Address by Phil Hogan TD, Fine Gael Spokesman on the Environment, Heritage & Local Government to the Institute of Professional Auctioneers & Valuers on Saturday, May 9, 2009.

Ladies and Gentlemen

We live in an unparalleled decade. For the first five or six years of the new century, we revelled in new found wealth and prosperity. We saw riches and ambitions that our parents could only have dreamed of. 

It took us several decades to get to this level of prosperity. It did not take us long to lose it. We are now facing into an economy that has been destroyed largely from within. We have seen unemployment doubled – and we are back facing the crisis of the 1980s – massive unemployment, rising national debt and a complete absence of hope and opportunity. 
Property is at the centre of that boom and bust. Let me be absolutely clear, a properly functioning and well balanced property market is a key measure of a performing economy. It is fundamental to well being of society. A well functioning property market signals consumer and business confidence, economic growth and a future focus. 

What happened in the last five years to the property market will, I believe, in time come to be seen of a text book case of how not to manage an economy, of how to turn success into failure and the risks to economic sovereignty through the mismanagement of the banking system. 

The first part of any recovery is to deal with the root of the problem. Property can only be seen in the context of the wider economy – so while excesses in the property market may be seen to have caused the economic meltdown, a full economic recovery is not solely dependent on the property market. 
The Root Cause of the Problem

The property market is the key symptom of the economic problem that has been created. But the causes go far deeper. Fundamentally the cause of the economic turbulence nationally and internationally is the failure of the banking system. One of the phenomenal successes of post war marketing is the way that debt became credit. Debt became too easy for individuals, for companies, for countries. We lost touch with the reality that what is borrowed has to be paid back  

There are a number of key questions that remain to be answered in relation to the behaviour of banks in Ireland: 

· Did they really believe that we would all be better off selling domestic property to each other than in sustaining an export led commerce based exporting economy? 

· In each and every bank there is a function called Group Risk Management. Were they on sabbatical for the past five years? Wee know the high profile CEO and Chairmen who have left their posts. What about those in charge of risk and lending? 

· Why did we pay a regulatory function for the past five year? What value did they add? They spent time on high profile causes such as foreign exchange pricing which is serious but not life threatening. They utterly missed the big picture.  A fundamental reform of the regulatory sector is critical. 
· What valuation models were the banks using for property and what were they accepting as reasonable valuations from the auctioneering and surveying profession?
· I do also think, as an aside Chairman that the property services sector does also need to look at its own performance in valuing properties over the same period. As we all know, just because someone wants their property to be worth something, does not mean that it is. 
The banking industry needs to be restructured. The issue of toxic assets needs to be reviewed. The government has put forward its proposal in relation to NAMA. In Fine Gael we do not think that it is the right approach. As Richard Bruton has pointed out, the current proposals put too much of the risk on the shoulder of the taxpayer and not enough on the banks and their shareholders. Rather than take the bad lendings out and leave the good stuff to the shareholders, in essence we want to do the reverse. We want to take the good performing loans out into new banks and leave the existing banks the responsibility of cleaning up their own mess. 

We are not doing it to be vindictive. I believe that the current NAMA model will lead to a bonanza for accountants and lawyers, maybe even for some auctioneers as they battle to maximise for their clients the value of assets being bought by NAMA. Have you ever seen anything speeded up by a judicial process? Think of the average Compulsory Purchase order and how long it takes. Multiply that in terms of value and in terms of number of cases. If you are a developer and have paid hundreds of millions too much for an asset, then it is worth your while under the NAMA model to seek to maximise the value of the asset transferred. And yet the purpose of NAMA is to get lending moving again. It will be embedded in legal cement. Under our system, there will be no such transfer of assets which are of disputed value. 

The Solution 

The fundamental requirement for the economy is to free up bank balance sheets to get lending flowing again. Ask any public representative and they will tell you of the frustration of SMEs as they seek to get credit for viable businesses. I am not talking millions, I am talking about €5k and 10k overdrafts. Our model will free up the balance sheers of new banks to get credit flowing again. My concern is not for the banks, it is for their customers. Do you know of any SMEs – the heartbeat of Irish commerce – which have not let people go? We have seen unemployment double in 12 months – and we will never, never solve the problem of the national finances, until we reverse the rising tide of unemployment.

We need to support our own indigenous service and manufacturing businesses as they battle through this storm. 
So let me move to the future focused and positive bit of the speech!  We need hope and we need direction. The problem won’t be solved by those who led us blindly into it. People are angry, but they will put their shoulder to the wheel if they see a realistic vision for the future and a route as to how we will get there. 

