all, doing so well cuts down on the time and money you have to spend finding new ones. 

With that in mind, here are some ideas for creating your own customer loyalty program within the context of a rental relationship:

· Give residents a perk on each rental anniversary, such as a minor property upgrade like new blinds in the bedroom, or a free carpet cleaning. 

· Send tenants a letter each time you’re providing them with a perk or an upgrade (not raising the rent for a year, redoing the hallways, giving them a discount for paying their rent early, etc.). Develop perks or upgrades intentionally so you have a reason to communicate. Thank them for being such good and valued residents.

· Talk to your tenants once a year near the date they first moved in. Send a card or checklist that encourages them to discuss any reasonable concerns they have and new options available (i.e., two-week versus monthly payment plan, a move to a larger unit in the same building, a 10 percent annual refund of their security deposit for passing semi-annual inspections, etc.) for the next year of their residency. 

· Set up a time to sit down and talk with them about what they might want. This gives you an opportunity to meet their changing needs so they sign for another year and then some.

-------------------------------------------------

Be firm and consistent when it comes to expecting and collecting rent

Collecting and receiving rent is the cornerstone of investing in a rental property. For some landlords, it’s a simple and routine process (i.e., getting it personally, setting up a drop box, providing tenants with payment coupons, requiring it be mailed, and even setting up a system of direct deposit). For others, however, it can be a problem. 

To avoid the latter, I recommend you be specific and consistent from the beginning of the lease (and in the lease) in terms of how you want your tenants to pay, by when, and the consequences of failing to deliver the check. The best way to do that is to:

· Remind tenants when they move in of what’s in their lease agreement regarding rent. 

· Set an early precedent that your policy for penalizing late payments is firm. That’s because once you accept excuses, you lose your credibility with residents who’ll assume that it’s okay to be late with rent (or worse) since you were “so understanding the first time.” 

· Send a letter out as soon as rent becomes late, the very first day after any grace period specified in your lease.  Include the late charge if there is one and do not make "deals."
· Be aware, as the months pass, of who acts responsibly in terms of paying on time and who doesn’t. Be sure to address the latter in a professional manner before problems have a chance to escalate.

Finally, make sure you keep files of all your communications (email and otherwise) with tenants so as to avoid any confusion, should the need to review come up. Good records often come in handy later, should you have to take legal action. Being organized can save you in time, money, and angst.

----------------------------------------------

Sidebar: If you must evict and other legal matters
Unfortunately, not all tenants are ideal and there are all too many who fail to meet the obligations of their lease by failing to pay their rent on time—or at all. 

When that happens too many months in a row, you do have the right to take legal action by either pursuing:

· Eviction, which means getting a document signed by a judge that permits the local sheriff or constable to forcibly remove the tenants from your property. While eviction can be a detailed, complicated, and sometimes lengthy process, it also varies from state to state so it’s best to check with your local jurisdiction to find out about the specific regulations. 

· A money judgment, which allows you to recover what you’re owed from the tenant—even years after the fact, if you were stiffed. You have a good chance of winning this if the tenant showed up in court, and he or she was personally served with court papers. If, on the other hand, eviction papers were posted on the door of the unit or mailed, you won’t get a money judgment from the court.

Still there are other ways to get money back from a delinquent tenant, including applying the security deposit against anything owed for back rent or damages. Or, suing the tenant for it, which is easy and doesn’t require the services of an attorney. Simply: 

· File the claim before the end of the statute of limitations, which generally ranges from three to six years, depending on where you live.
· Once you have the judgment, you can collect it against all non-exempt assets of the debtor (this excludes retirement accounts, for example) and even the debtor’s spouse in states that recognize community property. They include Arizona, California, Idaho, Louisiana, Nevada, New Mexico, Texas, Washington and Wisconsin. 
There are other ways to get blood from a stone if you have to deal with a bad faith tenant, but I first recommend considering how much this person owes and the likelihood of collecting. After all, the effort may not be worth it. Yet, if it is, it’s smart to make recouping such losses an important part of your business practice.

