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INTRODUCTION 
 
Reflecting its utility and versatility, asbestos was used in the past in many different products, 
including eaves, fences, roofs, walls, ceilings, floor coverings and backing, brake drums, pipe 
lagging, ironing boards, electrical meter boxes, sealants, pipes, and so on.  Most Australian 
jurisdictions banned ‘the mining of raw asbestos and the manufacture, import and installation 
of products containing crocidolite (blue) and amosite (brown or grey) asbestos’ from 1985 
(Fary 2012, p. 11).   
 
An Australia-wide ban on the manufacture and use of all types of asbestos and asbestos 
containing material took effect on 31 December 2003.  Work Health and Safety legislation in 
all states and territories prohibits the supply, transport, use, or handling of asbestos unless an 
exception or exemption applies.  Despite the bans, remnant asbestos products are still 
ubiquitous, particularly in older Australian homes.   
 
Exposure to asbestos fibres may result in asbestos-related disease, which in turn may lead to 
interstitial lung disease or various thoracic malignancies such as universally fatal 
bronchogenic carcinoma or mesothelioma.  Inhalation of fibres is recognised as a hazard in a 
range of exposure levels in different occupations (Gottschall, 2002) and residential activities 
(Gordon & Leigh 2011), with different types of asbestos varying in their potency levels 
(Berman & Crump, 2008).   
 
Three “waves” of asbestos-related disease have been posited in Australia.  The first is 
associated with the mining of raw asbestos and the manufacture of asbestos-containing 
products.  A second wave was generated by the use of asbestos products in industry.  Of 
greatest current concern is a growing third wave of non-industrial exposure, especially 
affecting those undertaking residential renovations and maintenance (Olsen et al., 2011; 
Musk et al. 2016; ASEA 2016).  
 
The two main themes examined in this paper are: 
 

1. socio-economic rationale.  A necessary condition for enhancing the well-being of 
society is that the social benefits of a proposed government action exceed its social 
costs.  But it is also necessary to establish that any action is best undertaken by 
government, rather than by private firms or individuals.  Situations of market failure 
can generally provide a prima facie case for government intervention, but the relative 
transaction costs and the risk of government failure also need to be considered in 
taking a decision.   

 
2. cost-minimisation.  Once a government has decided to take action, budgetary 

considerations and competing expenditure priorities will dictate that associated 
financial outlays be minimised as far as possible.  A range of possible approaches to 
implementing asbestos removal are outlined, with a succinct presentation of their key 
advantages and disadvantages.   
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A number of implicit and explicit assumptions are made throughout the paper.  For example, 
the constitutional level of government involvement is left unstipulated.  While state 
governments have primary responsibility in Australia’s federal system for public health 
issues, the Australian Government established an Asbestos Safety and Eradication Agency 
(ASEA) in 2013 to provide a national focus on asbestos issues which goes beyond workplace 
safety to encompass environmental and public health concerns.  The agency aims to ensure 
that asbestos issues receive the attention and focus needed to drive change across all levels of 
government.  References below to ‘government’ therefore refer to any combination of local, 
state and federal governments, but not to any specific one.  Further, no distinction is made 
between the many types of asbestos or their effects.   
 
 
MARKET FAILURE 
 
A popular misunderstanding has it that “market failure” occurs whenever the conditions of a 
market – such as high prices, or, conversely, low prices – do not accord with consumers’ or 
producers’ desired outcomes.  Market failure is, however, very specifically defined as a 
situation where the assumptions underlying the perfect competition1 model in economics do 
not hold, so that an economically efficient allocation of resources is not achieved. 
 
In practice, no market is absolutely perfectly competitive.  Competition may be more a matter 
of degree, so a reasonably compelling case needs to be made if “market failure” is to be 
claimed as justification for government intervention in a market.   
 
In the case of asbestos, the prime candidates for advocating the existence of market failure 
are its effect as a negative externality, information asymmetry and, possibly, public 
misperceptions about the associated health hazard.   
 
Medical opinion is that asbestos fibres are one of the causes of lung cancer, and probably a 
unique cause of mesothelioma (Gottschall, 2002).  Friable asbestos products are ready 
sources of asbestos fibres, and even bonded asbestos products2 can degrade over time to the 
extent that they eventually become friable, especially if exposed to the elements.   
 
