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Australia’s Rent-Seeking:
Anatomy of a Depression?

ECONOMIC FORECASTS: Although accurate forecasting is the test of
any valid scientific explanation, it is not a characteristic one relates to
the study of economics. Treasury’s latest econometric model "TRYM"
conjures up its m™ try to find out what is happening to the Australlan
economy. If TRYM does not integrate the productive and speculative

aspects of the economy, it is also doomed to failure.

There is absolutely no evidence that federal Treasury, the Reserve
Bank, nor business analysts bothered to quantify the funds that flowed
into real estate throughout the 1980’s. They majored on figures and
Indices on the productive side of the sconomy, but had no interest in

the destructive figures on the speculative or rent-seeking side.

The late doyen of the Australian property valuation profession, Dr John
Murray, saw this blind spot in economics, saying:

"Valuation is the most important subject in the social sciences, but it has
always been outside the scope of economics as taught in the universities
....... a re-integration of the theory of valuation with the main body of
economic theory would lead to an advancement of learning and to a
soundly-based national economy.” '

One body which did take in the whols picture was able to forecast
major economic recession from 1991 - in a submission to the Economic

Planning Advisory Council (EPAC) daled as early as 1 May 1984. z
Whilst EPAC still tries to fathom what has happened te the economy,
the lonely and unsophisticated submission presumably moulders within

its own archives.

The following details, collated by the Land Values Research Group,
reinforce Dr Murray’s opinion and show that escalating land prices act,
even more than taxes, to divert capital and thereby curb effective
demand and productive investment - with corresponding Implications
for economic activity and employment.



Aggregate Sales and Vakies of Australian Real Estate

1684 $36,338,617,503 558,145 $484,792,311,895
1985 $38,445,314,898 536,136 $520,573,620,800
1986 $42,308,078,259 513,473 $553,869,594,512
1987  $50,020,185,622 514,932 | $639,548,4ae,286
1988 $77,003,258,965 854,108 $786,884,232,799
1989 $87,709,069,753 861,503 $1,021,427,550,000
1990 $665,464,422,569 486,412 $866,665,800,000
1991 $61,892,604,105 490,267 $824,670,000,000
1992 (est.) $57,000,000,000 - $715,000,000,000

Mean Break-up of Sales by Value :-

NSW 40% SA 6%
Vie 25% Tas 15%
Qld 16% NT 0.5%
WA 10% ACT 1.0%
TJABLE A

The most outstanding thing in connectlon with the total volume of real
estate sales (Table A) is that it doubled between 1986 and the peak in
1989 at $87.7 billion. Total vaiues did not quite double, but they rose
1.84 times In the same period: and they rose to a significant figure. We
are not used to the word "trillion" in Australia, but we reached $1.021
trillion in total real estate values In 1989. That is, one million million
dollars, or $10'2. Average turnover was Just in excess of 8% of the total

value of real estate each year during this period.

Following the collapse, a figure equivalent to one year of the national
income has been written off the value of Australlan properties.



Furthermore, due to massive levels of private debt accompanying the
boom, it seems that the market will continue to decline for a number of

years yet.

On average, New South Wales accounts for 40% of Australian real
estate sales by value - a surprisingly high rate considering its
population relative to Victoria. Prima facie, this apppears to indicate
higher private debt levels in New South Waies.

Chart 1 is a more interesting representation of the figures, together with
Australian sharemarket sales (ASX) for comparison. Viewed together,
this has become known as the '80’s "asset boom". Both markets were
lrrational and ultimately unsustainable. They were encouraged by a tax
system which scarcely interferes with rampant speculation, yet lovies a

myriad of fines upon productive activity.

The Asset Boom: Australian
Real Estate & Equities Markets
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The speculative binge is comparable to those of the 1880’s and 1920’s,
and the sales "bubbles” which burst are clearly evident. Betwesn 1988
and 1989 we sank $469.2 billion into both markets. This was equivalent
to 51% of our national income for the same period.