-----------------------------------------------------

Reduce your risks and liability by having the right insurance

As you move through the due diligence process, it’s vital you consider how the new property will affect or change your situation. After all, you don’t want to be underinsured as it will increase the risks and your personal liability as a landlord. 

To the contrary, you should make sure you have all the necessary protection. To do that, I recommend you do the following.

Keep the appropriate insurance coverage
That means maintaining adequate property and casualty and general liability insurance on your rental property. You should also have a personal or commercial umbrella insurance policy to give you added liability coverage. And don’t forget flood insurance, especially if you’re an area near water. Require your tenants and employees also have the appropriate coverages (i.e., renters insurance and workers comp, for example), so if anything happens, you’re not responsible. 

Form a separate business entity to hold the title to your rental property 

There’s no denying we live in an overly litigious society. For that reason, I recommend forming a subchapter S corporation or limited liability company (LLC) to hold your rental’s title. That way, there's a clear distinction between your personal and family assets, and those held by your business. And the former cannot be held accountable for the latter.  
Know and practice effective risk management techniques 

I know I mentioned this earlier, but it bears repeating: keep a safe distance from tenants and your relationships all business. That’s because the best way to stay off the radar of potential adversaries is to adopt a low-key persona that doesn’t draw attention. 

Screen all prospective tenants for criminal and other convictions 

To do that, have prospects fill out a written rental application that asks for information about past evictions and bankruptcies, as well as employment and credit histories. Get their social security and driver’s license numbers. Ask for references. Then use that information to verify who you’re dealing with. And document how you’ve gone about the process of leasing a unit, so you aren’t prey to a discrimination suit.
Being an effective property manager means taking all the necessary steps and precautions to insure you meet your goals—and the reason you bought an income-producing building in the first place: to make money. 
Being a property owner and manager affords you tax deductions

Owning a rental property shouldn’t just bring you a profit, but some tax advantages as well. In fact, if you don’t know about said advantages, you’re probably paying too much on your rental income.

The truth is that rental real estate provides more tax benefits than almost any other investment. But tax deductions—based on, say, interest (your single biggest deductible expense), insurance premiums, or depreciation—are worthless if you don’t take advantage of them. Along with these three, here are a few others:

· Repairs. The cost of repairs (that are necessary and reasonable, like repainting, fixing leaks, and replacing broken windows) are fully deductible in the year you make them. 

· Travel. You’re entitled to a tax deduction whenever you drive or fly anywhere for your rental activity—whether visiting a tenant, a property, or the hardware store. Deductions can include the cost of airfare, gas, hotel bills, and, even more obviously, supplies for repairs. 

· Home office. Provided they meet certain minimal requirements, you can deduct your office expenses from your taxable income. 
· Employees and independent contractors. Whenever you hire anyone to perform services for your rental activity, you can deduct their wages as a rental business expense. 
· Casualty and theft losses. If your rental property is damaged or destroyed from a sudden event like a fire or flood, you may be able to get a tax deduction for all or part of your “casualty” loss. How much depends on how much was destroyed and whether it’s covered by insurance.

When all is said and done, owning an income-producing property can afford you a diversity of benefits—the main one being that you get other people to pay for your home ownership. 

That said, and you’ve likely heard it before, there are no free lunches. Whether you manage the property yourself or hire a company to do it for you, being a successful owner and landlord requires time, energy, interest, and more than a modicum of savvy. 

If you’re experienced, you may know what to expect in terms of developing leases, finding and dealing with tenants, collecting the rent, and navigating the tricky terrain that can be part and parcel of property management.

But if you’re not, your best bet is to get educated fast, call in experts to help, and make as many decisions as possible during the due diligence part of your purchase. That way, you know how hot the fire will be before it burns you. And you’ll be the most prepared to take on the new role of property manager and landlord. 

