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Calendar
March 10-April 15, 2005

10 What: PCA NSW division lunch, Issues and
Challenges in 2005: Energy,Water and
Waterloo — Frank Sartor, NSW Minister for
Energy and Utilities
Where: Grand Ballroom, Westin Hotel
Sydney, No. 1 Martin Place, 12.30pm
What: PCA Queensland downtown
breakfast — Desley Boyle, MP
Where: Brisbane Club, Post Office Square,
7.30am

11 What: ABS housing finance figures for
January released

15 What: Rice Daubney Commercial Forum,
2020:Whatwill influence the city of the
future?
Where: Quay Grand, Harbour Bridge Room,
61 Macquarie St, Sydney, 5.30pm

17 What: UDIA Night Golf Challenge
Where: Emerald Lakes Golf Course, Carrara
What: PCA Victoria division breakfast —
Jeremy Reynolds, manager of demographic
research with the Department of
Sustainability and Environment
Where: River Room, Crown Towers, 7.30am

19 What: 2005 RAIA NSW chapter awards
presentation day
Where: Tusculum, 3 Manning Street, Potts
Point, Sydney

22 What: RAIA Western Australia president’s
cocktails
Where: Upper Plaza, QV1 Building, 250 St
George’s Terrace, Perth, 6pm

30 What: PCA NSW March accounting
luncheon,Clearing thehurdles:Howcanwe
resolve theoutstanding issues?
Where: Grand Ballroom, Westin Hotel, No. 1
Martin Place, 12.30pm

31 What: UDIA Gold Coast Tweed members
lunch — Ron Clarke, Mayor of Gold Coast City
Council
Where: Surfers Paradise Marriott Resort

1 What: ABS building approvals figures for
February released

4 What: ABS retail trade figures for February
released

5 What: RAIA Newcastle division lunch
Where: MJ Finnegan’s Irish Pub, corner
Darby and King streets, Newcastle

6 What: PCA Queensland CRE luncheon:
North Bank
Where: Vino’s Restaurant, Eagle St Pier,
12.30pm

7 What: PCA NSW division lunch
Where: Grand Ballroom, Westin Hotel
Sydney, No. 1 Martin Place, 12.30pm

8 What: PCA Hunter lunch
Where: Harbourview Function Centre,
Seaview Room, Queens Wharf, 12.30pm

11 What: ABS housing finance figures for
February released

15 What: PCA Qld downtown luncheon, SEQ
infrastructure plan
Where: Great Hall 4, Brisbane Convention
and Exhibition Centre, 12.30pm
primedates@theaustralian.com.au
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PRIME OPINIONS

Why did they go and raise rates?

Frank Gelber

The Reserve’s
decision to
increase
interest rates
in the face of
weak growth
shows the
seriousness
with which it
views the
threat of
inflation

Seachange: Capacity
constraints in transport,
materials handling, port
and shipping
infrastructure are
limiting export growth

NOW that the dust has had time to settle,
let’s have another look at the national
accounts figures released lastweek, think
about how we can interpret the Reserve

Bank’s decision to raise interest rates in the face
of ‘‘weak growth’’, and look at consequences for
property.
Economicgrowthwasweak in the secondhalf of

2004. Let me clarify. GDP growth, ie production
growth, was weak last year.
But domestic demand and domestic expendi-

ture (GNE) growth remained strong, albeit a little
lower than the very strong levels of the preceding
two years. What happened?
Domestic demand did slow from around 6 per

cent to around 4 per cent during the course of the
year as we saw the first impact of the housing
downturn on work done in the housing market
come through.We saw a stock rundown (probably
unintended) in the second half of the year affect
GNE. But there were positives, too.
Government expenditure (consumption and

capital) was strong and,most importantly,we saw
the first signs of acceleration in business invest-
ment in plant and equipment. That’s important.
Let me digress for a second. We at BIS Shrapnel

have for a long time been arguing that business
investmenthasbeeninadequate.Inaggregateterms,
business investment appeared strong, boosted by
some extremely solid sectors, the minerals and
secondary processing boom, for example. It was only
when you looked at the industry level that the
inadequacy became apparent.
It was easy to see why it happened. The last