Unlike the 1920’s, the sharemarket "went' first. There was a 550%
increase in the volume of sharemarket sales in the 3 years to the peak
at $68.2bn in 1988, and a iesser increase of 240% in real estate for ine
4 years to its peak at $87.7 billion,

The shape of the two graphs is remarkably similar, because there is a
closer relationship between the two markets than is generally admitied =
much of the value of shares being underpinned by real estate. One
market tends to feed off the fortunes of the other until a "correction” is
made. For example, the ASX actually outdid the property market in the
financial year before the October ’87 "bust’, which then reinforced the
property market. Shares have surpassed roal estate sales again in
1992, capitalising to about one third of the real estate market - when

they are more traditionally no more than cne quarier. This is
suggestive of the future direction of the stockmarket when It factors the

property collapse back into the value of shares.

Both the share and property markets perform valuable roles, but neither
are well served by such periods of mindiess speculation.

Real Estate Sales and
National Income: Australia
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As Victoria’s real estate transactions are comprehensivsly recorded by
the Valuer-General’'s office since 1972, it is possible to extrapolate sales
for Australia back to that year, using the fairly consistent nexus of 25%
that exists between Victoria and the whole of Australia. They are shown
in real tarms at Chart 2 against national income, for comparison.

Real oglate saleg moving up from lese than 20% as against naticnal
- income to 30% at the peaks of land booms tend to confirm that
speculative periods are at the expense of national productivity. So,
contrary to popular mythology, it seems healthier for the prospects of
the general sconomy when real ostate prices are flat, or down - as they
are now.

Empirically, it soems a good indicator that we are on course for difficuit
economic times when reoal estate sales go beyond 25% as against
national income, as they did in 1973 (29%) and aisc In 1988 and 1989
(32%) ....... or, where the number of sales gets beyond 500,000, as in
1873, and from 1984 to 1988:
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The similarity of shape of the value of sales as a percentage against
national income (Chart 2} and of the graph for number of sales (Chart
3) shows the value of sales to be extremely numbers-sensitive. This
 would appear to be worthy of further investigation, in order to see if a
formulaic relationship can be established between number and price.

As ever, the dynamic in the property market was the land component.
Chart 4 shows that land prices grew even more quickly against national
income than they did as a proportion of total real estate sales:

INCREASING LAND PRICES
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CONCLUSIONS: Chart 5 gives the whole picture, back-indexed for
inflation In terms of the 1972 dollar - so that we have consistent
comparison; it is arguably the ultimate economic indicator. We can see
immediately that the '90’s will be no simple recessionary perlod:



Australian Real Estate Sales
As an Economic Indicator
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What are the implications of these figures for public policy, then?

Would Mr Keating have re-introduced "negative gearing” in August 1987,
thereby adding fuel to the Inferno, if Treasury had this data?

Could he have said, as he did as late as June 1989, that the flow of
funds through the late '80’s was largely the gearing up of our capital

stock?

Where has the Reserve Bank been without the critical information that
thesge statistics contain?

The figures show the process by which capital has been highjacked for
the purposes of speculative rent-seeking in real estate. The sheer
extont to which capital investment has suffered as a result, appears fo

lay bare the anatomy of a depression.

The two hundred years since the Industrial revolution has shown
consistently that every economic recession and depression is preceded
by a land boom....but to date we have chosen to Ignore this rather

-obviousg fact



U.S. ECONOMIC & POLITICAL CYCLES

Land Building Economic Politicai
Boom Cycle Recession Uphoeaval
Peak Peak

- . - 1788
1818 - 1818 1824
1836 1836 1837 -
1854 1856 1857 1860
1872 1871 1873 -
1890 1892 1893 -18986-
WWiI 1916 1918 -
1925 1927 1929 1932

WW Il interupts cycles

1955 - - -
1972 1973 1974 -
1989 1280 1992 1996+

* Economic Intelligence prediction ®

TABLE B

Although Table B provides US dates, they are very similar to those of
Ausiraila. ° We couid perhiaps note that the mid io late '50’s property
boom in Australia was brought to a halt by the 61 "credit squeeze”.
Similarly, the events of 11 November 1975 attest to political upheaval in
Australia in the wake of the 74 recession.

