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Appendix 2 - A letter relevant state and federal MPs, including the Prime Minister in his capacity
as the Mernber for Griffith, and to the Treasurer.

11 December 2007

Dear Sirs and Mesdames

My wife and I have the dream of owning a home in which to raise our family. We are fortunate to

both be well qualified. We made sacrifices towards those qualifications which meant that we
delayed starting a family and have not yet purchased a home. I am deeply concerned about the
impact of the housing affordability crisis on my family, and on my fellow Queenslanders and

Australians. I believe that this issue is altering the social fabric of Australia, entrenching a "have

and have not" society.

IPERSONAL DETAILS REMOVED

I do not pretend that we are not in a better position than many other would-be frst home buyers.
We respect and appreciate our fortunate position, and we give back to humanity and our society as

best we can. Currently we make regular monthly donations of around $200 to charities including
World Vision, The Abused Child Trust and Medicines sans Frontiers. We increase these

contributions annually in line with our farnily income, and we would sacrifice some of our desires

before reducing our contributions to those less fortunate than us. So I do not believe that we are
greedy people, or that we expect too much.

We simply aspire to have the same opportunities that the previous generation of Australians
enjoyed. And now, with house prices around 7 to 8 times average wages, whereas they used to be 3
to 4 times, I do not think anyone can argue that there is no housing affordability crisis affecting my
generation. If my family can not afford to buy - or should I say, the prudent decision is not to buy -
then honestly, how many families can genuinely afford to buy their first home?

The question is what to do about the housing affordability crisis.

I fully understand that Federal Labor outlined some initiatives to assist with this issue. And I
appreciate that, and intend to avail myself of those initiatives as much as our impaired budget will
allow. I also understand that State Labor is looking at what it can do to help.

I'm just a bloke with a reasonable level of intelligence, with a reasonable level of 'korldliness",
who pays a reasonable amount of affention to what is happening around him. I am not an

economist. But I beHeve that there are many more aspects that need to be looked at if your
Governments sincerely wish to help families get into their first home. And common sense suggests
that the following issues need to be high on your priority list.
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It is clear to all and sundry that this generous tax treatment, together with the reduced capital gains

tax regime, has had a distorting affect on the housing market in Australia.

Adam Smith stated'A dwelling house, as such, contributes nothing to the revenue of its
inhabitant........ It cannot yield any to the public, nor serye any function of a capital, and the
revenue of the whole body of people can never be in the smallest degree increased by it" (Taken
from PJ O'Rourke, 20A7, "On The Wealth of Nations"). Though that may be the case, we will
always put a high price on the security of a reasonable roof over our head, and so, will be

susceptible to speculative properry booms such as Australia (and indeed, most of the developed
world) has experience this decade.

The favourable tax treatment of residential property "investment" in Australia exacerbates this.

Ideally, negative gearing should be ceased. The only argument I have seen against doing so is that
the last time this was done investors fled the market. The reality is that this speculative boom has

not been marked by significant new construction. As Keen (2007; "Deeper in Debt: Australia's
addiction to borrowed money'', CPD) shows, this boom is more accurately described as a Ponzi
scheme turning over already built houses. It is a credit boom not a housing boom. So getting rid of
the speculators - genuine investors would stay put - would be advantageous to the Australian
economy and society. Speculators that leave the sector will sell to longer term investors or owner
occupiers.

Again, Irealize this is a politically sensitive issue. So an interim measure could be to allow aft.er a

certain point in time (ie. Budget night) that negative gearing only be applied to the purchase of a
newly constructed house. Thus, the remaining heat in the Australian property market will at least be

directed towards addressing the housing construction shortage (according to census data).

Suggested response:
o Abolish negative gearing on property investments; or
. Only allow new negative gearing arrangements on newly constructed dwellings.

4. Market operations free from interference

I believe that Australian property markets are over-valued relative to fundamentals, especially
rental yields and ratios of house prices to average incomes. The latter, in particular, needs to drop
before the reasonable aspirations of younger Australians to own their own home will be widely
met.

I believe that implementation of the measures listed above would assist. But one of my greatest

concerns is that politicians at alllevels may find such an occurrence to be unacceptable to their own
aspirations. I am extremely concerned that, faced with such a reality, pressure will be brought to
bear on Governmental instruments to place a floor under house prices in the guise of economic
stability. I have concerns that this has already happened under the previous federal Howard
Government with the RBA extending its operations to purchase residential backed mortgage
securities.

I read with interest research reports by the RBA and other central banks about the dangers of asset

bubbles and what could/should be done about them. All concluded that nothing could be done
because they could not accurately detect a bubble. All they should do is mop up after the crash.

An obvious follow-up question is, "if you can't detect the bubble, then how can you accurately
detect a crash?" This seems to be a one-sided approach to the issue which allows unrestricted blue
sky speculation, but then puts a floor under stretched asset prices when markets attempt to correct.
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To me, it is no wonder that Ian Macfarlane (2006; "The Search for Stability'', The Boyer Lectures
2006) considered the biggest threat to our economy going forward was asset bubbles. I think it is
already plain to see the parallels between the 70's and now - then everyone's eye was on full
employment, showing scant concern for the fact that inflation was ballooning - now everyone's eye

is on GDP and inflation, while asset prices and personal credit have ballooned.

The "moral ltazard" has to be in jeopardy. And Government actions need to give confidence to
prudent investors that they are better offacting following careful analysis rather than investing
impulsively and unwisely with the herd.

To conclude, as someone at the pointy end, I reiterate that there certainly is a housing crisis. It is
akeady an issue altering the social fabric of our country. Anyone who owned property prior to
2000, and who has drawn wisely on their increased egulty, has rapidly become very wealthy. Those

who did not own property face an uphill battle to provide housing for their family unless they have

a very good salary. Again, I express my gratitude for your efforts thus far to deal with the situation.

But I implore you to broaden the scope of your solutions. I realize that some of my suggestions
would attract strong opposition from self-interested groups such as the realestate industry. But they
have done very well out of the boom, and have the means to handle these adjustments which are

needed to maintain a "Fair go for all".

Thank you in advance for your consideration.

Sincerely

Dr Brett F Edgerton

29