eight years have seen numerous negative shocks
to the Australian economy. The Asian crisis of
1998 was followed by the ‘‘tech wreck’’ post-2000,
the domestic downturn in 2001 and, just as we
recovered from that, we ran into the impact of
world recession, drought and SARS in 2003.
Over all this time, the logic of most Australian

businesses, driven by investment markets
through boards and through the ranks, has
fluctuated between cost cutting and cost contain-
ment, from a focus on survival to emphasis on
short-term profits.
It worked for a while, with strong growth in

profitability (through cost cutting, but little new
investment). But now we have to pay the piper.
What we’re seeing now are the consequences of

the short-term focus on profits, of inadequate
investment both in the private and public sectors
and of inadequate planning.
Capacity constraints, infrastructure bottle-

necks, and the blowout in imports and the current
account deficit are the result of a corporate logic
driven by investors, analysts, boards andmanage-
ment to improve efficiency and maximise this
year’s profit and share price. Sound familiar?
Asa result,businessAustralia is tight as adrum.
We’re lean and mean and efficient. We’ve

extracted almost all of the profitability increases
available from reducing costs. We can’t increase
production without increasing labour and we’re
running into capacity constraints.
Productivity growth has fallen to virtually zero.

And we haven’t invested enough to allow for
growth. Meanwhile, demand is strong.
Moreover, all this is happening at a time when

we’re running into skilled-labour shortages.
Now that bottlenecks and capacity constraints

are becoming apparent, companies are making a
seachange in logic, switching from cost contain-
ment to investment forgrowth,bothby increasing
the productivity of labour and by expanding
capacity.
That’s the only way for them to underwrite

growth in both output and profitability over the
next few years.
This switch in corporate logic has already

begun. It was evident in the latest CAPEX and
national accounts data. Interestingly, small busi-
ness started before large business. But we’re now
seeing thebeginningof a surge in investment that
will last several years and, fortuitously, it’s all
happening at a time that the high (actually,
overvalued) Australian dollar has made that
capital expenditure cheap.
The problem is that it will take time for new

capacity to come on stream. We should feel the
benefits of labour-saving investment first. But I
digress.
If demand is so strong, how come production is

so weak? There are several answers:
�Capacity constraints are limiting our ability to
produce to meet demand.
�The overvalued dollar is not only affecting our
competitiveness in manufactured exports, but
more importantly is affecting our competitiveness
against imports.
�The combination of strong demand, capacity
constraints and an overvalued dollar has seen

increasing import penetration and several years
of extremely strong import growth. And import
growth will stay strong sincemost of our business
equipment is imported.
�Meanwhile, exports have been constrained by
the same factors. Strong demand for andprices of
minerals and metals has been constrained by
capacity. Investment started two years ago but
those projects are only now starting to come on
stream. The problem is compounded by capacity
constraints in transport,materials handling, port
and shipping infrastructure necessary to get
product to its final destination. Exports, still weak,
will rise substantially through the course of this
year and next.
�Add to that the rundown in stocks in the second
half of last year, which should be reversed this
year.
The upshot is that there’s a significant negative

external contribution and a major gap between
expenditure and production.
The blowout in the current account deficit,

usually conveniently ignored, is a symptomof this
and a serious long-term problem for Australia,
albeit a sleeper at the moment.

The import problem won’t get any better this
year. While demand is strong, there will continue
to be leakage of demand into imports. The
Australian dollar doesn’t look like falling any time
soon to improve competitiveness. And investment
will take time to flow through into production.
But the export situation will improve as new

capacity comes on stream this year and next and
the stock rundown should turn around.
So, over the course of this year, we should see a

reduction in the gap between expenditure and
production. The expenditure side will soften a
little, but production will improve and growth will
be sustained.
Meanwhile, despite the slowing of GDP in the

secondhalfof2004,we’veseenasurge injobcreation.
Employment grew by 3 per cent in the year to
January 2005 and that will boost household income.
We’re not afraid of losing our jobs or going broke.