The issue is complicated by a conceptual dualism, because the producers of the negative 
externality – the owners of the asbestos containing materials – may also become the victims 
of exposure.  However, visitors, or those passing by a contaminated fence may also be 
affected.  There are parallels here with education and climate change.  Education provides 

                                                 
1  Perfect competition can be defined in various ways, but a common approach is to list the key assumptions: 
many buyers and sellers so that none can individually influence prices; the product or service is homogenous; all 
agents in the market have perfect information; there are no barriers to entry or exit for firms; and transaction 
costs of buying and selling are zero.  Economists generally start with the perfect competition model and then 
introduce greater realism by breaking down the assumptions.  Considering market failure and its effects is one 
example of this approach. 
2  Bonded asbestos refers to materials where the asbestos fibres are held together with a bonding agent such as 
cement.  Dry material that crumbles or can be pulverised by hand pressure is termed friable. 
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both a private and a public benefit, as does a reduction in exposure to asbestos.  Individuals 
who emit greenhouse gases become victims of the consequences along with everyone else, so 
a reduction in emissions provides both a private and a public benefit. 
 
A further confounding fact is that asbestosis and mesothelioma have latency periods of 
several decades, possibly up to 50 years after exposure before symptoms appear.  Older 
victims may therefore succumb to other age-related causes of morbidity before the onset of 
asbestos-related disease becomes apparent.  It might be argued that elderly persons exposed 
to asbestos do not suffer an externality if they are no longer alive to experience it, an issue 
that would need to be taken into account in any modelling of costs and benefits. 
 
It could be argued that information about asbestos has been available for some time, at least 
to people working in asbestos-related industries.  Fary (2012, p. 12) notes that medical 
evidence about a fatality due to asbestos-induced pulmonary fibrosis was made in Britain in 
1906, and the first diagnosis of asbestosis was made there in 1924.  According to Gottschall 
(2002, p. 192), the association between asbestos and lung cancer was observed in 1935.  And 
The Economist (2007) points out that: 
 

‘Asbestos has been used at least since Roman times, and ancient medical authorities 
noted that workers whose job it was to handle the fiber developed diseases of the 
lungs.  By the early 20th century insurance companies recognized asbestos fabrication 
as among the occupations most dangerous to human health, and by the 1930s – that is 
to say, before the outbreak of World War II – workers’ compensation systems listed 
asbestosis as a compensable condition.  In short, contrary to what is sometimes 
imagined, the hazardousness of airborne asbestos fibers was in no way a secret 
somehow confined to the executive offices of asbestos-mining tycoons.  It was very 
much common knowledge to those who took an interest in industrially caused disease, 
including the federal [USA] government.’ 

 
On the other hand, the nature of asbestos was an ‘unknown known’ because its harmful 
effects seem to have been generally unknown or unrecognised by the population at large, 
despite the fact that industry experts, some public officials and workers were clearly aware of 
them.  This form of market failure – generally termed “information asymmetry” – was 
famously addressed in a paper by Akerlof (1970).  In the case of asbestos, a plausible 
proposition is that more asbestos product was purchased by Australian consumers than would 
have been the case in a perfectly competitive market with perfect knowledge, a clear case of 
market failure.  
 
Further, it is at least arguable that even experts were not fully aware that bonded asbestos 
products would degrade over time and release disease-producing fibres.  The ACT Asbestos 
Response Taskforce (2014, p. 18), for example, found that bonding materials applied to roof 
cavities that had contained loose asbestos were unexpectedly deteriorating after only 20 
years, so that fibres had detached themselves again and become mobile.  This lack of 
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technical knowledge is a compounding factor that reinforces the argument that there was a 
general lack of knowledge about asbestos and its characteristics in the Australian population.   
 
Moss (2002, pp. 11-12, 39-52) regards behaviour by individuals who misperceive risk as 
being equivalent to a market failure that justifies government intervention.  In a survey 
conducted in 2016 by EY Sweeney (2016, unpublished, pp. 5-8), only 78 per cent of Do It 
Yourself (DIY) home renovators considered that knowledge of asbestos and its dangers was 
important, down from 87 per cent in a survey conducted two years earlier.  While more of the 
younger generation is engaged in DIY home renovations, it is ‘less likely to be aware of 
asbestos and its dangers than older generations’.  An Ipsos (2018) study found that ‘low 
awareness of the risk of products containing asbestos is a barrier to informed decision 
making’, and that ‘there was a perception that asbestos inside the home posed a higher risk 
than external materials’.     
 