By continuing to blame a passing parade of politiclans and
entreprenours for the cycles of rocession and depression, we grab at

the sensational and miss underlying causes.

Unless valuers and economisis combine to study the "invisible”" half of

the economy, In order to establish what is happening ic the rent of our
natural resources, our chance of regulating the Australian economy

seems to be on a par with King Canute in controlling the tides. At the
threshhold of the 21st century, we remain In the dark ages In economle

terms.

Thore Is no better time to cut taxation and take a greater part of the
economic rent of our natural resources, in order to reduce speculative
proclivitles and return people to work. However, political inertla and a
lack of awareness at the grass roots of the process described, still
" provide major stumbling blocks.



British property developer and foreign exchange dealer, Ronald Banks
encapsulated the current world economic situation most succinciiy:
"The time has now come o retrieve the theory of rent from its cbscurity,
and to re-affirm the role of nature In the destiny of mankind". *

If we wish to break the socially devastating cycle of speculation and
economic depression, he is decidedly correct.
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{1} AGGREGATE OF ALl AUSTRALIAM REAL ESTATE SALES
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STATE OR :

TERRITORY 1984 Soley Mo Sas  |1985 Soles o Soes 1986 Soey No. Sohes {1987 _Sales . No. Solex  |19BB Soles ho, Sales |
Now South Wales $15, 360, 00, 606 (60000 | $16, 00O, OGO, 000 170000 | $iB: 000, 09C, COG 171000 | $20,000,C00, GO0 | 165000 |. $28, 00C, £0G; 000; 160000
Viclorks t9, 202, 013, 385 145822 $B, 129, 984, 958 127322 | 10, BG4, 619, 454 128134 | $14, 063, 735,064 130703 | 424,793, 208,279 184214
Quearaiond 5, 680, 787, 984 104107 $5, 149,911, 467 1014865  $5, 539, 483, 376 B1706 $6, 645, 573 669 . B&G45 | $12,856, 918,856 142093
Wesd Austradn 52, BRD, 951,715 50216 | 43,358,875, 261 70458 $3, 672,593, 498 62770 $4. 502,618,587 + 65578 §7, 055, 264, 263 86194
South Ausiraia $2, 00U, O0G; 000- . 40000 $2. 132, 000, 0607 #1006 52, 520,000,000, 42000 $3, 008, 251, 548 43154 $4, 941, 174, 401 43710
Tesmarda $6.48, 00O, QOT 18000. $702, 000, 000 - 18600 $82%, 154, 812 18863 $305, 853, 533 18017 $1, 163, 564,639 20344
Norihsen Tiry $236, 854,399 2000. $305, 043, 212 2400 $324, 013, 198 2400 $252, 405, 121 | 1800 $297, 558, 527 2100
lausl Cop Ty £398, 60R, 000 5000 $467, 500, pog’ S50 I %83% 400, 008 5600 $541, 749, 000 5834 $594, 480, 000 7454
TOTAL /L SAES $3E, 338 617 508 . 556145 | S4B, 445 514, B98 53616 §43, 168 07 .Mmm 515478 | §50, 020 185,62 514532 ; 377,008 258 965 65410
5T, AN COMPORERT £51 076, 198, 152 L:E T T EVEAE LY 7 L I Ty B S (X F AR YL P 4 LI ¥50, 622, 150, 817 ¥
STATE/TERRITORY Neon % Soles Mean % Sdies .. Mecn [ % Scdex | Mean % Sclex 1
ew South Woles 485, NoQ 472.10% TOE94, 118 41E2R $105, 2635 §131,217 | 39.98 $175, 000 35.5B%,
Victoria 563, 104 25.52% 374,708 23.75% 385, 025 25.75% $107, 60 28.12 $118, 304 28,30%]
Dueansiond 454, 567 15.63% $60, 989 16.00% 456,978 13.08% $78, 325 13,29 $30, 482 16.70%
Wesl Ausirolis 547, 844 7.93% $50, 511 9.26% §58. 50% 5.58% $58, 661 9.00 80, 008 3.16%
South Auslrdia 4§50, 006 550% $52, 000 5,55% 150, 000 5.56% $69, 710 6.01 38, 400 . 6.42%
T psmanie 436, 008 1.78% $39, 000 1,834 $43, 755 1.654 $56, 278 181 151%]
Northeen Ty $118, 432 0.65% $127, 104 .79 $138, 005 0.77 $140, 225 . 0.50 0.39%
last © 65, 1.07% 25, 000 1,264 1.16%]