You may not make money while you sleep, but, if you manage well, you will make money. And that’s what investing in real estate is all about.

Newsmax Special Report
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IT AIN’T BEANBALL: BERNANKE TAKES A SWING AT INFLATION, PRICE STABILITY AND HIS OWN LEGACY

Ben Bernanke is a renaissance man. 

He’s a licensed helicopter pilot, an award-winning speller, a retired squash player, a star economist, a family man, and an author. He’s also a notorious baseball enthusiast with, not surprisingly, a fascination for game statistics. 

And recently, the 51-year-old who’s spent much of the last three decades studying interest-rate policy added the credential of the “most powerful central banker in the world” to his resume. 

On February 1, 2006, President George W. Bush swore Bernanke in as the 14th chairman of the nation’s bank. “Ben Bernanke is the right man to build on the record [Former Chair] Alan Greenspan has established,” said the President.

Wall Street and financial pundits, in general, seem to agree. After Bernanke’s confirmation, reports show stock prices rose, the dollar held steady, and people seemed relieved. Their collective concern didn’t materialize: that Bush would nominate a candidate who favored political ideology over independence and ability. 

Instead, the President chose a man with what some believe are dazzling academic credentials, a short but successful stint as a Washington policymaker, and little partisan baggage.

“We need a careful, non-ideological person who understands that the Federal Reserve’s main job is to fight inflation and Ben Bernanke seems to fit that bill,” said Sen. Charles Schumer (D-NY), the highest-ranking Democrat on the Senate Banking Committee.

THE RIGHT MAN FOR THE JOB
Like Schumer, many in Washington and New York, see Bernanke as the right man for the task. They say he’s a man with a world class reputation, credibility on Wall Street, and a sensibility free from cronyism. 

They also like his philosophy on the role of the Fed Chair: that his job is to focus on interest rates and inflation, not debts and deficits. The final say on the latter lies with the president and Congress. 

And they like his penchant for inflation targets, clear communication, and a transparent Fed. These are principles they suspect he’ll use to distinguish himself from Greenspan and forge his own identity as Fed chair. 

-------------------------------------------------------------------------------------------------

Sidebar: Greenspan vs. Bernanke: How They Compare 
When Former Federal Reserve Chief Alan Greenspan’s term in office expired on January 31, 2005, many people said, “There goes a legend.” 

Indeed, many do believe that Greenspan’s rule heralded him as a cultural icon. A man who would go down in the history books of future generations for his public policy on keeping the nation’s banking system and overall economy healthy. 

It was a gift, then, to his successor Ben Bernanke when he publicly gave him his blessing. Bernanke was sworn into the job Greenspan vacated by President George W. Bush on February 1, 2006. 

“The president has made a distinguished appointment in Ben Bernanke,” Greenspan said. “[He] comes with superb academic credentials and important insights into the way our economy functions. I have no doubt he will be a credit to the nation as chairman of the Federal Reserve Board.”

Yet, it still remains to be seen how the high tide left in Greenspan’s wake will rise and fall for the new man in Washington. One thing is for sure: Politicians and economists have strong opinions on how he should succeed Greenspan, who some believe, was the most popular central banker in our nation’s history.

“Chairman Greenspan’s success was that people had confidence in him. Now, the most important thing for Ben Bernanke to do is build on that confidence and credibility,” said Senator Chuck Grassley (R-Iowa), chairman of the Senate Committee on Finance.

Yet, some say central bankers are not supposed to be celebrated like rock stars. They claim Greenspan’s other worldly-like image may have a created a public that was overconfident in his ability to keep the economy growing.

Now that he’s retired, many agree it would be good for the Fed to be less dominated by a larger-than-life chairman. And in that sense, Bernanke may have found a potential lifeboat. 

While the straight-talking Ivy League economist said his “first priority will be to maintain continuity with the policies and policy strategies established during the Greenspan years,” that doesn’t necessarily mean he plans to forego his own ideas for running the Fed successfully. In fact, he seems unafraid to map his own course—or bear the consequences, whether they’re credit for a booming economy or unpopularity if things go south.

