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lor real estate veterans, it’s deja vu again

Property observed

Robert Harley

Over the top

Profile of the 18-year real estate cycle

irst.comes the real estate boom,

thén the financial bust. Ttisa

pattern thatis trne of the
collapze of Lehman Brothers, And it
is & cycle that repeats with uncanmny
regularity.

**The housing bubble was s major
cause, ifnol the cianse, of the sub-
prime crisis,  writes Bobert Shiller
in The Subprime Solution.

“*The perception that real estate
prices could'only go up. vear after
year, astablished an atmosphere that
invited lenders and financial
mstitutions to loozen their standards
and risk defanlt. Now the defanlts
are happening, massively and
contagionsly,* he writes.

Shiller, along time follower of real
estate markets and (he man behind
the key US house price indices, sses
many parallels with the property
boom, und bust, that preceded the
Depression. _

Australians don’t have to go back
that far.

At the Property Industry
Foundation Ballin Sydney earlier
this month, two speakers reminded
the 500 guests of the significance of
July 26, 1989.

Back then the chairman of the
foundation, the former managing
director of the Australand Property
Group, Brendan Crotty, was the
head of the Hooker residential
operation and the major sponsor of
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Every 18 years on average,
the real estate cycle peaks aftera
burst of optimism and values crash

€ Years:]

4=

Mid-cycle recession

I(_n:_.rlj‘as-':s crash phase:

Year

: 1931

: Skyscrapers that marked real estate
: cycls peaks

Blilding
1930 -Chrysler Building, New York

Empirs State Building,
New York. =
D T ‘Sears Tower, Chicago
© 1988 John Minuzo's 107-storey
‘tower, Brisbans (never built,
- - developerwentbust
: I8EY Farro'sArow 445m fower,

‘Gold Coast {never built,
developer ent bust)

© Due 2910 The B, Dubai

the evening, the chairman of
St Hilliers, Tim Casey, wasd
Hooker construction executive
working on a site in Lidcombe.
Neither forgets the day Hooker
collapsed, or the shake-out that
followed. First through the property
industry and then into & financial
bust thal claimed the State Bank of
South Australia and almost
destroyed Westpac Banking Corp.
(Crotty shepherded Hooker's
tesidential businzss o become
Australand and Casey created his
own business. Some of those who
spin oul of the current debacle will
o doubt do the same.)

Amnother 15 years earlier, on August
15, 1974, the Australia and New
Zealand Banking Group appointed a
receiver 1o leading builder Mainling
and within six weéeks the scemingly all
powertul Anancer Cambridge Credit
had collapsed and the Bank of
Adelaide eventually went as well-

(Westfield chairman Frank Lowy
says the recent global financial crisis
is the worst he has faced but other
veterans disagree. The collapse of
the 1970s was “horrendons’" said
omne, Tecalling a federal povernment
in disarray, a rampant union
movement and overnight interest
rates that topped 20 per cent)

Phillip Anderson, the managing
direetor of forecaster Economic
Indicator Services has a written a
book, The Secret Life of Real Estate,
aboutthe 18-year cveles of land
price boom and bustin the US.

**It is the same every cycle: the
higher the land price goes the more
debt is credted,”” he writes.

He notes the blame game for the
latest crisis and the collapse of
Lehman Brothers. Some blame the
costof the Irag War, others the
bonuses paid to bankers, still others
the lack of government regulation,

“*Blame anything except the
governmeni-granted licence thatis
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land value, permitted to capitalise
into price and then be used as
collateralin the credit creation
process, That 1s the real canse,'” ha
wrltes.

The praphic above shows
Anderson’s land price cycle, with
what he calls the ““most reliable
indicator of the approaching peak™
— lhe announcement, or the start of
construction, on a new world’s
tallest tower,

We shonld have known when The
Burj Dubai was announced.

1 wonder if anyone will temember
in another 1§ years' time,
rharleyd afr-com.au
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