Again, it is at least arguable that the behaviour of DIYers who disturb asbestos products 
provides justification for greater government intervention, perhaps in the form of more 
persuasive programs of information dissemination.   
 
Further, it can be reasonably argued that there is no market mechanism that would have 
remedied the lack of general knowledge about asbestos, or compensated those who suffered 
from its pernicious effects.  Without government intervention, producers of asbestos products 
had little incentive to inform consumers of any known risks.  It is doubtful, for example, if 
the James Hardie company would have compensated sufferers of asbestos-related diseases 
without considerable social, political and legal pressure.   
 
Asbestos liability insurance for tradespeople and asbestos removalists is available from a 
number of insurers.  It appears to be available only to those trained and therefore licensed to 
safely remove and dispose of asbestos, so that the prospect of adverse selection3 is likely to 
be ameliorated.  Moral hazard4 is presumably not a significant issue because licensed 
tradespersons would be aware of the potentially dire consequences of exposure, and would be 
less likely to become careless in handling asbestos.   
 
It was not possible to contact all Australian insurers, but the product disclosure statements of 
CGU Insurance (fully owned by the Insurance Australia Group) are instructive.  Home 
insurance offered by CGU (2018, p. 18), for example, specifically excludes ‘the use, removal 
of, or exposure to any asbestos product or products containing asbestos’.   
 

                                                 
3  Adverse selection can arise if insurers lack information about buyers of policies.  A life insurance company, 
for example, may not know that a policy holder is an asbestos removalist.  If high-risk individuals are not 
charged higher premiums, the insurer may not be able to meet all claims.  
4  Moral hazard can occur when part of a risk is borne by another party so that the insured person becomes less 
careful about avoiding risk.  Insurance companies typically reduce the scope for moral hazard by requiring 
policy holders to pay a contribution towards the cost – termed an “excess” (“deductible” in American English) – 
when making a claim.    
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In the absence of insurance cover and a presumed lack of alternative hedging strategies, 
homeowners, including Do-It-Yourself handymen, are not able to manage risks associated 
with residential asbestos, save for total non-exposure.  This represents a market failure in the 
asbestos insurance market and is an additional justification for government intervention, just 
as many governments have addressed the unavailability of insurance for acts of terrorism5.   
 
In sum, government intervention would be justified in taking action to remove remnant 
asbestos from residential properties on three major grounds.  Although the dose-response risk 
cannot be assessed accurately, there is anecdotal evidence that proximity to friable or 
degraded bonded asbestos products can induce asbestos-related diseases, even if symptoms 
are not immediately apparent.  Lack of reliable knowledge of the location of asbestos 
products by home owners, coupled with likely misperception of risk in renovation or repair 
activity, is a further argument in favour of market failure.  Thirdly, the inability of 
homeowners to manage the risk of contracting asbestos-related diseases through insurance 
confirms market failure due to an incomplete market.  

                                                 
5  Because of the lack of insurance terrorism at affordable rates, the Australian Government established the 
Australian Reinsurance Pool Corporation under the Terrorism Insurance Act 2003. 
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GOVERNMENT FAILURE 
 
An oft-ignored aspect of policy formulation is the potential for ‘government failure’, the 
corollary to ‘market failure’.  Government failure is the creation of economic inefficiency 
(Winston, 2006, pp. 2-3) through an injudicious intervention, or due to undue procrastination 
in implementing a warranted intervention in a market.  Achievement of the ideal of a Pareto-
optimal outcome can be obviated through either market failure or government failure. 
 
A deliberate asbestos-related case of government failure is reported by The Economist (2007) 
in the context of the accelerated construction of Liberty and Victory ships in American naval 
yards during World War II.  It is worth quoting extensively: 
 

‘The time needed to complete ships was shaved to mere weeks.  Asbestos to insulate 
the ships was deemed a vital war material, and naval officials tightly controlled the 
mineral’s distribution … That sense of urgency helped … win a two-ocean war.  The 
same haste, however, relaxed the sense of caution with which workplace asbestos 
exposures were approached.  … the Navy was under no illusion that the substance 
was somehow safe.  “Asbestos is an industrial disease of the lungs incident to the 
inhalation of asbestos dust for prolonged periods,” observed the Navy’s Surgeon 
General in a 1939 report on health conditions at the New York (Brooklyn) Navy 
Yard; the report pointed out that the yard’s pipe-coverers and insulators were exposed 
to such dust.  Two years later, with the Liberty Ship program in high gear, it was 
proposed to have an outside inspector visit the yard to look for health hazards.  Navy 
brass vetoed the visit.  Commander C.S. Stephenson wrote to an Admiral McIntire … 
“I told him [a Mr Baird] that I had spoken to you and that you had indicated that 
President Roosevelt thought that this might not be the best policy, due to the fact that 
they might cause disturbance in the labor element.  …  I doubt if any of our 
foundaries [sic] would be tolerated if the State industrial health people were to make 
surveys of them.’ 