To the contrary, his plan is to take it slow, make no sudden turns, and lead the Fed on an evolutionary journey that will take businesses, households and investors to what’s best for them financially.

Observers say he’ll do it with style and substance that might very well be, in some ways, markedly different from his predecessor.  

For example, Bernanke is:

· Known to be less ideological than Alan Greenspan. Whereas Greenspan was regarded as a partisan figure before he became chairman of the Fed, few of Bernanke’s academic peers say they even knew he was a Republican until he moved to the White House.

· Less reluctant to weigh in on political issues than was Greenspan. While Greenspan publicly supported the Bush tax cuts, Bernanke, when questioned about taxation policy, said that it was none of his business. He claimed his exclusive remit was monetary policy. He added that fiscal policy and wider society-related issues were for politicians to wrestle, not him. 

· Committed to speaking in plain English, versus Greenspan who many say couched his big ideas in caveats and conspicuous vagueness. It’s a difference that will require some adjustment on the part of the markets, according to Professor Alan S. Blinder, a former Fed vice chairman and frequent lunch partner of Bernanke’s at Princeton. He says Greenspan was head of the Fed for so long that the markets had gotten to speaking “Greenspanese,” he said. Now they’ll have to learn Bernanke’s language.

· Sure to be less of a fixture than Greenspan was on the Washington social circuit, preferring quiet nights at home and small gatherings of friends and family. But not so introverted that he won’t be able to develop close, private relationships with key members of Congress and at the White House. 

· A long-standing supporter of inflation targets, unlike Greenspan.

While there are these and other differences between the two economists, it’s not all about where they diverge. Aside from sharing the same office space at one time or another, they also share a willingness to question conventional wisdom. After all, Greenspan heralded America’s 1990s productivity boom long before anyone else.

And, Bernanke, in a similar vein, has already started promoting inflation targets, the global saving glut instead of domestic profligacy as an excuse for a growing deficit, and the printing press as a viable, albeit, non-traditional tool for forestalling deflation.

Even more importantly, experts agree that Greenspan and Bernanke share the common denominator of wanting what’s best for the country. And that’s a qualification no politician or economist can argue with. 

---------------------------------------------------------------------------------------------------

Still, like all powerful men, the new Fed head does have his skeptics, including supply-side economists who favor deep tax cuts and tight monetary strategy. Some wonder whether the one-time academic can translate theory into effective policy. Others worry he might neglect inflation by focusing too heavily on deflation—one of his pet subjects. 

Then, there’s the cumulative question of whether Bernanke can effectively grab the reins at a moment of rising economic unrest. After all, the U.S. trade and budget deficits are soaring. The once-blistering housing market might be cooling. Rumors continue to rumble through Wall Street of dangerously overextended hedge funds ripe for collapse. 

Like his predecessor—who oversaw the country’s finances through a market crash, corporate scandal, natural disaster, and terrorist attack—Bernanke is poised to face significant challenges within months of taking office. This includes, for example, a looming war with Iran, the soaring price of crude, and, according to House Speaker Dennis Hastert of Illinois, “the job that remains rebuilding from the Gulf Coast hurricanes.” 

“I am hopeful that Dr. Bernanke will provide the steady hand our nation needs to continue to grow the economy,” Hastert said.

“We need an independent voice, free from political influence and interference, who will speak the truth to policymakers in Washington,” said Sen. John Kerry (D-Mass.). “At a time when the number of Americans without health insurance, gas prices, and education costs are skyrocketing and wages aren’t keeping pace, it’s time for some common sense.”

Does Ben Bernanke have it? Just how prepared is this economists’ economist to oversee the nation’s finances? How did he get this far? And now that he’s arrived, how does he plan to guide the U.S. economy over the next seven years? 