Sowe’ll keep spendingwhatweearn,perhapsa little
moreslowlythaninthe last fewboomyears forretail
sales, but still growing strongly.
It is against this background that we must

interpret the Reserve Bank’s decision to raise
interest rates. They already knew what the
growth figures would be when they made their
decision. To some this was an anomaly. Why
increase interest rates if growth is weak?
What it does show is the seriousness withwhich

the Reserve views the threat of inflation, particu-
larly in an environment of strong demand in the
face of capacity constraints and skilled-labour
shortages.
That’s the story we’ve been telling for a long

time now. (In fact, we’re thinking of suing the
Reserve for stealing our line). And I must say if I
were in theReserve’s shoesandwasworriedabout
inflationary pressures, I’d try to cut back demand
early in the hope of avoiding the need for a more
significant rise in interest rates later on. And
that’s what I think they’ve done.
Sure there is as yet no sign of inflation. And

thanks to the federal Government for pointing
that out. But these are precisely the conditions in
which inflationary pressures can emerge.
I still think demand inflationary pressure will

come through, taking CPI inflation to levels
unacceptable to the Reserve during 2006 and
forcing a significant tightening. But if it’s to be
avoided, the Reserve is doing the right thing.
So, what does this mean for property markets?
Firstly, we’re not going to see a collapse in the

economy this year. We can live with these higher
interest rates. Interest rates are still low.
And the emergence of capacity constraints will

be felt in the property industry, too, as the supply
of space dries up, leading to rising rents and new
construction. Meanwhile, we’ll see a phase of
investment in new warehousing technologies,
increasing the demand for and development of
industrial property.
Business investment will boost property de-

mand in the commercial and industrial sectors.
Meanwhile retail sales growth should be sus-

tained,albeitata lower rate thantheextraordinary
levels of the last few years— around 7 per cent per
annum real compared to my rule of thumb 2.5 per
cent. We’re not worried about losing our jobs and
we’re not really tightening our belts yet.
The strength of retail margins will flow through

to retail rents over coming years. Retail property is
OK. On the other hand, residential property is not
going to recover quickly.
This is the time when business-related property

will be strong.

Frank Gelber is chief economist at BIS Shrapnel
fgelber@bis.com.au

Warranty insurers ill-equipped for f lood of claims

Changing times: Insurers have underwritten home warranty in a prolonged period of construction buoyancy

Kim Lovegrove

Privately
funded
cover is
under
threat from
a rise in
builder
insolvency

THERE have been some high-profile
building company collapses recently

at the top end of town. Whether this

trickles down into the residential

sector remains to be seen.

Historically, the combination of a decline
in building approvals with a downturn in

construction activity has caused a spike in

residential builder insolvency.

If this occurs then some of the insurers

that provide residentialwarranty covermay

be caught unawares and could well take a

bath.

Last week’s interest-rate rise certainly
won’t help the home building sector.
Insurers in this sector have only known

the good times; they have underwritten

home warranty in a prolonged period of

construction buoyancy.

Yet even though insurers have operated

in a robust economy,until the past couple of
years they were smarting, if not haemor-
rhaging, from the cost of claim payouts.

This led to the big insurers pressing state

and territory governments to water down

the insurance requirements in the state

regulations.

The result was that insurers now provide

very little protection to consumers.

In Victoria, a consumer can only claim
indemnity froman insurer if thebuilderhas

disappeared or become insolvent. Short of

this occurring, the insurer has no obligation
to pay a claim for defects or the costs of

incomplete work.

It’s a bit like the Dire Straits and Sting
collaboration of the late 1980s, Money for

Nothing. Well, insurers ain’t seen nothing
yet. Take the case of Victoria, where resi-
dential insurance was privatised in the

mid-90s.
Before then, state-backed schemes such

as the Housing Guarantee Fund indemni-

fied consumers for

residential defects.

But construction

activity has been

buoyant since then.

Were there to be a

rise in insolvency ac-
tivity in the residen-
tial sector, then in-
surance companies

would be inundated

with claims.

The payout costs

could be huge.

Typically, if a

building company

goes belly-up, many
of its homes will be

partially completed.

Having acted for

insurers dealing

with builder insol-
vencies, I can vouch
for the fact that the

cost of completing
such projects increases by 30 to 50 per cent,
sometimes more. There have been cases

where construction cost blowouts have ex-
ceeded 100 per cent.

