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Australia’s Rent-Seeking:
Anatomy of a Depressi

C C FOREC :  Although accurate forecasting is the test of

any valid scientific explanation, it is not a characteristic one relates o
the study of economics. Treasury’s latest econometric modsf "TRYM"
conjures up its m® try to flnd 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 produciive side of the aconomy, but had no interest in
the destructive figures on the speculative or rent-seeking gide.

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

"Waluation is the most important subject in the social sciences, but it has
always been outside the scope of economics as taught in the universities
wwemes @ Te-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 whole plciure was able to forecast
major economic recession from 1891 - in a submission to the Economic
Planning Advisory Council (EPAC) dated as early as 1 May 1984. z
Whilst EPAC still tries to fathom what has happened to the economy,
the lonely and unsophisticated submission presumably moulders within

ite own archives.

The following detalls, coliated by the Land Values Reogsearch Group,
reinforce Dr Murray’s opinion and show that escalating land prices act,
aven more than taxes, to divert capital and thereby curb offective
demand and productive investment - with corresponding Implications

for sconomlc activity and employment.



Aggregate Sales and Vakuies of Ausiralian Feal Estate

FiN, YEAR SALES (1} No. SALES TOTAL VALUES (2)
1984 $38338817503 . 566,145 $464,792,311,606
1988 $38,445,314,89 538,138 $520,573,820,800
1988 $42,308,078,259 513,473 $553,669,5684,512
1987  $50,020,185,622 514,932 $639,548,486,280
1988 $77,003,268,965 854,108 $785,884,232,799
1980 $87,709,089,753 861,503 $1,021,427,550,000
1920  $65,454,422,569 486,412 $866,665,800,000
1991 $61,992,604,105 490,287 $824,670,000,000
1902 (est) $57,000,000,000 - $715,000,000,000

Mean Break-up of Sales by Value :-

NSW 40% SA 6%
Vie 25% Tags 1.5%
Qid 16% NT 0.5%
WA 10% ACT 1.0%
TABLE A

The most outstanding thing In connectlon with the total volume of roal
estate sales (Tabie A) is that it doubled botween 1986 and the peak in
1989 at $87.7 billion. Totat vakies 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 sirillion® In Australla, but we reached $1.021
trillion in total real estate values in 1989. That Is, one million million
dollars, or $10'%. Average turnover was Just in excess of 8% of the total

value of real estate each year during this perled.

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



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

years yet.

On average, New Southi Wales accounts for 40% of Australlan real
ostate sales by value - a surprisingly high rate considering its
population relative io Victoria. Prima facle, this apppears fo indicate
higher private debt levels In New South Wales.

Chart 1 i3 a more interesting representation of the figures, together with
Australian sharemarket sales (ASX) for comparisont. Viewed together,
this has become known as the '80’s "asset boom". Both markets were
irrational and ultimately unsustalnable. They were encouraged by a tax
system which scarcely interferes with rampant speculation, yet levies 2

myrlad of fines upon productive activity.
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The speculative binge is comparable fo those of the 1880’s and 1920’s,
and the sales "bubbles” which burst are clearly evident. Bsiween 1988
and 1989 we sank $469.2 billion inte both markete., This was squivalent
to 51% of our national income for the same period.

Unlike the 1220’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 lesser increase of 240% in real estate for the
4 years to its peak at $87.7 billion. '

The shape of the two graphs is remarkably similas, becauss there is a
cloger relationship between the two markets than is generally admitted -
much of the value of shares bsing underplnned by real estate. One
market tends to feed off the fortunes of the other until a "correction" ls
made. For example, the ASX actually outdid the property market in the
financlal year before the October 87 "bust’, which then reinforced the
property market. Shares have surpassed roal estate sales agaln In
1992, capitalising to about one third of the roal eostate market - when
they are more traditionally no more than one quarter. Thie 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 mindless speculation.

Real Estate Sales and
National Income: Australia
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As Victorla’s real estate transactions are comprehensively recorded by
the Valuer-General’s office since 1872, it iz pessible o extrapolate sales
for Australia back to that year, using the fairly consistent nexus of 25%

that exlsts betwesn Victerla and the whole of Australia. Thoy are shown
in real terms at Chart 2 agalnst national income, for comparison.

Heal estate sales moving up from lese than 20% as against national
income to 30% at the peaks of iand booms ifend to confirm that
specuiative periods are at the expense of national productivity. So,
contrary {o popular mythology, it seems healthier for the prospecis of
the general economy when real estate prices are flat, or down - as they

Empirically, it seoms a good indicator that we are on course for difficult
sconomic times when roal estate sales go beyond 25% as against
national income, ag they did In 1973 (29%) and also In 1988 and 1989
{3296) ueenn or, where the number of sales gets beyond 500,000, as in

1973, and from 1984 to 1989:
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The similarity of shape of the value of sales as a percenlage against
national income (Chart 2) and of the graph for number of sales (Chart
3) shows the value of sales to be exiremsiy | umbers-gonsitive. 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 wae 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:
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Chart 5 gives the whole picture, back-indexed for

inflation In terms of the 1972 doliar - so thal we have consistent
comparison; it is arguably the uliimate economic indicator. We can 889

immediately that the '90°s will be no simple recessionary perlod:



Australian Real Estate Sales
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What are the Implications of these figures for public pelicy, then?

Would Mr Keating have re-introduced "negative gearing” in August 1987,
thereby adding fusl to the Inferno, it Troasury 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 capitat
stock?

Where has the Reserve Bank been without the critical information thal
these statistics contain?

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

lay bare the analomy of a deprassion.

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

- gbvious fact.



U.S. ECONOMIC & POLITICAL CYCLES

Land Building Economic Poilitlcal
Boom Cycle Receossion Upheaval
Pealk Peak

- - - 1788
1818 - 1818 1824
1838 1836 1837 -
1854 1856 1857 1860
1872 1871 1873 -
1890 1892 1893 1896
WW i ' 1916 1918 -
1925 1927 1829 1932

WW il interupls cycles

1955 - - -
1872 1973 1974 -
1988 1990 19952 1986*

« Economic Intelligence prediction *

Taaﬁ = 03
AR P

Although Table B provides US dates, they are very similar to those of
Ausiralla. ° We could perhaps note that the mid to late '50's property
boom in Australia was brought to a halt by the 61 “crodit 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 poiiticlans and
entreproneurs for the cycies of recession and depresslon, we grab at
the sensational and miss underlying causes.

Unless valuers and economists combine to study the “Invisible" half of
the economy, In order to establish what Is happening to the rent of our
natural resources, our chance of regulating the Ausfralian economy
seems to be on a par with King Canute In controliing the tides. At the
threshhold of the 21st century, we remain in the dark ages in economic

terms.

There Iz no better time to cut taxation and take a greater part of the
economlc rent of our natural resources, in order to reduce speculative
prociivities and return people to work. However, political Inertla and &
lack of awareness at the grass roots of the process described, still

" nrovide malor stumbling blocks.



s

British properly developer and forelgn exchange dealer, Ronald Banks

encapsulated the current world economic situation most succinctiy:
mbao s riing

“The lime has now come to retrieve the theory of rent from its cbscurily,
and to re-affirm the role of nature in the destiny of mankind". *

¥ we wish to break the socially devastaiing cycie of speculation and

economic depression, he is decidedly correct.
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