 
It is a moot point whether the exigencies of the war effort would have outweighed the 
negative social costs of any asbestos-related diseases suffered by shipyard workers, but the 
reluctance of government officials to even address the issue in some way can be portrayed as 
a case of government failure.  Flawed planning and procedures by government agencies can 
also expose workers to asbestos hazards: failure to prevent the use of loose-fill asbestos for 
ceiling insulation by the “Mr Fluffy” company is an example where tradespersons (especially 
electricians) and homeowners were exposed for years to remnant fibres. 
 
Further, it might be argued that an inadvertent case of government failure occurred as part of 
the ACT Government’s initial 1989-1993 remediation program for houses contaminated by 
“Mr Fluffy” loose-fill asbestos roof insulation.  Homeowners were advised about the 
existence of residual fibres (e.g. in wall cavities) only about a decade later, when the ACT 
Planning and Land Authority recommended use of a licensed asbestos removalist during 
extensions and renovations.   
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Adelaide’s Living Beaches strategy is designed to rejuvenate popular metropolitan beaches 
by replenishing their sand.  In one instance, the source of the sand was the West Beach dunes.  
However, the sand mining – combined with storms –exposed asbestos debris that is thought 
to be ‘the remains of shacks that formerly lined sections of Adelaide’s coastline’ (Conlin 
2016).  Because natural beach erosion has been exacerbated by the actions of the local 
government, the risk of exposure to asbestos fibres has increased.   
 
So-called “crowding out” can also be an unintended consequence of government intervention.  
Once government bans on the production and sale of asbestos containing materials had 
signalled to households their hazardous nature, some degree of demand developed for its 
removal by private firms.  Further regulation or standard setting that, for example, requires 
despatch of samples to specific accredited laboratories can exclude the operation of 
competent mobile laboratories that would reduce the cost of testing residences for 
contamination.  
 
Despite the best intentions of politicians and public servants, government failure is thus an 
ever-present possibility in any policy or program.  Its possibility must therefore be analysed 
scrupulously, just as potential market failure requires rigorous scrutiny. 
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GOVERNMENT INTERVENTION VERSUS PRIVATE SECTOR CHOICE 
 
Historically, the amelioration of personal risk, whether due to physical, commercial or other 
factors, was seen as the responsibility of the individual.  Dutch whalers in the sixteenth 
century, for example, sold their catch before setting sail in a form of forward contract to 
protect themselves against changes in prices (Moss, 2002, p. 33).   
 
But governments have also sought to reduce some of the risks faced by the private sector.  
The Code of Hammurabi specified that a lord whose rented field produced nothing because of 
flood or drought was entitled to withdraw from the contract without payment (Pritchard 
1958).  Clause 35 of the 1215 Magna Carta established standard weights and measures across 
the realm (Stephenson and Marcham 1937).  China’s construction of defensive walls against 
incursions from the north is an example of the provision of a public good to reduce risk to the 
community.   
 
There is no theory or empirical work that demonstrates unambiguously the superiority of 
government versus private sector action in terms of economic efficiency or cost-
effectiveness.  Which is deemed preferable will depend on careful analysis of the specific 
facts and context of each individual case.  In particular, subjective preferences and incentives 
on the part of individuals need to be taken into account, including factors such as potential 
moral hazard, adverse selection, and perception problems.  However, a pragmatic axiom is 
that government cannot eliminate all risk, and nor should it seek to incur risk in instances 
where private markets are better able to do so. 
 
In a seminal article, Hayek (1945) drew attention to the quandary that society’s resources 
cannot be marshalled efficiently by government because knowledge about available resources 
and their potential uses and value is dispersed amongst individuals.  Centralised planning 
agencies are not capable of including all available – and sometimes contradictory – 
knowledge in their decision-making processes.  It may be, for example, that the value of 
some uses of asbestos to particular individuals’ circumstances may outweigh the risk of 
contracting mesothelioma, a risk that is only imperfectly known. 
 