I remember discussing these issues with

the previous government in Victoria,where

thethenplanningminister said that thereal

cost blowouts on construction claims con-
cerned builder insolvency indemnity.

The Liberals had an inkling that such

indemnity could not be a long-term proposi-
tion, and consideration was indeed being
given to scrapping insolvency cover.

Since then, ironically, the laws have been
changed to exclude any type of claim for

building defects upon an insurer, except
(primarily) where insolvency occurs.

Underwriters and governments will have

to keep a close eye on insolvency activity in

housing.

An increase will stress the already fickle

supply of product and governments could

then anticipate dozens of insurers descend-
ing upon them pleading for omission of

insolvency cover.

If thiswere to occur then privately funded

warranty cover would in effect be dead,
because if insolvency cover goes, there’s
nothing left of the product.

Governments would then have no option

but to do what they have desperately been

tryingnot to do: goback into thebusiness of

state-backed underwriting.

Kim Lovegrove is managing partner of Lovegrove Solicitors
and vice president of the Building Certifiers Association
lovegrovesolicitors@bigpond.com

Keatings Real Estate
83 High St, Woodend (03) 5427 2999 www.keatings.com.au

Macedon Ranges
WOODEND Taylor Road

AN OUTSTANDING PURPOSE BUILT CONFERENCE CENTRE
AND PRIVATE RESIDENCE.

Surrounded by undulating picturesque grazing land and featuring three 
spectacular private lakes.

EXPRESSIONS OF INTEREST ARE INVITED FOR:

“CAMMERAY WATERS”
www.cammeraywaters.com.au

Firstly - The “Cammeray Waters” conference complex 
on 42 Ha (104 acres) with an exceptional approx 10 acre
lake and with an excellent 6 BR BV residence & all
conference infrastructure & chattels. ESP: $3m - $3.3m
Secondly - The adjoining 10.12 Ha (25 acres) with a 
4 bedroom residence. ESP: $330,000 - $350,000
Thirdly - The adjoining 24.27 Ha (60 acres) of farmland 
with the second pretty lake. ESP: $500,000 - $550,000
Fourthly - The 23.10 Ha (57 acres) of farmland with the 
third spectacular lake. ESP: $600,000 - $650,000

EXPRESSIONS OF INTEREST
CLOSE ON 31/3/05

104 ACRES104 ACRES

25 ACRES25 ACRES

2nd
Residence

2nd
Residence

Conference 
Centre and 
Residence

Conference 
Centre and 
Residence

60 ACRES60 ACRES

57 ACRES57 ACRES

High yielding 
industrial investment
113 Ledger Road Beverley, SA

• High quality modern building
• Building and depreciation allowances
• Leased to a subsidiary of Paperlinx Ltd, Paper Australia Pty Ltd
• Close proximity to CBD, Adelaide airport and Port Adelaide
• Rental is $569,948 p.a.

Featured on www.propertylook.com.au/37183 

FOR SALE BY EXPRESSIONS OF INTEREST 
CLOSING 11 APRIL 2005
Kym Hutchins 0438 836 817 James Kaufman 0418 325 460
Level 22, 25 Grenfell Street, Adelaide 08 8233 8888

� Irrigation 405.83ha/1002.4ac approx
� Irrigation with work 295.21ha/729.16ac approx
� Dryland 77.22ha/190.73ac approx
� Details of bores, licences and field maps are available on enquiry
� Mooki River licence of 486megs. Groundwater licence of

3,302megs presently at 65% allocation with a maximum
10% carryover

� 2 bedroom house, bulk grain/machinery shed and silos
� Ready for winter crop ‘05
� Sloping floodplain of friable self mulching soil of a very even

consistency

� Approx 54.19ha of Soy Beans and 116.61ha of Sorghum will be
given in unless harvested by the vendor prior to exchange

� Cropping access will be granted to the purchaser on exchange
� 45km from Quirindi, 53km from Gunnedah and 70km from

Tamworth

“WEST GARAWAN” BREEZA PLAIN – CAROONA NSW
2119ac approx     Across the black soil plain      857ha approx

CONTACT Geoff Norris

GUNNEDAH 02 6742 0355
ah 02 6744 5213, mob 0427 657 597
web id available from agent

