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THE GREAT DEBATE

WHAT WILL HAPPEN IF NEGATIVE GEARING IS REMOVED?

When a politician says they want ‘more affordable
housing’ that’s code for ‘lower prices’.
Running an election on ‘lower house prices’ is
political suicide. Running for office on the basis of
‘affordable housing’ is noble.
The ‘more affordable housing’ mantra crosses party
lines. The NSW State Liberal Government have
overseen the apartment boom in Sydney in the name
of extra supply creating ‘more affordable housing’.
The Labor Party are contesting the Federal Election
on the basis that removing negative gearing will save
the tax payer billions and create ‘more affordable
housing’.
Labor’s plan is to remove negative gearing (from
January 1 2020) on existing dwellings but allow
investors to gain negative gearing on brand new
dwellings. The policy is designed to drive construction
of new dwellings and in turn keep stock levels high
and rents down.

The tax system has been built around negative
gearing, wrongly or rightly. Previous attempts to
remove it have failed as the political and economic
impact was too hard to handle.
The main complaint from those opposed to negative
gearing is the burden the tax payer wears to the
benefit of landlords. However, it should also be noted
that property investors contribute in many ways to
the public purse. Whether it is through stamp duty,
land tax, council rates, income tax on positively
geared investments and capitals gains tax when they
sell a profitable investment.
To simply remove one component of this established
tax structure will cause disruption.
In the children’s game of Jenga, a tower of blocks is
constructed and the players have to remove blocks
from the bottom and place then at the top of the
tower, without crashing the tower in the process.

Negative gearing was introduced in the 1930s in
Australia. It is worth thinking about that the next time
someone claims negative gearing is a ‘loop hole’.
CONTINUED ON PAGE 3
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Buying at auction
In room vs onsite

Auctions will be held onsite at the subject property
or off site at what is commonly referred to as in room
auctions. There are no fundamental differences in
how in room or onsite auctions work. There are
subtle differences that it may be worth keeping an
eye on though.
At an onsite auction, while you may be greeted by
a massive crowd, it’s worth remembering they are
mainly neighbours observing not actual bidders. At
an onsite auction, if you stand in the right position,
you should be able to view the competing bidders.
Many experienced bidders like to stand close to the
auctioneer and look at the crowd from that vantage.
Such brazen confidence from a bidder can be
unnerving to other bidders
Buyer’s agent Patrick Bright says that an onsite
auction can be more emotional than an in room
auction. ‘Given the buyers are actually standing in the
house they are bidding on, it can play to the vendors
advantage. Conversely, a rainy day, aircraft noise or
excess car traffic can have a negative impact on an

Just because the agent wants the vendor to

onsite auction. These issues are irrelevant with in

auction, it doesn’t mean you have to buy that way.

room auctions.’
Bright highlights that the order of the properties to be
auctioned at in room auctions is highly relevant. From
his experience, Bright says that properties certain to
sell well will be auctioned first. The agents are aiming
to create a ‘positive tone’ to the proceedings. The
agents will also want to place a certain seller last in

Given there are so many bidders for so many
different properties at an in room auction, it’s much
more difficult to know who you are bidding against.
The power play at an auction is fluid ebbing back
and forth between the vendor and the buyers. The
more buyers there are the more power to the vendor
and vice versa.

the pecking order to ensure that the event both starts
and finishes well.
The weaker auctions are likely to be buried in the

If buying at auctions is daunting to you, outsource
the bidding or make your best offer prior to auction.
Just because the agent wants the vendor to auction,

middle of the schedule.

it doesn’t mean you have to buy that way.

CONTINUED FROM PAGE 1
Removing negative gearing is a political game of
Jenga.
If Labor can cleanly achieve the removal of negative
gearing, spoil to the victors. It will be a tricky path
ahead though.
There is much debate on the impact of removing
negative gearing from the housing market.
Historically, small policy changes by Governments
have big impacts on markets. The removal of
negative gearing is a big policy change likely to have
a big impact on the market.
The key to understanding the impact is understanding
the dynamic factors at play.
Price bubble in brand new dwellings – Brand new
dwellings will still be able to be negatively geared by
investors. Foreign investors and first home buyers
already receive incentives to purchase brand new
over established dwellings. As a result, it can be
easily argued that brand new dwellings sell at an
unjustified premium to the established market. The
muted changes to negative gearing will exacerbate
the bubble in the prices of brand new dwellings.
At best you could call it an incentive for investors to
buy brand new dwellings, at worst it’s a bribe.
Higher rents in undersupplied markets – Property
analysts SQM Research recently released a report
that compared global residential property markets –
those with and without negative gearing.
Globally, those housing markets without any negative
gearing built into their respective tax system had
higher priced rental markets. Here in Australia,
markets that are under supplied for dwellings will
see a gradual increase in rents, as the market
recalibrates after the removal of negative gearing.
Markets such as Hobart which are traditionally antidevelopment and the Inner city of Sydney which is
undersupplied are likely to see tenants paying higher
rents over time.
Aussie housing markets which are pro-development
will be less impacted by the removal of negative
gearing than global peers, due to investors buying
brand new dwellings.
Investors continue to feel the squeeze – owning
an investment property is nirvana during those rare

