16 Cctober, 2003

Productivity Comm ssion
Locked Bag 2, Collins St East
MELBOURNE VI C 8003

SUBM SSI ON TO THE PRODUCTI VI TY COW SSI ON | NTO HOVE ONNERSHI P
Dear Sir or Madam

| have decided to outline a few brief points that could be considered during
this productivity conm ssion inquiry.

A holistic approach will need to be taken to anal yse the nmany factors

i nfl uenci ng home ownership and affordability. This should ensure the

out cones achi eved have the nobst chance of success.

The points | will briefly discuss include the foll ow ng
TAX/ CGovernnent Policies

It is very obvious that first homebuyers are being priced out of the narket
by over eager investors who see all and any property as a gol dni ne! The onus
seens to be on procuring a property for investnent and collecting all those
deductions. The | osses seemto be the only criteria used in decision making.
The returns on residential property are disnmal. Comonly a 3% gross return
is achieved. Wthout those generous deductions, a real estate investnent
woul d not be consi dered.

The governnent subsidizes these individuals through these deductions. ie has
the effect of decreasing the nmarginal tax rate of the individual

So that sane individual who would readily criticize a social security

reci pient, arrogantly accepts this government handout. Yes | hear the
outcry, but we all pay taxes-you and

This propensity to acquire all housing for investnent decreases first home
stock. The use of financial resources in such endeavours is unproductive for
Australia. They could be utilised el sewhere as is so commnly argued.

RESI DENTI AL | NVESTMENT NEGATI VE GEARI NG shoul d be:
»h Abolished
»h Reduced by heavy nodification

The first point would not be palatable to the supporters of the government
of the day. The obvious answer is to reduce the negative gearing
arrangenents with residential investnent property. Reduce to a percentage
the deductions avail abl e and reduce or preferably elimnate depreciation

al l owances. |.e. goal is reduce governnment SUBSIDI SATION. If the investnent
is sound it will continue to be viable, if not it will have to be sold to a
Fi rst honebuyer.

The new regine in CGI has fuelled the current specul ative property bubbl e.
CGT shoul d have been reduced but over a greater period of time say four
years on a sliding basis and only to the conpany tax rate level. This can
still be achi eved and shoul d be consi dered.

The use of a home as collateral should i mediately then nake it obligatory
that the house be then considered under the capital tax regine. (Only from
the beginning of the initial investment and beyond). There is an unfair
advant age to soneone who has equity in his or her own hone and doesnj|t have
to pay capital gains tax yet readily clains deductions.



I am not niave and the issue that | have here is that this could prevent
hones being used as collateral for REAL busi ness purposes- eg a plunmbing
busi ness. There may be a need for a waiver for these types of businesses;
criteria could be it has to have a m ni nrum of one enpl oyee: The enpl oyees
are wage earners who would then spend their wages and all ow t he

mul tiplicative investnment effect to be fostered.

A special status for certain classes of investnent ie-hone collateral for
residential investment would not be allowed ie excluded in this case. Seens
fair!

Wth so many conditions and criteria this unfortunately woul d nake the fina
scheme open to mani pul ation such, as is evident in the FHOG Toorak

Toddl ers, as recently discovered, have an uncanny ability to exploit al
avai | abl e | oophol es.

Stanp duty is a popular topic. | believe it should stay as it has al ways
been there. It could eventually be reduced, especially for first honebuyers,
but this should not be considered until the air is well and truly out of the
bubbl e.

There should be no credence given to the self-interested and norally corrupt
i ndustry groups that continually air this topic. | would also prefer not to
see the poor sod who has just purchased an expensive mllion dollar property
on the front of a tabloid crying foul because they have just spent a huge
amount on stanp duty. Buy a cheaper property! These are typical of persons
who rub their hands with glee as house prices rise but then realise they now
have to pay a proportionately higher |evel of tax. Wiy not consider living
on the street and not paying taxes at all

One nmethod to decrease the burden of stanmp duty on the buyer could be to

i mpose the liability onto both parties. They could equally share the stanp
duty cost.