AUCTION 11am, Thurs 7 April, Civic Theatre, Gunnedah
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10 What: PCA NSW division lunch, Issues and
Challenges in 2005: Energy,Water and
Waterloo — Frank Sartor, NSW Minister for
Energy and Utilities
Where: Grand Ballroom, Westin Hotel
Sydney, No. 1 Martin Place, 12.30pm
What: PCA Queensland downtown
breakfast — Desley Boyle, MP
Where: Brisbane Club, Post Office Square,
7.30am

11 What: ABS housing finance figures for
January released

15 What: Rice Daubney Commercial Forum,
2020:Whatwill influence the city of the
future?
Where: Quay Grand, Harbour Bridge Room,
61 Macquarie St, Sydney, 5.30pm

17 What: UDIA Night Golf Challenge
Where: Emerald Lakes Golf Course, Carrara
What: PCA Victoria division breakfast —
Jeremy Reynolds, manager of demographic
research with the Department of
Sustainability and Environment
Where: River Room, Crown Towers, 7.30am

19 What: 2005 RAIA NSW chapter awards
presentation day
Where: Tusculum, 3 Manning Street, Potts
Point, Sydney

22 What: RAIA Western Australia president’s
cocktails
Where: Upper Plaza, QV1 Building, 250 St
George’s Terrace, Perth, 6pm

30 What: PCA NSW March accounting
luncheon,Clearing thehurdles:Howcanwe
resolve theoutstanding issues?
Where: Grand Ballroom, Westin Hotel, No. 1
Martin Place, 12.30pm

31 What: UDIA Gold Coast Tweed members
lunch — Ron Clarke, Mayor of Gold Coast City
Council
Where: Surfers Paradise Marriott Resort

1 What: ABS building approvals figures for
February released

4 What: ABS retail trade figures for February
released

5 What: RAIA Newcastle division lunch
Where: MJ Finnegan’s Irish Pub, corner
Darby and King streets, Newcastle

6 What: PCA Queensland CRE luncheon:
North Bank
Where: Vino’s Restaurant, Eagle St Pier,
12.30pm

7 What: PCA NSW division lunch
Where: Grand Ballroom, Westin Hotel
Sydney, No. 1 Martin Place, 12.30pm

8 What: PCA Hunter lunch
Where: Harbourview Function Centre,
Seaview Room, Queens Wharf, 12.30pm

11 What: ABS housing finance figures for
February released

15 What: PCA Qld downtown luncheon, SEQ
infrastructure plan
Where: Great Hall 4, Brisbane Convention
and Exhibition Centre, 12.30pm
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PRIME OPINIONS

Why did they go and raise rates?

Frank Gelber

The Reserve’s
decision to
increase
interest rates
in the face of
weak growth
shows the
seriousness
with which it
views the
threat of
inflation

Seachange: Capacity
constraints in transport,
materials handling, port
and shipping
infrastructure are
limiting export growth

NOW that the dust has had time to settle,
let’s have another look at the national
accounts figures released lastweek, think
about how we can interpret the Reserve

Bank’s decision to raise interest rates in the face
of ‘‘weak growth’’, and look at consequences for
property.
Economicgrowthwasweak in the secondhalf of

2004. Let me clarify. GDP growth, ie production
growth, was weak last year.
But domestic demand and domestic expendi-

ture (GNE) growth remained strong, albeit a little
lower than the very strong levels of the preceding
two years. What happened?
Domestic demand did slow from around 6 per

cent to around 4 per cent during the course of the
year as we saw the first impact of the housing
downturn on work done in the housing market
come through.We saw a stock rundown (probably
unintended) in the second half of the year affect
GNE. But there were positives, too.
Government expenditure (consumption and

capital) was strong and,most importantly,we saw
the first signs of acceleration in business invest-
ment in plant and equipment. That’s important.
Let me digress for a second. We at BIS Shrapnel

have for a long time been arguing that business
investmenthasbeeninadequate.Inaggregateterms,
business investment appeared strong, boosted by
some extremely solid sectors, the minerals and
secondary processing boom, for example. It was only
when you looked at the industry level that the
inadequacy became apparent.
It was easy to see why it happened. The last