PATH TO POWER: A STAR IS BORN

It’s a story that began in Augusta, Georgia on December 13, 1953, when Ben Bernanke was born. His father Philip was a pharmacist. And his mother Edna was a substitute schoolteacher. Together, they raised him in Dillon, South Carolina, where his mother said he first showed an apparent fondness for currency. 

“We came home one time and he was playing pennies with someone,” Edna’s quoted as saying about her son, then age three. “He could add and subtract. You’d say, ‘What if I had nine pennies and I take away three?’ and he’d tell you right away.”

By the time he was 11, she said Bernanke also started to display strong skills in English and spelling, subjects that like math and numbers, drew his interest. In fact, in the sixth grade, he won the state spelling bee, but missed higher acclaim when he faltered on the word “edelweiss” a flower. 

He made up for it in high school, where, like a typical teenager, he learned to play a musical instrument (the saxophone) and hoops with friends in the back yard. But unlike his peers, he also taught himself calculus, since it was not offered at his school. He became a speed reader. And, as if that weren’t enough to display his formidable talents, he scored a 1,590 out of a possible 1,600 on his SATs—the standardized tests required for admission to college. 

THE IMPACT OF BASEBALL AND THE GREAT DEPRESSION

It was no surprise, then, that with such unremarkable intellectual ability he’d go on to study Ivy League economics at Harvard University. Although, his friends said he considered majoring in English and mathematics before settling on monetary policy. During college breaks, he worked a variety of jobs, including a stint as a waiter, and then graduated summa cum laude from the prestigious institution in 1975. 

Four years later, he went on to earn his Ph.D. in economics at the Massachusetts Institute of Technology. Instead of protesting the war and experimenting with recreational drugs like some of his contemporaries, he studied the underpinnings of the city’s beloved Boston Red Sox and the monetary forces that led to the Great Depression. 

It was this period in U.S. history, one accompanied by substantial monetary deflation, on which he built his doctoral thesis—as well as many of the ideas that he’d later espouse as both a teacher and Washington policymaker. In doing his thesis research, he probed into the Fed’s role, its failure to fight a dangerous downward spiral in prices, and the adverse relationship between market uncertainty and investment demanded in the aggregate economy. 

What he uncovered helped shape his aversion to deflation and its destabilizing effects, such as recession, financial stress, and rising unemployment. 

It also planted the seeds that would later grow into his platform for running the most important central bank in the country. That included intensifying the bank’s efforts to prevent inflation, using targets to keep down unemployment and inflation, and controlling the growth of the money supply by adjusting interest rates. 

FROM PROFESSOR TO POLICYMAKER 
After MIT, Bernanke put off taking a job developing and overseeing public policy and moved to California with his new wife, Anna, to teach economics at Stanford. There, he quickly emerged as a top teacher, besting professors with 20 plus years of experience. 

He continued to draw high marks as a teacher at Princeton in 1985, although he eventually gravitated toward administration. In 1996, he was named chair of the economics department, where sources say he used a soothing bedside manner and a subtle diplomacy to build consensus among bickering faculty members. Today, the department is often cited as one of the top two or three in the nation. 

While building bridges at Princeton, he also joined the school board in Montgomery Township, New Jersey. At the time, it was a farming town that was quickly transforming into a bedroom community for ambitious professionals. When he arrived, it was a board in tumult. Area schools faced a looming space crunch as younger families moved in. Public school board meetings often dissolved into screaming matches between anti-tax advocates and pro-spending parents.

His six years of service (via two elected terms) highlighted his emphasis on analysis over ideology. Former colleagues said that he would crunch the numbers to see if it made sense to build new schools and then live by the results. 

And, in 2000, despite his preference for lower taxes, he provided the tie-breaking fifth vote on a bond issue that raised area property taxes by almost $400. Sources said that he recognized the need for action. Without it, there’d have been little way to accommodate 2000 new kids feeding into an already robust student population. 