Briefly on Land tax: | feel for the ol der person who eventually is forced to
pay when the threshold is reached, but | have no nercy for those investors
who conplain when their land tax liabilities increase fromyear to year. The
investnment rules are there for all to see and land tax is sonething that
shoul d be consi dered before purchase. The capital value of the house has

i ncreased and there is no inverse relationship between the two vari abl es.

Lastly it ceases to anaze me how nmuch |lip service the RBA gives this topic.
It is blatantly clear that it is not working. |Itjls objective is to control
inflation. House prices have inflated, but they readily use enpty rhetoric
to attenpt to pumel a nonster that keeps growing. See all the current stats
on investnent housing. The weighting in the CPI may need to be adj usted.

The only defense they have is the housing industry growth provides a

di sproportionate |evel for growh to the econony, as does the | oose supply
of nmoney fromlow interest rates. Wen they act the pain may be widely felt!
| say that it would be better to act than talk. The nonetary policy could
act in tandemwth fiscal policy initiatives such as the savings one
nment i oned bel ow.

Fi nance

A recent report sponsored by the Menzies Institute encouraged the use of a
new shared equity arrangenent. It is ideas such as these coupled with the
new i nnovative Hi gh LVR products available frominstitutions that encourage
t he use of easy nobney to finance purchases.

It seens that the noney supply availability has been catered for in this

i nnovation but the supply issue of property forgotten. |I think that this
woul d encourage prices in the market to go higher

Wiy not encourage individual saving via the taxation system No matched

savi ngs, no shared arrangenments but rather a system whereby the first $1000
or $ 2000 in interest earned would not be subject to tax at the nmargi nal tax



rate of the earner. TH' S SHOULD BE MEAN TESTED, YES MEAN TESTED, A TERM THE
CURRENT GOVERNMENT SEEMS TO HAVE FORGOTTEN. THI 'S COULD OCCUR ON A SLI DI NG
SCALE FROM 50k TO 100K. Full benefit for up to 50K and no benefit for 100K
and above. Qther val ues could be discussed. This woul d encourage savi ngs and
reduce the reliance on our credit nmentality. If they donjjt save then so be
it. Renting is still and will always be a viable alternative. Intervention
is sonetines necessary to massage the econom c framework of a society.

| ndustry

This continual increase in house prices has increased and will continue to
i ncrease the cost of construction and mai ntenance. This coupled with a
reluctance of younger people in selecting a trade, as a vocation wll put
pressure on Building work and prices. The standardi zati on of building
standards woul d be beneficial in reducing regulatory differences between
states and hurdles in approvals.

The real estate industry should also cone under scrutiny. At exactly the
sanme tinme it discusses stanmp duty and other punitive taxes it should al so
acknow edge that their conmi ssions also affect prices. There is a | ot of
uncontrol | ed propaganda such as is evident in ads that should be nore
strictly controlled by an external body such as the ACCC preferably under a
federal system There will be cries of increased conpliance costs but they
will generally cone fromthose with the nost to | ose. Those with nothing to
worry about will happily conply.

Wien the bubble deflates, the result should be downward pressure on

comi ssions, a nice positive.

.. ---- INTEGRITY is the keyword here-------

No mention will be made of the media industry. They agai n make many cl ai ns.
Any work that they do, should readily outline all audited costs and actually
realistically estimate the timeframe for conpletion with a normally sized
wor kf or ce

C osing

| have intentionally nmaintained a qualitative perspective as much has been
written and produced with regards to the housi ng bubble we are experiencing
at the nonent. Analysts that have plenty of time can readily collect this
mat eri al

| also acknow edge that this PC investigation after reading the ternms of
reference may just seek to transfer the perceived blame to |ocal and state
gover nnents.

Unfortunately | amnot naive and it is possible that this report will only
fill a slot inalibrary, just like so many others, conveniently quoted when
a shortsighted political gain can be made.

I hope nmy comments, along with the nmany ot her subm ssions, are considered
and if feasible incorporated in the final analysis.

I wish it success and | hope that any useful recomendations fromthe
conmi ssion report are inplenented.

Waiting to BUY FIRST HOWE!!!

ni nemsn Prem umtransfornms your e-nail wth col ours, photos and ani mated
text. Cick here http://ninensn.com au/premn unfl andi ng. asp