eight years have seen numerous negative shocks
to the Australian economy. The Asian crisis of
1998 was followed by the ‘‘tech wreck’’ post-2000,
the domestic downturn in 2001 and, just as we
recovered from that, we ran into the impact of
world recession, drought and SARS in 2003.
Over all this time, the logic of most Australian

businesses, driven by investment markets
through boards and through the ranks, has
fluctuated between cost cutting and cost contain-
ment, from a focus on survival to emphasis on
short-term profits.
It worked for a while, with strong growth in

profitability (through cost cutting, but little new
investment). But now we have to pay the piper.
What we’re seeing now are the consequences of

the short-term focus on profits, of inadequate
investment both in the private and public sectors
and of inadequate planning.
Capacity constraints, infrastructure bottle-

necks, and the blowout in imports and the current
account deficit are the result of a corporate logic
driven by investors, analysts, boards andmanage-
ment to improve efficiency and maximise this
year’s profit and share price. Sound familiar?
Asa result,businessAustralia is tight as adrum.
We’re lean and mean and efficient. We’ve

extracted almost all of the profitability increases
available from reducing costs. We can’t increase
production without increasing labour and we’re
running into capacity constraints.
Productivity growth has fallen to virtually zero.

And we haven’t invested enough to allow for
growth. Meanwhile, demand is strong.
Moreover, all this is happening at a time when

we’re running into skilled-labour shortages.
Now that bottlenecks and capacity constraints

are becoming apparent, companies are making a
seachange in logic, switching from cost contain-
ment to investment forgrowth,bothby increasing
the productivity of labour and by expanding
capacity.
That’s the only way for them to underwrite

growth in both output and profitability over the
next few years.
This switch in corporate logic has already

begun. It was evident in the latest CAPEX and
national accounts data. Interestingly, small busi-
ness started before large business. But we’re now
seeing thebeginningof a surge in investment that
will last several years and, fortuitously, it’s all
happening at a time that the high (actually,
overvalued) Australian dollar has made that
capital expenditure cheap.
The problem is that it will take time for new

capacity to come on stream. We should feel the
benefits of labour-saving investment first. But I
digress.
If demand is so strong, how come production is

so weak? There are several answers:
�Capacity constraints are limiting our ability to
produce to meet demand.
�The overvalued dollar is not only affecting our
competitiveness in manufactured exports, but
more importantly is affecting our competitiveness
against imports.
�The combination of strong demand, capacity
constraints and an overvalued dollar has seen

increasing import penetration and several years
of extremely strong import growth. And import
growth will stay strong sincemost of our business
equipment is imported.
�Meanwhile, exports have been constrained by
the same factors. Strong demand for andprices of
minerals and metals has been constrained by
capacity. Investment started two years ago but
those projects are only now starting to come on
stream. The problem is compounded by capacity
constraints in transport,materials handling, port
and shipping infrastructure necessary to get
product to its final destination. Exports, still weak,
will rise substantially through the course of this
year and next.
�Add to that the rundown in stocks in the second
half of last year, which should be reversed this
year.
The upshot is that there’s a significant negative

external contribution and a major gap between
expenditure and production.
The blowout in the current account deficit,

usually conveniently ignored, is a symptomof this
and a serious long-term problem for Australia,
albeit a sleeper at the moment.

The import problem won’t get any better this
year. While demand is strong, there will continue
to be leakage of demand into imports. The
Australian dollar doesn’t look like falling any time
soon to improve competitiveness. And investment
will take time to flow through into production.
But the export situation will improve as new

capacity comes on stream this year and next and
the stock rundown should turn around.
So, over the course of this year, we should see a

reduction in the gap between expenditure and
production. The expenditure side will soften a
little, but production will improve and growth will
be sustained.
Meanwhile, despite the slowing of GDP in the

secondhalfof2004,we’veseenasurge injobcreation.
Employment grew by 3 per cent in the year to
January 2005 and that will boost household income.
We’re not afraid of losing our jobs or going broke.