Government intervention is not costless.  Analysis, formulation of policy positions, 
consultation with stakeholders, administration of removal programs, subsidies, covering 
defaults on loans, etc., require the use of scarce resources.  If expenditure is financed through 
additional taxation, then society will incur some deadweight loss, a factor that needs to be 
included in any cost-benefit calculus: Cao et al., (2015) provide estimates for different 
Australian taxes.  Taxes and subsidies – like regulation – distort the level and type of 
economic activity from that which would have occurred in a free market, and hence impose a 
burden on society.  Even corrective (Pigovian) taxes – discussed below – may impose an 
“excess burden” on society if their beneficial reduction of an externality is more than offset 
by using the tax revenue to provide a distortive subsidy elsewhere.   
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Households and firms may come to believe – perhaps because of the ubiquity of remnant 
asbestos in Australia – that government will ultimately be forced by public pressure to 
remove it.  Such individuals are likely to refrain from removing asbestos themselves; a 
response labelled by Moss (2002, ch. 2) as a ‘commitment problem’.  Individuals susceptible 
to ‘optimism bias’ may not be entirely convinced that exposure to asbestos is hazardous, so 
more vigorous government information campaigns may be required.  ‘Omission bias’ (Ritov 
& Baron, 1992) is also a possibility: some individuals may consider that the hazard posed by 
leaving domestic asbestos undisturbed is less risky and less costly than the risk posed during 
removal, transport and disposal. 
 
On the other hand, the private sector is also capable of dealing with the effects of market 
failure due to “moral hazard” and “adverse selection”.  In insurance markets, for example, 
potential moral hazard is countered by use of “excess” clauses (deductibles) in policies, or by 
making the installation of fire or burglar alarms a condition of the insurance.   
 
Whether asbestos removal or other measures to reduce exposure should be carried out by 
government or private individuals cannot be resolved in an exploratory paper such as this.  
Fuller consideration should include the extent to which low income households should 
receive government assistance in subsidies or loans.  For example, individuals may be 
income poor but asset rich if they are retired but still live in an inner-city house that contains 
asbestos.  Such considerations fall within the realm of equity rather than economics and are 
more properly the province of political decision-making.  
 
Unsurprisingly, research by Ipsos (2018) indicated that ‘cost is the main factor when making 
decisions relating to asbestos removal’ in residential accommodation: 
 

• Immediate removal of asbestos is most likely when its disposal is free because the 
reduction in cost is greatest under this measure; 

• Government programs that would reduce the combined cost of removal and disposal 
would be effective; and  

• Interest-free loans would be an effective measure for encouraging removal of 
asbestos, but cost reductions would be more effective. 

 
The following section presents some of the alternatives available to government in the form 
of conventional approaches to reducing negative externalities.  Individuals and firms are also 
free to remove asbestos-containing materials from their properties, subject to relevant 
regulations.  However, funding may be a challenge to indigent households, so income-
contingent loans and various forms of equity-related financing options are also examined as a 
means of offering government support.  
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CONVENTIONAL APPROACHES TO REDUCING NEGATIVE EXTERNALITIES  
 
Governments have an ultimate coercive power that can be used to reduce or eliminate 
negative externalities such as pollution or hazardous materials.  Regulation has frequently 
been used historically, but taxation powers and price-based instruments have also been used 
increasingly over the last century.   
 
An alternative not examined explicitly here is an increase in general taxation or borrowing 
from capital markets to fund a government program of asbestos removal.  Levies have also 
been used by Australian governments as an alternative to income tax, including to raise funds 
for flood relief and for the gun buy-back scheme.  In considering these possibilities, it would 
be desirable to ensure that any cost-benefit analysis included the deadweight loss to the 
economy caused by the revenue-raising involved.   
 
 
Command and control 
 
One reason for the popularity of regulatory control is its apparent simplicity.  Specific harms 
can be targeted, and firms and individuals can decide how best to comply from their own 
perspectives.  Despite their popularity with decision-makers, however, regulatory approaches 
are not costless.  Compliance must be monitored, rules enforced by the authorities, and firms 
and individuals require resources to adapt to new conditions.   
 
Mining of asbestos, its use in production, and the sale of asbestos products have already been 
banned in Australia for over a decade through legislation.  Dealing with remnant asbestos 
products is likely to be less tractable because of its pervasiveness in many Australian homes 
and the expense of removing it.   
 