No Country has ever taxed its way out of recession. I think that the government go the balance wrong in the last budget – it closed 2/3 of the gap by raising taxes; 1/3 by reducing expenditure. I believe that it should have been the reverse. I believe, and my party believes, that there needs to be revolutionary reform around many aspects of the way that we run our affairs. In the last three months we have produced new approaches on: 

· The Public Finances

· Oireachtas Reform 

· Third Level 

· Local Government

· The Health System 

In addition we will be publishing an SME Support Programme in the next fortnight. 

The real gains that we made in the last 10 or 15 years were when we innovated, and were competitive internationally. We recently launched a new policy document on Rebuilding Ireland – where we set out to regain that spirit of innovation, build competitiveness and renew our infrastructure. 

Where the market is not working the State has to innovate. We did it before going back to the foundation of the State. We established Ardnacrusha, we established Bord Na Mona and all of the other semi States. We now propose establishing new Semi-State companies to focus on key areas including Renewable Energy, A Smart Electricity Grid, Broadband and telecommunications, Water and Bioenergy. 

This requires an investment of €11bn over the next four years. And as a by-product of this investment there will be 100,000 jobs created in the short-term across the country. The funding of this investment would be done on a commercial basis – so there would be no increase in the National Debt. We estimate that €11bn could be invested from a combination of the National Pension Fund, the European Central bank and a Consumer Bond. It beats an investment in bank shares!  
This upgrade of our infrastructure would increase our competitiveness, reduce our dependence on energy imports and create a cleaner environment. We will also become far closer to our goal of energy independence – which remains one of the key strategic threats to our Country over the next decade. 

We will establish a new State holding Company – NewERA. The ownership of a wide range of existing and new state companies involved in energy, transport and communications will be vested in NewERA. Among the existing state companies that will be moved under NewERA will be the ESB, Eirgrid, An Post, Bord Gais, Bord na Mona, Coillte and the Metropolitan Area Networks (MANS).  Some of these may be sold off as they become less essential to our economic well being nationally. So these could be sold off to fund further investment and development.  

In case you are bothered about bureaucracy,  NewERA will be a holding Company and will employ less than 100 people.  
100,000 new jobs will turn the tide of despair and hopelessness. €11bn will create real investment and competitiveness. 
Property market. 

Your primary focus is the property market. A fundamental requirement for the property market is a return of consumer confidence and the availability of credit.

The key challenge is consumer confidence and availability of lending. Many banks have simply withdrawn from the mortgage market. They need to be directed back there by the government – as one of the quid pro quos for the guarantee. 

There is an oversupply in the market – which the market will deal with but there are a number of key steps that can be taken to encourage buyers back into the market. .

In our prebudget analysis Fine Gael proposed a reduction in the lower VAT rate from 13% to 10% until 2011 - this will reduce prices of the average new house by €10,000. 

We proposed that the upper limit for the Local Authority Mortgage Scheme be increased to €250,000, subject to normal and prudent lending criteria. 

We should abolish the ‘Affordable Homes Partnership’.

 Local authorities should revalue the stock of affordable housing – to move them in line with the downward trend in the market. The price of affordable homes is now on a par with market prices – without the restrictions on their subsequent sale. 

But the core issue of confidence and credit remain.

In the Commercial market 

Yields are currently well above interest rates – so the traditional model of investing and renting should work but it won’t because of the funding issue

There is oversupply in the Commercial sector. This is a cyclical phenomenon and one that the market will deal with when economic activity takes off. With every business loosing jobs, there is little appetite for space. There is obviously an issue with confidence and tenant’s desire to enter into longer term leases. 

A key core issue remains funding availability. There is no appetite among banks to lend to the property sector for several reasons: They lack the capital. 

Even if they had the capital, they then have to face the decline in property values which is the elephant in the room in relation to banking in Ireland. 

We won’t sort out this market until we sort out the banks – the government has to get on with it. 

The issue is not stamp duty or transaction costs. These were in place when yields were far lower. So any move on stamp duty would have little impact. 

The reduction in the VAT rate which we are proposing will bring down the cost of buildings. 

It is in everyone’s interest to get the property market moving again. At its peak, the investment market was worth €3bn – this year we will be lucky to reach €300m. That means a drop of €250m in stamp duty revenue alone. And I have not even begun to think about the impact of declining property values on personal pension funds.  

Conclusion. 

If there is any upside to the events of the past two years, it is that politics and policy have come back centre stage. We face a number of key choices as a Country. We need to face the new reality. We need to decide on our role in Europe. We need to innovate, reform and change. We need to recognise that even when we recover, that we still need to maintain the pace of change and innovation. 

I believe that we need a new Government. I have seen the excitement on the streets this week based on the news that George Lee is standing for us in Dublin south. It is a signal to progress… 
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