Sowe’ll keep spendingwhatweearn,perhapsa little
moreslowlythaninthe last fewboomyears forretail
sales, but still growing strongly.
It is against this background that we must

interpret the Reserve Bank’s decision to raise
interest rates. They already knew what the
growth figures would be when they made their
decision. To some this was an anomaly. Why
increase interest rates if growth is weak?
What it does show is the seriousness withwhich

the Reserve views the threat of inflation, particu-
larly in an environment of strong demand in the
face of capacity constraints and skilled-labour
shortages.
That’s the story we’ve been telling for a long

time now. (In fact, we’re thinking of suing the
Reserve for stealing our line). And I must say if I
were in theReserve’s shoesandwasworriedabout
inflationary pressures, I’d try to cut back demand
early in the hope of avoiding the need for a more
significant rise in interest rates later on. And
that’s what I think they’ve done.
Sure there is as yet no sign of inflation. And

thanks to the federal Government for pointing
that out. But these are precisely the conditions in
which inflationary pressures can emerge.
I still think demand inflationary pressure will

come through, taking CPI inflation to levels
unacceptable to the Reserve during 2006 and
forcing a significant tightening. But if it’s to be
avoided, the Reserve is doing the right thing.
So, what does this mean for property markets?
Firstly, we’re not going to see a collapse in the

economy this year. We can live with these higher
interest rates. Interest rates are still low.
And the emergence of capacity constraints will

be felt in the property industry, too, as the supply
of space dries up, leading to rising rents and new
construction. Meanwhile, we’ll see a phase of
investment in new warehousing technologies,
increasing the demand for and development of
industrial property.
Business investment will boost property de-

mand in the commercial and industrial sectors.
Meanwhile retail sales growth should be sus-

tained,albeitata lower rate thantheextraordinary
levels of the last few years— around 7 per cent per
annum real compared to my rule of thumb 2.5 per
cent. We’re not worried about losing our jobs and
we’re not really tightening our belts yet.
The strength of retail margins will flow through

to retail rents over coming years. Retail property is
OK. On the other hand, residential property is not
going to recover quickly.
This is the time when business-related property

will be strong.

Frank Gelber is chief economist at BIS Shrapnel
fgelber@bis.com.au

Warranty insurers ill-equipped for f lood of claims

Changing times: Insurers have underwritten home warranty in a prolonged period of construction buoyancy

Kim Lovegrove

Privately
funded
cover is
under
threat from
a rise in
builder
insolvency

THERE have been some high-profile
building company collapses recently

at the top end of town. Whether this

trickles down into the residential

sector remains to be seen.

Historically, the combination of a decline
in building approvals with a downturn in

construction activity has caused a spike in

residential builder insolvency.

If this occurs then some of the insurers

that provide residentialwarranty covermay

be caught unawares and could well take a

bath.

Last week’s interest-rate rise certainly
won’t help the home building sector.
Insurers in this sector have only known

the good times; they have underwritten

home warranty in a prolonged period of

construction buoyancy.

Yet even though insurers have operated

in a robust economy,until the past couple of
years they were smarting, if not haemor-
rhaging, from the cost of claim payouts.

This led to the big insurers pressing state

and territory governments to water down

the insurance requirements in the state

regulations.

The result was that insurers now provide

very little protection to consumers.

In Victoria, a consumer can only claim
indemnity froman insurer if thebuilderhas

disappeared or become insolvent. Short of

this occurring, the insurer has no obligation
to pay a claim for defects or the costs of

incomplete work.

It’s a bit like the Dire Straits and Sting
collaboration of the late 1980s, Money for

Nothing. Well, insurers ain’t seen nothing
yet. Take the case of Victoria, where resi-
dential insurance was privatised in the

mid-90s.
Before then, state-backed schemes such

as the Housing Guarantee Fund indemni-

fied consumers for

residential defects.

But construction

activity has been

buoyant since then.

Were there to be a

rise in insolvency ac-
tivity in the residen-
tial sector, then in-
surance companies

would be inundated

with claims.

The payout costs

could be huge.

Typically, if a

building company

goes belly-up, many
of its homes will be

partially completed.

Having acted for

insurers dealing

with builder insol-
vencies, I can vouch
for the fact that the

cost of completing
such projects increases by 30 to 50 per cent,
sometimes more. There have been cases
where construction cost blowouts have ex-
ceeded 100 per cent.

I remember discussing these issues with
the previous government in Victoria,where

thethenplanningminister said that thereal

cost blowouts on construction claims con-
cerned builder insolvency indemnity.