{Z)._AGGRFGATE OF ALL MJSTRALIAN RE

00C

AL ESTATE VALLES

1.22%

1§85, 500

,.m;ﬂmﬁ.mna_.g.ﬁ Tatal Land Yohss Tolo‘Lond Yoss Tolal Lond Volusy Tolaf Lond Vokes Tolal Lond Volues
$109, 000,000, 0G0 44.48% $119, 078..600, 600 42.65% $127. 450, 700, 000 42.19% $1586, 280, §00, 300 44.05% $224, 486,700, 000 47817
860, 125, 000, 000 24537 $73, 834, 000, 000 26,444 382, 509, 200, 00Q 27.54% 398, 444, BOD, DOO 27.5% $123, 571, 909, 000 26.21%4
431, 373, 000, 000 12.80%  $33, 713, 500, 000 12.08%  $35, 851, 900, 500 11.77% 538, 472, 700, 000 1085 $48, 909, 060,600 1037
$17, 456, 100, 000 7.12%  $20, 974, 80C, 00O 7519 $12, 593, 400, 000 7.48%  $23, 213,900, 200 7114 $34, 915, 800, 00C 7.40%
$19, 386, 0OO, 000 791" $22, 518, 000, 000 B.17% %24, 222, 300,000 8.02% $25, 634, 900, 000 7.23%  $27, 672, 400, 000 5.87%
3, 385, 100, 004 1.37% 43, 750, 100, 000 1548 §4, 022,100,000 1.33% %4, 328, 400, 000 1.22% 15, 314, H00, 000 1.08%
$1, 369, 100, 00O 0.56% 1,577, 000, 000 0559 $1, 561, 100,000 0.55%  §1. 804, 500, 000 0.51%  $1, 753, 400, 000 0.57%
. 1.22% 000, 060 1254 999, 300, 000 1.32%0  §4,55%, 400, 000 1.28% 5, 106, 700, 000 1.084
5, 202, 807, 0 ] 60 "§554, 735,200, GO0 $471, 530, 700, 000,
$507, 125 6af bed ﬁu... ._Nr 179, 000 1490, 208, 520, a0 $318 683 1rd, 0O
kxf, Tola roved vass 1. Tolal trproved Yok Esi. Tolol mproved Vakues £af, Tolal fproved Yolss i
$208, 724, 146; 200 $272, 022, 048,760 . $233, 658, §07, 320 $281, 758,293,740, | 374, 48, 307, To 3
$114, 028, 585, 871 $157, 653, 493, 000 $151, 450, 193, 942 §177, 488,129, 920 £205, 933, 096, i@
$59, 300, 519, 627 $52, 877, 092, 850 484, 178, 480, 726, $69, 162, 430, B30 $81, 514, 872, 285,
$33, 108, 397, 876 £39, 107, 514, 806 $41, 421, 231, 676 $45, 438, 140, 310 $58, 182, 980, 21
4§56, 168, 555, 195 $42, 544, 161, CO0 $44, 408, 464, 890 S48, 217, 167, 210 $48, 120, 650, 986"
6, 382, 086, 452 35, 592, OB, 450 47, 373, 848, 705 $7, 808, 672, 860 - 3 $8. 524, 653, 7687
2, 596, 55%, 069 nu 540, 315, 508 $3, 045, 716, 545 43, 255, 533,030 | $2, 922, 382, 5406
45, 539 m_....m.ka.o 426, 931, 500 | 4%, 209 324,880 ° 8,511, 163, 775
: T464, 7937, 3 Ma 37%, 520,650 3659 548, 48, 486 280 $765, B84, 233, 798
% SALLS fo VALIES TER I Y ¥ 1 TE% -~ TE% 98%

Shaded wraas designale estimated figures



