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THE MIRAGE OF
PROSPERITY

A CALL FOR CAUTION

MEIR KASS

ealth is built on
risk, but wise in-
vestments are
built on skepti-
cism. While this
statement is little
more than com-
mon knowledge,
it has become increasingly apparent that, as a com-
munity, we pay attention to the former portion of that
sentence but often ignore the warning inherent in
the latter.

Recent events have exposed this failing, with tens
of millions of dollars in personal wealth vanishing
practically overnight in the greater Lakewood com-
munity alone. For some, it didn’t simply downgrade
them from wealthy to middle class; it destroyed them
financially—sometimes irreparably.

The key point to understand here is that these di-
sasters aren’t so much indicative of a new wave of fi-
nancial distress as they are a limelight being placed
on the risky, often fundamentally flawed investment
strategies—or lack thereof—that were simmering
beneath the surface all along. Generally, evolving
economic realities don’t so much cause the downfall
of investments as reveal the existing vulnerabilities
within them, and that’s exactly what’s happening
right now.

It’s high time to address this economic wake-up
call, especially—although not solely—in the realm of
real estate investment, where the stakes are high and
the pitfalls are deep. The appeal of real estate as an
investment option traditionally lay in its perceived

stability and promise of steady returns. However, the
catastrophes now befalling many local families shat-
tered this facade, exposing the precarious founda-
tions of many such investments. Deals once cloaked
in the garb of profitability are now showing their true
colors, leaving countless individuals facing substan-
tial financial losses—many, tragically, to the extent of
losing their life savings.

UNVEILING THE ILLUSION

The core issue at hand is that the previous envi-
ronment created an artificial bubble of profitability.
Investors, swayed by the allure of seemingly lucra-
tive returns, often failed to scrutinize the underlying
health of their investments.

In many cases, investors blindly threw money
at investments, with deal after deal returning a per-
ceived windfall thanks to the prevailing low interest
rates and soaring real estate market. Real estate syn-
dicators—who pool resources from multiple inves-
tors to buy properties—were particularly aggressive
during this period, drawing in funds from wide-eyed
but often gullible investors eager to capitalize on
what was portrayed as a surefire path to wealth.

The situation was further aggravated by the of-
ten-opaque nature of real estate deals, where the
complexities are buried under layers of jargon and
glossy presentations—and often misrepresentations.

Yet, as interest rates rose, the costs of borrowing
increased correspondingly, squeezing cash flows and
eroding the margins that these investments once
promised. The snowball effect of this troubling phe-
nomenon also brought to light the excessive optimism
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and sheer recklessness that char-
acterized many initial evaluations
and decisions.
Within a relatively short period
of time, investments that were set
to be “sure things” were sudden-

ly unshakeable albatrosses hang-
ing around the necks of the sorry

investors and, importantly, a warn-
ing to others that we can’t ignore.

Beneath all this is the sad real-
ity that most investors now losing
the proverbial shirt off their back
aren’t reckless people by nature.
Rather, the fatal flaw causing them
somuch pain isthe trust they putin
others, abeautiful character trait to
have—until money is at play.

The pasuk (Shemos 23:8) says:
“Ki hashochad ya’avir pikchim vi-
salef divrei tzaddikim”—when there
are potential profits in the equa-
tion, we can unwittingly, yet will-
ingly, blind ourselves to the facts
that lie directly before our eyes.

In a runaway market, it might
work temporarily. But when the
music stops, it becomes painfully
clear who’s left without a chair. The
aftermath is not pretty. Investors
find themselves trapped in deals
that are not only underperforming
but are outright disastrous.

A GUIDE TO VIGILANCE

In recent months, a cadre of
rabbanim and shtadlanim met to
discuss this growing crisis. In the
coming months, it’s expected that
they will release guidelines forg-
ing a new path forward in which

standards and best practices of
investing in the community will
be proposed.

For now, prospective investors
must arm themselves with knowl-
edge and skepticism, allowing
them to safely navigate this high-
stakes terrain.

Following are crucial factors to
consider and red flags to watch out
for when approached by a syndica-
tor or any party proposing an in-
vestment. While they focus heavily
on real estate investments, they’re
applicable to any investment deal

and should be heeded:
O- Transparency and
E — | track record: Thorough-
o

ly investigate the histor-
ical performance of the
syndicator or party proposing the
investment. Look for clear, accessi-
ble records of past investments and
be wary of those who can’t provide
comprehensive data or dodge ques-
tions about their track record.

| |, Economic assump-
@ tions: Scrutinize the
economic  assumptions
underlying the deal. Are

the projected occupancy rates and
rental income realistic, especially



in a changing economic climate? Overly optimistic
forecasts can be a significant red flag.

Debt levels: Understand the structure of

|:|_ﬂ_|:| debt in the deal. Deals heavily reliant on

O  borrowing are more vulnerable. Evaluate

the terms of the debt and the deal’s capacity to ser-
vice this debt if income streams falter.

Market knowledge: Assess the syndicator’s
[an knowledge of the market in which the
@ property is located. Local economic fac-
O\ tors such as employment rates, industry
growth, and demographic trends can profoundly
impact real estate values and profitability.

Legal structures: Examine the legal structures
and your own liabilities. What are your
9:@ rights if the investment fails? How are
assets protected or liquidated in adverse
scenarios? Understanding these points can pre-
vent a total loss in dire circumstances.

Fee structures: Be cautious of fee-heavy struc-

@ O  turesinwhich a syndicator’s earnings are

O@ disproportionately high compared to the

investment’s actual returns. High upfront

fees or complex fee structures that aren’t tied to

performance can be indicative of a deal that bene-
fits the syndicator more than the investor.

Exit strategies: A sound investment includes
= a clear exit strategy. Evaluate how and
@\F when you can withdraw from the invest-
- ment. Lack of a clear exit route is a seri-
ous concern.

PRUDENCE WHEN IT COUNTS

Today’s economic realities and the horror sto-
ries that arise almost daily must serve as a clarion
call to all prospective investors: The days of easy
money are dwindling. Now, more than ever, it’s
crucial to approach investments with a heightened
level of scrutiny and caution. Investing, while po-
tentially profitable, is fraught with complexities
that can no longer be ignored.

We must learn from the painful lessons that
far too many people are learning now. The goal of
an investment is not merely to survive the current
economic climate but to thrive in it, safeguarding
not just our capital but also our financial future.

Let’s take this as an opportunity to foster amore
vigilant, informed approach to investing, ensuring
a stable, prosperous future for everyone.