The Liberals had an inkling that such

indemnity could not be a long-term proposi-
tion, and consideration was indeed being
given to scrapping insolvency cover.

Since then, ironically, the laws have been
changed to exclude any type of claim for

building defects upon an insurer, except
(primarily) where insolvency occurs.

Underwriters and governments will have

to keep a close eye on insolvency activity in

housing.

An increase will stress the already fickle

supply of product and governments could

then anticipate dozens of insurers descend-
ing upon them pleading for omission of

insolvency cover.

If thiswere to occur then privately funded

warranty cover would in effect be dead,
because if insolvency cover goes, there’s
nothing left of the product.

Governments would then have no option

but to do what they have desperately been

tryingnot to do: goback into thebusiness of

state-backed underwriting.

Kim Lovegrove is managing partner of Lovegrove Solicitors
and vice president of the Building Certifiers Association
lovegrovesolicitors@bigpond.com

Keatings Real Estate
83 High St, Woodend (03) 5427 2999 www.keatings.com.au

Macedon Ranges
WOODEND Taylor Road

AN OUTSTANDING PURPOSE BUILT CONFERENCE CENTRE
AND PRIVATE RESIDENCE.

Surrounded by undulating picturesque grazing land and featuring three 
spectacular private lakes.

EXPRESSIONS OF INTEREST ARE INVITED FOR:

“CAMMERAY WATERS”
www.cammeraywaters.com.au

Firstly - The “Cammeray Waters” conference complex 
on 42 Ha (104 acres) with an exceptional approx 10 acre
lake and with an excellent 6 BR BV residence & all
conference infrastructure & chattels. ESP: $3m - $3.3m
Secondly - The adjoining 10.12 Ha (25 acres) with a 
4 bedroom residence. ESP: $330,000 - $350,000
Thirdly - The adjoining 24.27 Ha (60 acres) of farmland 
with the second pretty lake. ESP: $500,000 - $550,000
Fourthly - The 23.10 Ha (57 acres) of farmland with the 
third spectacular lake. ESP: $600,000 - $650,000

EXPRESSIONS OF INTEREST
CLOSE ON 31/3/05

104 ACRES104 ACRES

25 ACRES25 ACRES

2nd
Residence

2nd
Residence

Conference 
Centre and 
Residence

Conference 
Centre and 
Residence

60 ACRES60 ACRES

57 ACRES57 ACRES

High yielding 
industrial investment
113 Ledger Road Beverley, SA

• High quality modern building
• Building and depreciation allowances
• Leased to a subsidiary of Paperlinx Ltd, Paper Australia Pty Ltd
• Close proximity to CBD, Adelaide airport and Port Adelaide
• Rental is $569,948 p.a.

Featured on www.propertylook.com.au/37183 

FOR SALE BY EXPRESSIONS OF INTEREST 
CLOSING 11 APRIL 2005
Kym Hutchins 0438 836 817 James Kaufman 0418 325 460
Level 22, 25 Grenfell Street, Adelaide 08 8233 8888

� Irrigation 405.83ha/1002.4ac approx
� Irrigation with work 295.21ha/729.16ac approx
� Dryland 77.22ha/190.73ac approx
� Details of bores, licences and field maps are available on enquiry
� Mooki River licence of 486megs. Groundwater licence of

3,302megs presently at 65% allocation with a maximum
10% carryover

� 2 bedroom house, bulk grain/machinery shed and silos
� Ready for winter crop ‘05
� Sloping floodplain of friable self mulching soil of a very even

consistency

� Approx 54.19ha of Soy Beans and 116.61ha of Sorghum will be
given in unless harvested by the vendor prior to exchange

� Cropping access will be granted to the purchaser on exchange
� 45km from Quirindi, 53km from Gunnedah and 70km from

Tamworth

“WEST GARAWAN” BREEZA PLAIN – CAROONA NSW
2119ac approx     Across the black soil plain      857ha approx

CONTACT Geoff Norris

GUNNEDAH 02 6742 0355
ah 02 6744 5213, mob 0427 657 597
web id available from agent

AUCTION 11am, Thurs 7 April, Civic Theatre, Gunnedah