Successful use of command and control approaches requires clear definition of the target 
item.  In the case of asbestos, a decision would need to be made whether to target the 
existence of fibres, a particular concentration of fibres in a residence, or the mere presence of 
particular products such as friable or bonded asbestos sheeting.   
 
A stringent and exhaustive removal program may not necessarily be socially optimal.  
Asbestos sheeting on a geographically isolated rural shed, for example, may be inherently 
hazardous, but infrequent use and exposure may mean that the cost of removal exceeds any 
potential social benefit.  If the net benefit to society is to be maximised, further research 
should ideally be carried out regarding the risk associated with varying levels of exposure to 
different asbestos products, as well as the relative merits of blanket controls versus a more 
discriminating approach. 
 
However, it is possible to transform a command and control measure into an incentive 
approach.  For example, government could require all house sales to be accompanied by a 
certificate of asbestos contamination.  Such a certificate would specify any existing or likely 
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asbestos products in the house, a record of any past removal of asbestos, the accreditation of 
the removalist, and a recent measurement of airborne fibre concentrations.   
 
By reducing the degree of information asymmetry between buyers and sellers, 
decontaminated properties would presumably attract higher prices.  Mandatory certification 
in itself would provide more information to buyers.  Combining it with an income or equity 
contingent loan scheme (discussed below) would also offer an inducement to owners to 
remove asbestos by the time of sale, or even earlier, in order to reduce personal risk. 
 
Buyers of houses are, of course, free to conduct their own checks regarding asbestos prior to 
purchase.  But existing practices are not conducive to permitting detailed investigation, 
including necessarily invasive or partially destructive methods.  Checking for asbestos 
sheeting under linoleum or bathroom tiles, for example, would involve damage to floor 
coverings.  It is therefore unlikely that buyers would by their own efforts be able to obtain 
full information about remnant asbestos in a house, especially in a tight housing market 
where the seller has little incentive to permit detailed investigation.   
 
Regulations inevitably impose some degree of cost on society.  Labour and other resources 
used to investigate the presence or otherwise of asbestos, for example, will reduce their 
availability for productive use elsewhere in the economy.  While some justification exists for 
increasing the amount of information made available to buyers about potentially hazardous 
materials, a genuine cost-benefit analysis should first be carried out to ascertain whether the 
cost to society as a whole is matched by the resulting social benefits.   
 
 
Pigovian (corrective) taxes 
 
Rather than decreeing a specific level of allowable emissions of polluting substances such as 
asbestos fibres, polluters could be required to pay a corrective tax that would reduce 
emissions to an economically efficient level.  Corrective taxes are generally referred to as 
“Pigovian taxes” after Pigou (1920, pt II, ch. IX) who proposed their use by governments to 
offset negative externalities.   
 
A key consideration in a Pigovian approach would be that the tax should match the additional 
disbenefit caused by airborne fibres emitted by a particular source, not the quantity or 
concentration of the emissions themselves.  For example, radiation is dangerous, but a certain 
amount of ambient radiation is emitted naturally by the sun.  To ban all use of medical 
imaging that utilises radiation, even at levels below naturally-occurring ambient exposures, 
would not be likely to enhance society’s well-being.  The same is true of asbestos, because 
exposure to very low background levels can also induce asbestos-related disease without 
exposure to a specific source (Gordon & Leigh 2011, p. 247). 
 
There is currently no known safe level of exposure to airborne asbestos fibres.  In the state of 
current knowledge it could therefore be argued that a corrective tax should reduce emissions 
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to a vanishingly low level until more knowledge is gained, or cures are developed for 
asbestos-related diseases.  This level would be intrinsically arbitrary, but could perhaps be 
related to ambient levels of other particulate emissions such those from diesel, taking into 
account differences between different localities.  In a city where ambient particulate 
concentrations from sources such as motor vehicles are already high, additional emissions of 
asbestos fibre may be more deleterious to health, so their allowable level should be lower 
than in locations where overall particulate emissions are low. 
 
It would be difficult to tax households according to the airborne fibre concentration of the air 
inside or outside a house.  Fibre concentrations would also need to be translated into the 
number of asbestos-related diseases caused, using an estimated dose-response relationship.  
Given the contemporary lack of knowledge of a safe (i.e. non disease-inducing) level, this 
would be problematic, if not impossible. 
 