In 2002, Bernanke moved on to the Federal Reserve’s Board of Governors. That’s when the word “deflation” began appearing more frequently in the business news. Bernanke went on to give a speech that economists refer to as “the printing press speech,” during which he praised the paper money system as one way to cure deflation. 

“The U.S. government has a technology, called a printing press (or today, its electronic equivalent), that allows it to produce as many U.S. dollars as it wishes at essentially no cost,” Bernanke said. “Under a paper-money system, a determined government can always generate higher spending [by printing more money] and hence positive inflation.”  

Or, as he’d sometimes say, it can “throw money from helicopters,” generating the idea of “Helicopter Ben.” It was a name that, over the years, stuck with traders.

In June 2005, he moved to the President’s Council of Economic Advisors. Colleagues said that his academic experience and service on the school board were due preparation for a Washington career. 

“[His] previous service on the Fed’s board of governors under Greenspan has provided him invaluable preparation for this critical role and his steady hand and solid judgment should serve our financial markets well,” said Marc Lackritz, president of the Securities Industry Association.

As it were, he’d already laid the foundation for the move by spending the past several decades studying, speaking, and writing about monetary issues, and establishing himself as an expert. 

He had authored numerous books and articles, some focusing on his main idea of targeting inflation—or holding inflation to a specific level, preferably somewhere between one and three percent, over two years. (See “A Bibliography: Who is Ben Bernanke.)
-------------------------------------------------------------------------------------------------------

Sidebar: A Bibliography: Who is Ben Bernanke? 
Ben S. Bernanke was sworn in on February 1, 2006, as Chairman and a member of the Board of Governors of the Federal Reserve System. Dr. Bernanke also serves as Chairman of the Federal Open Market Committee, the System's principal monetary policymaking body. He was appointed as a member of the Board to a full 14-year term, which expires January 31, 2020, and to a four-year term as Chairman, which expires January 31, 2010.

Before his appointment as Chairman, Dr. Bernanke was Chairman of the President's Council of Economic Advisers, from June 2005 to January 2006.

Dr. Bernanke has already served the Federal Reserve System in several roles. He was a member of the Board of Governors of the Federal Reserve System from 2002 to 2005; a visiting scholar at the Federal Reserve Banks of Philadelphia (1987-89), Boston (1989-90), and New York (1990-91, 1994-96); and a member of the Academic Advisory Panel at the Federal Reserve Bank of New York (1990-2002).

From 1994 to 1996, Dr. Bernanke was the Class of 1926 Professor of Economics and Public Affairs at Princeton University. He was the Howard Harrison and Gabrielle Snyder Beck Professor of Economics and Public Affairs and Chair of the Economics Department at the university from 1996 to 2002. Dr. Bernanke had been a Professor of Economics and Public Affairs at Princeton since 1985.

Before arriving at Princeton, Dr. Bernanke was an Associate Professor of Economics (1983-85) and an Assistant Professor of Economics (1979-83) at the Graduate School of Business at Stanford University. His teaching career also included serving as a Visiting Professor of Economics at New York University (1993) and at the Massachusetts Institute of Technology (1989-90).

Dr. Bernanke has published many articles on a wide variety of economic issues, including monetary policy and macroeconomics, and he is the author of several scholarly books and two textbooks. He has held a Guggenheim Fellowship and a Sloan Fellowship, and he is a Fellow of the Econometric Society and of the American Academy of Arts and Sciences. Dr. Bernanke served as the Director of the Monetary Economics Program of the National Bureau of Economic Research (NBER) and as a member of the NBER's Business Cycle Dating Committee. In July 2001, he was appointed Editor of the American Economic Review. Dr. Bernanke's work with civic and professional groups includes having served two terms as a member of the Montgomery Township (N.J.) Board of Education.

Dr. Bernanke was born on December 13, 1953, in Augusta, Georgia. He received a B.A. in economics in 1975 from Harvard University (summa cum laude) and a Ph.D. in economics in 1979 from the Massachusetts Institute of Technology. 

