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Every January at Westland, we come together as a team to 
plan our short-, mid- and long-term goals by taking a 
focused look at economic trends and other factors that will 
affect our investment strategy for the coming year.  This 
year, our conversation was naturally dominated by two big 
bad trends wreaking havoc on the economy: Inflation and 
Supply Chain Disruption.  

Given these ominous conditions, it would be easy to look 
around at the world right now and say, “The sky is falling!” 
and it’s a terrible time to invest. Thankfully at Westland, 
because of our patience and our decades of experience 
through all kinds of cycles, we’re not reacting to these 
circumstances by throwing our hands up in the air and 
panicking. Instead, we are planning for how to take 
advantage of current conditions to set ourselves up for 
success. 

 Let’s dive deeper into these two different approaches to 
investment during challenging times: 

• The “Chicken Little” investor we will call Clark. He 
freezes when things get tough and does nothing out of 
fear, and he loses purchasing power. Clark frets day in 
and day out about inflation and is pessimistic about his 
prospects and relatively miserable! Inaction has a way 
of exacerbating Clark's situation – he feels helpless.  
 

• The other investor we’ll call Tiffany. She is patient and 
calm, and she makes a plan for how to invest this year. 
She buys an apartment building with fixed rate long 
term debt, and although her first year is a bit tough, her 
cash flow starts increasing every year after that. She’s 
happy because she has a plan that takes care of the 
majority of the inflation that’s eating Clark’s returns.  

 

So why does Tiffany’s strategy of investing in apartment 
buildings really work? There are a few fundamental 
reasons why: 

 

Is the Sky Falling? 
Actually…. Not at All 
Why something bad for the economy (inflation) can 
actually be good for real estate investors. 

By Carson Halley 
January 2022 

“When there is change, 
there is opportunity, but 
only for those who are 

prepared to act." 
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1. CURRENT SUPPLY AND DEMAND 

 

2. THE VALUE OF LONG-TERM DEBT 

Simply speaking, inflation inhibits new supply. Construction slows 
when costs increase faster than the rental income needed to make 
new construction pencil. When rents don’t increase enough to 
stimulate construction, the balance of supply and demand 
continues to get further out of whack.  

Also consider that the massive supply chain disruption brought on 
by COVID has driven building input costs to increase 
astronomically – the cost of metal and wood typically rises by 30% 
year over year, but last year rose by 87%!  At the same time, there’s 
also the basic issue of increased demand due to the needs of a 
growing population.  

According to this recent report, there are over a million US 
families who are in need of housing and there simply isn’t enough 
supply to match demand. And lastly, we’re seeing the demand for 
downsized living arrangements (such as multifamily housing) 
grow significantly, as Baby Boomers are retiring and looking for 
lower maintenance, more affordable living arrangements.  

All of these factors validate Westland’s strategy of investing in 
existing buildings in great locations and adding modest upgrades 
that create liveable, comfortable communities in suburban 
environments. 

 

Real estate can be an effective investment when both inflation and 
interest rates are rising, really because of how debt is structured. 
Fixed rate debt during inflationary times is often seen as an 
important “inflationary hedge.”  Essentially, when you borrow 
money at a fixed rate, you’re a winner as inflation and interest rates 
on newly originated loans rise. 

During inflationary times, the only way to reduce the cost of debt 
service is to reduce the size of the mortgage. This means more cash 
is needed, whether it’s private capital or government money, 
usually in the form of tax benefits and other inducements. The 
uninformed call these loopholes. They aren’t. They are how the 
government influences private capital into the economy where it’s 
needed, rather than trying to create housing supply itself with tax 
d ll  th t  d d l h   

 

https://www.globest.com/2021/12/30/nearly-1m-renters-priced-out-of-home-ownership/?kw=Nearly%201M%20Renters%20Priced%20Out%20of%20Home%20Ownership&utm_source=email&utm_medium=enl&utm_campaign=multifamilyalert&utm_content=20211230&utm_term=rem
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 3. THE NATURE OF PHYSICAL ASSETS 

Existing physical assets like buildings made of hard materials 
actually become more valuable in inflationary times. As described 
above, when it becomes cost-prohibitive to build new buildings, 
existing ones simply become more valuable.  

The wood, metal, drywall, and even the asphalt become more 
costly to replace and thus, more valuable.  The key differentiator 
between real estate and other physical assets like gold or oil is that 
real estate has a utility that provides income over time without 
using up the material itself.   

As an example, we can rent out apartments many times before 
they are unusable, whereas once you empty your tank of gas, 
that’s it.  

 

Real estate can be an effective investment when both inflation and 
interest rates are rising, really because of how debt is structured. 
Fixed rate debt during inflationary times is often seen as an 
important “inflationary hedge.”  Essentially, when you borrow 
money at a fixed rate, you’re a winner as inflation and interest rates 
on newly originated loans rise. 

During inflationary times, the only way to reduce the cost of debt 
service is to reduce the size of the mortgage. This means more 
cash is needed, whether it’s private capital or government money, 
usually in the form of tax benefits and other inducements. The 
uninformed call these loopholes. They aren’t. They are how the 
government influences private capital into the economy where it’s 
needed, rather than trying to create housing supply itself with tax 
dollars that are needed elsewhere.  

The more cash investors need to put into purchases, the lower the 
return on investment. So, the smaller the mortgage, the less willing 
private capital is to invest in real estate. When the return on 
investment is the same or better with different ventures offering 
less risk or effort, such as bonds, that is where private capital will 
go. This reduces the creation of new housing supply needed to 
balance the increase in demand even further. This is an 
opportunity for patient money that is prepared. 

 

2. THE VALUE OF LONG-TERM DEBT 
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4. THE BENEFIT OF HAVING A PLAN 

Back to the parable of Chicken Little: fearmongering is a 
powerful thing!  Constantly listening to the news and pundits 
fomenting anxiety about the economy can be very 
uncomfortable. But the antidote to this noise is a good plan: a 
plan that considers historical data and is based on solid analysis 
and expertise.  

We pride ourselves on our ability to create and stick to our 
strategic plans at Westland. It’s not always easy, but we’re able to 
be patient even in difficult times, because of our thoughtful 
planning process.  When there is change, there is opportunity, 
but only for those that are prepared to act. 

Predicting the Future 
At Westland, our analysis produced the following predictions for 2022: 

Apartment rent growth will continue 

Cap rates will tick up 

Apartment values will also rise 

Inflation persists in 2022 as our supply chain will 
continue to struggle 

Interest rates will rise 

Those who innovate and embrace technology will 
thrive 

Apartments will remain phenomenal investments 
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“While these are certainly 
not easy times, we’ve seen 
time and time again that 
the best investments are 
often made when the world 
appears uncertain.” 
 

Despite the challenging nature of these times, 
we actually have a plan we feel great about 
that considers all of the above. In fact, to say 
we’re bullish about our prospects would be an 
understatement. We are already executing 
against our plan and are excited about the 
coming year.  

While these are certainly not easy times, we’ve 
seen time and time again that the best 
investments are often made when the world 
appears uncertain.  We have a few tricks up our 
sleeve for 2022 and are excited to get out and 
make some of our best investments yet. It 
takes deep conviction to be willing to go 
against the grain of all the noise, but we believe 
in our plan and expect that our actions will 
yield rewards just a few years down the road. 

Contact us to learn more about our 
strategy for 2022. 

 

https://www.westlandinvestors.com/