As an alternative to taxing the concentration of airborne fibres, asbestos sheeting on roofs or 
fences could be taxed according to the area of sheeting exposed to the elements.  But the 
administrative cost associated with identifying and measuring asbestos sheeting would 
presumably be high, and could even swamp the value of any tax receipts collected.   
 
An advantage of Pigovian taxes is that they raise revenue.  The dual social benefit of reduced 
emissions, coupled with revenue-raising, is sometimes referred to as a “double dividend”.  
Tax revenue raised can be used to partially replace other imposts such as income tax, thereby 
reducing some of the existing deadweight losses.  Nevertheless, Pigovian taxes are unlikely 
to raise significant revenues if they are set at a level that effectively eliminates asbestos 
products.  Once removed, there would be no items left to tax.  
 
 
Standards combined with pricing 
 
Despite its popularity in economics textbooks, the Pigovian tax approach to correcting the 
generation of externalities by reducing them to an optimal level, is likely to be problematic in 
practice.  Baumol & Oates (1988, pp. 160-161) point out that: 
 

‘The optimal tax level on an externality-generating activity is not equal to the 
marginal net damage it generates initially, but rather to the damage it would cause if 
the level of the activity had been adjusted to its optimal level.  …  A tax … per unit of 
output corresponding to the current … damage would lead to an excessive reduction 
in the [externality]-producing activity … The relevance of this point … is that it 
compounds enormously the difficulty of determining the optimal tax and benefit 
levels.  If there is little hope of estimating the damage that is currently generated, how 
much less likely it is that we can evaluate the damage that would occur in an optimal 
world that we have never experienced or even described in quantitative terms.’’ 
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Baumol & Oates (1988, ch. 11) therefore propose a ‘satisficing’ approach where specific 
standards or targets are set, and generators of externalities that exceed the target level are 
charged an amount per unit of externality that is considered to reduce it to the target level.  
The target level or the charge can be altered iteratively until an apparent socially acceptable 
‘optimum’ is reached.  The obvious drawback is that the standard or target will necessarily be 
arbitrary and subjective.   
 
Noise limits in flats, for example, may be defined as allowing other residents ‘a reasonable 
enjoyment’ of their property, but the standard is ill-defined.  Moreover, the overall volume of 
noise can be cumulative, so that many residents, despite adhering individually to a set level, 
may together produce an excessive amount of noise.  Further, a specified level of noise in a 
quiet location may be excessive compared to an area where ambient noise is greater, so that 
the arbitrary setting of a target may not be socially efficient. 
 
Applied to asbestos-containing materials, the standards and pricing approach might be used 
initially, for example, to only require removal of asbestos sheeting outside a home.  Fences 
and roof and wall sheeting on garages and outhouses would need to be replaced as a first 
priority because of their greater probability of degeneration and friability.  Priority could later 
be accorded to bonded asbestos sheeting in eaves or under kitchen linoleum and bathroom 
tiles.  While arbitrary in nature, such a prioritised approach would reduce the present value of 
social costs by addressing generally less hazardous material in the future rather than 
immediately.   
 
Aside from its ease of implementation, the advantage of the standard-plus-pricing approach is 
the double-dividend of tax revenue and reduced environmental hazard that would be 
achieved.  But fines for non-compliance would need to be ongoing (e.g. annual), because 
some owners might find it cheaper to pay a once-only fine than to remove asbestos products.   
Compliant owners would bear the cost of removing asbestos products.  Government would 
also incur monitoring and enforcement costs for all houses, whether compliant or not. 
 
 
A Coasean approach 
 
An economically efficient alternative to both ‘command and control’ regulation and Pigovian 
taxes is to establish pertinent property rights, and to allow emitters and those affected (the 
‘victims’) to negotiate a mutually acceptable solution.  Coase (1960) criticised the Pigovian 
approach of restraining A from harming B by pointing out that the issue has a reciprocal 
aspect.  If A is stopped from producing whatever is generating the externality, then A too will 
suffer harm.  An efficient solution can therefore be obtained whether A compensates B, or 
vice versa. 
 
If owners of fibre-emitting asbestos products have a right to retain them, then those who are 
affected could offer payment to induce the owners to dispose of their hazardous products.  In 
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theory, one might expect potential victims to offer an amount reflecting their willingness to 
pay to avoid the risk of contracting fatal asbestos-related respiratory diseases. 
 