He is married and has two children.
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It was a theory he put forth in a prescient Wall Street Journal editorial looking beyond Greenspan, which he wrote along with two other leading economists. 

“The Fed needs an approach that consolidates the gains of Greenspan years and ensures that those successful policies will continue—even if future Fed chairmen are less skillful or less committed to price stability than Mr. Greenspan has been,” he stated.

Back then, he may not have known that he was writing about himself—a man who wholeheartedly believes in price stability as the foundation of a healthy central banking approach.

PRINCIPLES IN PRACTICE: THE BEST DEFENSE IS A GOOD OFFENSE

Today, Bernanke’s friends, colleagues, and former students describe him as the real deal—the product of an educational and practical upbringing that has given him a diverse and highly functional set of skills. 

They say he’s a supple thinker. A deceptively shrewd politician with deadpan wit and a deeply calming way about him. A man with no strident political or economic ideology—in a good way. These characteristics, they say, will take Bernanke far in having successful reign of the Fed. 

“It will be important that Mr. Bernanke demonstrate his commitment to guiding the economy to produce results for all Americans rather than promoting partisan policies that benefit special interests and an elite few,” said Senate Democratic Leader Harry Reid of Nevada. 

So how does Bernanke plan to do that? By coming to the job as more than just a safe pair of hands and, instead, bringing a series of big ideas about monetary policy and scant fear of stating them. 

One of those ideas is steeped in a time-trusted cliché that states a “good offense is the best defense.” Bernanke believes the best way for the Fed to get out of trouble is to avoid it in the first place, say observers. As the head wonk, he also believes that he and his colleagues hold the key to preventing any kind of painful economic crash. 

That’s evidenced in a paper he published in the fall of 2000. In it, Bernanke outlined how the 1929 stock market crash wouldn’t have been so bad if the Fed hadn’t bungled the job. “The economic repercussions of any stock market crash depend less on the severity of the crash itself than the response of economic policymakers, particularly central bankers,” he stated.

According to his report, the decade long slump that followed the 1929 crash was the result of the Fed’s spending too much time trying to preserve the gold value of the dollar when it should have been busy stabilizing the domestic economy. 

“By raising interest rates to protect the dollar, policymakers contributed to soaring unemployment and severe price deflation.”   

By contrast, he cites what his predecessor did right in 1987, when the Fed avoided deflationary pressures and serious trouble in the banking system following the October 19 crash. 

He praises Greenspan for persuading banks to extend credit to struggling brokerage houses. In doing so, his predecessor ensured that stock exchanges and futures markets would continue to operate at normal pace. 

“Subsequently,” Bernanke wrote, “the Fed’s attention shifted from financial to microeconomic stability, with the central bank cutting interest rates to offset any deflationary effects of declining stock prices. Reassured by policymakers’ determination to protect the economy, the markets calm and economic growth resumed with barely a blip.”


AVOIDING DEFLATION, SETTING TARGETS FOR INFLATION

It’s clear that Bernanke understands the power central bankers have in preventing a catastrophe. And he plans to use it, along with a basic set of beliefs cultivated over a long career. These are the tools he’ll use to guide him in analyzing economic data and using it to set Fed policy. 

------------------------------------------------------------------------------------------------

Sidebar: The 10 Tenets of Bernankenomics: At a Glance
How does Ben Bernanke, the new Chair of the Federal Reserve Board plan to oversee the nation’s finances? By using a strong set of ten beliefs to guide him. They include the following:

1. Central bankers hold the key to preventing painful economic crashes.

2. Price stability, based on a low and stable rate of inflation, is the bedrock of sound monetary policy.

3. Inflation should be the main target of the Fed, with specific levels of between one and three percent (based on the Consumer Price Index) targeted. 

4. The more guidance a central bank can provide the public about how policy is likely to evolve, the greater the chance that market participants will make appropriate inferences. 

