ISSUES MARKET ANALYSIS

TS MOT for nothing that econamics is kmown as
“the dismal science” So it will come as Betle sur-
prise that former adviser to the Federal Reserve Dy
an Ahearne’s analysis of Inland’s apparently
endless praperty boom is likely 1o be dismissed aut
of hand by the vast majority of homeowners,
Because when Alan Ahcarne casts Bis economls’s
cye over the Irish property |4 nicdscape, he seet two hig,
loamming problems. The first is that [nerest rates, even
with func's quarter of a per cent Inercase, are too low. And
the second is that the loan-to-value ratio for o Lirge pro-
partion of martgages fs unacceprably high ... in other
words, morigages of 100 Ppet cent and more are, soaner or
later, a recipe for disaster,

But if you're juse five years into 4 manstrously large 20.
rear mottgage and are planning 1o buy a nice rentable it-
te spartment in Bulgaria with your S51A payoat, that'’s nat
the type of analysis that sits comfortably with your
weighty financial CoHmitments, i ji?

On the saher hand, Alsp Ahearne knows  thing or two
abaut economics - and about international ousing mar-
kets. During seven years as an advisor to fcanic former
chairmian, Alan Greenspan, at the US Federal Reserve in
Washington, e co-authored, Amongst many other things,

a study which identificd - believe or not an extrangdi-
nary 44 instances of house price boom-and-bust in indus-
trialised countries since 1970,

Ahgarne returned 1o Ireband with his Famnily Last july 1o
become Vice-Iiean of Research at the | B Cairnes Graduate
School of Business and Public Pulicy at MUT Galway, He's
also a Research Fellow at Brucgel, the Brussels-based ¢oo-
nomics think tank. And on a personal level, he's become a
stadent of how Ireland has changed during the past 10 10
15 years,

“When Lleft Irelind in 1993, just before the ECOBONTIY
began 1o improve, things were pretty bad. But when I came
back last year | saw the Prosperity right away
= brand pew expensive cars, people mare
brightly dressed, more confident and a lag
Busier. When I leave for work at 7 o'clack in
the moeniig, the rouds are already packed,
"But at the same time there are quality of life e,
Bath pasents in a family tend 1o have o wark b suppore
&n inercased standard of living. | sometimes wonder if that
t¥pe of pressure is forcing people 1o do things they other-
wise might not want to do - [ike leaving very small chil-
dren in a criche all day. | have
like that...”

What's alse new, of course, is the interminahle discus-
sion in pubs, sestaurants and arcund 1he dinner fable
ahaut how lang the economy can continue o graw and
how long house prices can continue to limb — and what
the consequences will be when the dawniurn comes,

"Whiat interests me is that while the authorities, such as
the Central Hank, are expressing concern abou house
prices, there docin't appear to be very much determins-
tion to actually do much abaout them,

“Perhaps it’s becawse nobody can call it for certain with

1o think twice about jssues
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Despite the recent ECB rise, Irish interest rates are
still too low and most mortgages are far too large,

warns Alan Ahearne, a former economic advisor at
the US Federal Reserve, writes Peter Cluskey
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the point is that while the econsmic sun s
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Okkay, it’s 1ot as if we're running a deficit bere
— :

regards to howse prices.
MNobody can say definitive-
Iy that there's a bubble and
we need to slop prices ris.
ing straight away, And
when it comes down o s,
it's that kack of certainty
that makes policy makers Or Alan Ahearne

say: ‘Let it go. We'll see

what happens™

But what should those palicy- makers be daing? “There

are things they can do and things they can't. In the past
they would have incressed intesest rates, which are far too
bowe i Treland, And if we wesen't in the cuiro, that increase
woild have strengthemed owr exchange rate and cooled
things down. But thase toals aren't svailable pow.

"5 what toals are we beft with? What we should b -
\TIB AT MLOVES b0 feitrict the boan-to-value ratios for more-
Bagcs, for instance. That would be a good gant. Giving pea-
Pl 100 per cent mortgages is o move in completely the
wrang direction. It's broughs in people o the masgins and
in the event of a downtur they're golng 1o be very
exposci,

“Perhiaps there's an argument for loasening restrictions
on planping persmission, and ensuring there's an sdequate
howsing supply that will stop Prices rising — although that
would invalve an enviconmental trade.off"

Fiscal palicy is also crucial, “The obvinus thing ks not o
aild fuel o the fire by running an expansionist fscal policy.
We have 8 more o7 less balanced budget at the moment, but
I'd sleep a bit easier if we had a budget surplus becange it
wauld allow us some room to manocuvee if there's o down.
furm, I would allow us, for example, 16 give some fiscal
stimilus through tax cuts ar spending increases”

It's all a matter of economic prudence, he maintaina.

“Look at Narway, [t has a fiscal surplus of asound 15 per
iwen, b

they're squirreling something awiay.

in Irefand, We're mot doing anything crary.
But [ have the feeling we should be saving something for o
rainy day”

The prablem is that economies is by po means an exact
science. Nobixdy really knows the answers o questions like;
How long can Ireland's extracriinary ecomomic boom g
an? How long can house prices continue 1o rise, sficr
shooting up 300 per cent in the past decade?

“Ecomomic analysis s by its nature backward-looking.”
muses Ahearne. "We predict using historical experfence,
Anal, in doing that, what we're saying is that the fatire is
fring to bak something ke the past. 5o if we can learn
frn the past, we'll be betier prepared 1o handle the futire,

"Bt that model ignores big structurl changes. And
when you have big structural changes, a5 we've had and are
sontinuing to have here in Ireland, historical relationships
shill - and the past is o longer a reliable predictor of the
futare. That's the problem” @
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