times that prices are rising and interest rates are
falling. The rest of the time, investment properties
can be onerous. Maintenance, vacancy, land tax,
strata fees and insurances are just some of the many
costs landlords incur. The removal of one of the few
but true benefits to investors will see many of them
opt for alternate investment options.
Commercial property could be a winner – in
Australia, commercial dwellings have always traded
with a higher yield than residential. It is the ALP’s
hope and expectation that property investors move
into buying brand new dwellings to maintain the
negative gearing tax break. Investors could well
transfer their interest from the low yielding residential
to the higher yields on offer in the commercial market.
Unintended consequences – nothing happens in
isolation. Identifying unintended consequences is
difficult because they are outcomes no one expected
or anticipated. A major policy change usually brings
unintended consequences downstream though. For
example, a massive move away from property by
investors would see State Governments revenue
drop from stamp duty and land tax (particularly if
prices fall). State Governments would then be under
pressure to plug the gap in their budget through new
and/or higher taxes.
Downward pressure on property prices. The
impact cannot be measured scientifically because
negative gearing is one of many reasons that buyers
purchase a property. You can rest assured this is one
more reason that investors will back off. The Liberal
Government closed many of the abused aspects
of negative gearing in the May 2017 which had an
impact on property prices at the time.
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WESTPAC SURVEY HIGHLIGHTS THE OBVIOUS….

BUYERS DON’T LIKE AUCTIONS

Westpac recently surveyed 1000 Australian home
owners and identified education gaps amongst the
‘Next Home Buyers’ (NHBs).
Their key finds were:
•

Over half (56%) of NHBs admit they are too
scared to purchase at auction.

•

46% of NHBs are not confident they know what
to do at an auction

•

Almost half (48%) of NHBs did not know
exactly what an offset account is

•

41 % of NHBs did not know exactly what
refinancing is

to get up to scratch on key home loan concepts.”
“With the right help and guidance, the process of
buying a home can be incredibly rewarding. It all
starts with an open and frank conversation with a
professional to identify any knowledge gaps”
Westpac’s research revealed that many NHBs are
apprehensive to purchase at an auction with over
half (56%) admitting they are too scared, and 46 per
cent not confident they know what to do.
“Auctions can be daunting, but again, by doing their
homework and being well-prepared, home buyers
can feel confident to make the most of current
opportunities,” continued Mr Ranken.

In the press release, Will Ranken, Westpac’s
General Manager of Home Ownership, encourages
all buyers, no matter where they are on their home
ownership journey, to continue to stay informed.

“To ensure the best chance of success, home hunters
should observe several auctions before they bid;
thoroughly research the property they’re interested
in; and ask the selling agent for comparable sales.”

“It’s encouraging to see the majority of home buyers
are already making the most of available resources

Whilst the focus of Westpac’s release was on the
need for home buyers to brush up on their knowledge,
it does pose an obvious question for vendors – why
use a sales process that buyers detest?
Using a sales process that more than half of your
target market admit they are too scared to participate
in suggests there has to be smarter selling options
available. Buyer’s resistance to the auction process
is evident in the amount of failed auction campaigns
that sell shortly after the auction date.
A principal of success in selling is ‘make it easy
to buy’. The auction process fails both buyers
and sellers on this point, as demonstrated by the
deteriorating clearance rates over the past 18
months.

56% of buyers surveyed by Westpac said they were
too scared to purchase at auction.

In a market that is down on confidence and buyers
are struggling to get rapid finance approvals. It is
apparent that the auction process is the wrong sales
process for the current environment.
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10/75 Glassop Street
Balmain
$540,000
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13 Morgan Street
Petersham
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13/3 Rosebery Place
Balmain
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7/47 Penkivil Street
Bondi
$ - Confidential
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66 James Street
Leichhardt
$1,280,000
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2602/4 Sterling Circuit
Camperdown
$750,000
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11 Sardinia Place
Birchgrove
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15/44 Boyce Street
Glebe
$440,000

1

SOLD

1

13 Waratah Street
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2/7 Wolseley Street
Drummoyne
$951,000
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9/1 Chandos Street
Ashfield
$425,000
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6/9 Wylde Street
Potts Point
$755,000
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