5. Clearly stating goals and sketching a plan for achieving them is the best way to demystify the Fed’s actions.

6. The savings patterns of other nations are to blame for the current account deficit, not just domestic profligacy. 

7. The Fed should be transparent, focused on finances and interest rates. The final say on debts and deficits should lie with the president and congress. 

8. Central bankers should rely as much as possible on the enormous amounts of economic data now available and less on hunches. 

9. The paper money (“fiat”) system—or the ability to physically print more money—is one viable cure for deflation. 

10. Political ideology is not required to be head of the Fed. The ability to maintain a healthy banking system and manage interest rates and inflation are much more important.

----------------------------------------------------------------------------------------------

He’ll also use, among others, three basic guiding principles:

1. Price stability and good communication make the difference.
 There is a consensus among Bernanke and other economic historians that a particular form of price instability—deflation or falling prices—was a principal cause of the Great Depression. And nearly all economists agree that the inflationary surge in the United States and other countries from the late 1960s through the early 1980s was an important source of economic volatility, slow growth, and high unemployment. 

For that reason, many bankers from around the world have worked hard to achieve price stability. Like them, Bernanke believes that this stability—based on a low and stable rate of inflation and a firm hand at the wheel adjusting interest rates—is the bedrock of sound monetary policy.

He also believes that good communication regarding policy as it relates to stability and inflation is a priority. “The more guidance a central bank can provide the public about how policy is likely to evolve, the greater the chance that market participants will make the appropriate inferences.” 

Borrowing from his early love of English, it has been said that Bernanke likes to speak in clear metaphors, using them to push colleagues to give investors, businesses, and households a better feel for where policy is headed.

2. Inflation should be the main target of the Fed.
If the Fed’s main task is to recalibrate its money strategy, Bernanke’s task will be to introduce the concept of inflation targets. It’s a practice that’s been embraced in other countries, but not here at home.  And it involves setting a public target for inflation—preferably of between one and three percent, based on the Consumer Price Index—against which the central bank can be held accountable. 

Since he has written a book and endless papers advocating the practice, Bernanke will doubtless nudge the Fed towards this practice. But the change will likely be evolutionary rather than radical. 

He will probably start, say observers, by suggesting to Americans the virtues of such a target, while nurturing the central bank’s rate setting body (i.e., Federal Open Market Committee) to gradual reform. That means encouraging the FOMC to publish more frequent policy forecasts and fuller statements explaining any interest-rate policy. Once again, he’ll make communication a priority.

3. The Fed should be transparent. 
“Fresh air,” Bernanke’s quoted saying, “is good for the Federal Reserve.” He says the best way to achieve it—and transparency—is two-fold. 

First, it requires central bankers to leave politics up to the politicians, and finances up to the Fed. And second, it happens best after setting up an understandable process that depersonalizes monetary policy. That means central bankers like himself should rely as much as possible on the enormous amounts of economic data now available to make decisions—and less on hunches.

“The hope eventually is to come up with a statistical formula that processes this information and gets the best forecast,” said Jean Boivin, a Columbia economist who has done research with Bernanke. “Once you do that, the question is how much is left over for judgment.”

For all of his sympathy for systematic approaches to policy making, Bernanke does concede that a central banker does need to make some judgment calls. There are plenty of people in Washington who believe that, as he moves through his term, he’ll make the right ones.

“I believe [he] will monitor and implement U.S. monetary policy that will ensure a strong domestic economy and maintain America’s global competitiveness,” said Senate Republican Leader Bill Frist of Tennessee.  

Still, it’s all speculation for now. One thing the consensus knows for sure: As a renaissance man, Bernanke brings an eclectic enough set of skills to the Federal Reserve Board to risk being boring enough for the job. People are waiting to see how he’ll use his helicopter experience—whether flying it or dropping money from it—and other skills to navigate through the tricky terrain of the next several years. Their hope is that he’ll develop the right confidence and thick skin to succeed his very popular predecessor. 

Without them, if things crash and burn, he’ll surely be blamed for pilot error. Even if the collapse wasn’t his doing.

###