Alternatively, if there is an expectation, or a right to live without being exposed to hazardous 
airborne asbestos fibres, the owners of asbestos products could pay those affected to accept 
some degree of risk.  Given the typical latency period of 40-50 years for mesothelioma, 
elderly individuals might be inclined to accept.  This may be an efficient outcome for the 
elderly, but younger persons would probably be less likely to accept payment because of the 
perceived likelihood of dying prematurely.   
 
Reliance on a Coasean approach is not likely to be appropriate in the case of asbestos for 
three major reasons:   
 

• bargaining between the two sides involved – emitters and victims – is feasible where 
the numbers are small.  Large numbers of individuals with differing opinions are 
unlikely to reach a consistent set of preferences (Arrow, 1950), especially in the face 
of incomplete knowledge of ambient concentrations of airborne fibres and medical 
prognosis of the effects.  Where numbers are large, an external organising authority 
like a government would be required to coordinate and balance the differing 
perspectives. 

• the distinction between emitters of airborne fibres and those exposed to them is not a 
clear one.  The ubiquitous use and ownership of asbestos-containing products means 
that owners of such products are themselves victims because they too may be exposed 
to airborne fibres.  Some may suffer from their own products but not from those of 
others, or vice versa.  Because it would be impractical to clearly distinguish victims 
from emitters, a government role again appears to be necessary to resolve the issue. 

• if there is no known safe level of exposure to asbestos fibres, then it may be pointless 
to negotiate some non-zero level, or even some level that matches the current 
background ambient level of asbestos fibres.    

 
 
Marketable permits  
 
Marketable permits have become a popular means of addressing externalities and the use of 
exhaustible resources since they were proposed by Dales (1968).  Governments have a choice 
in determining either the quantity or the price of an externality.  By imposing a Pigovian tax, 
a government sets the price, and an economically efficient quantity is then determined by the 
market.  With marketable permits, a government establishes a specific quantity, letting the 
market determine the price per unit of externality produced.   
 
Australian examples of marketable permits include the Hunter River salinity trading scheme, 
bubble licences for the Hawkesbury-Nepean River system, management of ambient sulphur 
dioxide concentrations in the Kwinana industrial area, transferable water entitlements, and 
individual transferable quotas in the southern bluefin tuna fishery (Environment Australia, 
1997).  The Rudd government’s abortive Carbon Pollution Reduction Scheme for greenhouse 
gases is probably the best known example of a cap-and-trade scheme. 
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Permits represent a property right to produce a negative externality.  To establish a 
marketable permit regime, a regulatory agency must first determine an overall limit or cap on, 
say, a particular type of noxious emission like sulphur dioxide.  Given that the objective is to 
reduce the overall level of pollution, the cap must be lower than the current total level of 
emissions.  The regulator issues to polluter firms a number of permits that collectively equal 
the permissible cap on emissions.  Firms with low abatement costs are able to reduce their 
emissions and sell any surplus permits to other firms who face higher costs of reducing their 
emissions.  Trading of permits establishes a price per unit of emission that efficiently 
maintains overall emissions at the limit established by the regulator. 
 
Attractive as they may be in principle, marketable permits are unlikely to be practicable in the 
case of asbestos products.  Apart from the size of a scheme that would need to cover virtually 
the whole population, three major hurdles would need to be overcome: 
 

• unambiguous definition of a homogenous unit of contamination would be essential to 
enable the efficient trading of permits.  One approach might have permits representing 
the area of friable or potentially friable asbestos products owned by a household or 
firm.  But measurement and monitoring would be expensive and open to fraud.  More 
importantly, different stages of deterioration, and hence the quantity of fibres released 
over a given period, would differ by household and product.  Targeting of the area of 
asbestos product would not ensure the accurate targeting of the actual negative 
externality in the form of the concentration of airborne fibres.   
 

• an alternative of targeting emissions of airborne fibres inside and outside residences 
would also be highly expensive, and difficult to carry out accurately outside a house.  
Further complications would arise if emission target levels were differentiated on the 
basis of location, such as higher emission caps in less populated locations. 
 

• given that there is no safe level of exposure to asbestos fibres, trading some non-zero 
cap would be difficult to justify to the public.   

 
 
Subsidies  
 
Baumol & Oates (1988, ch. 14) note that firms or municipalities required to reduce their 
damage to the environment ‘will look to state and federal agencies for financial assistance’.  
They posit the case of a smoky factory built well away from population centres, only to be 
surrounded decades later by urban expansion; asking whether the factory is responsible for 
damage caused by its smoke emissions.   
 
The example is pertinent to emitters of airborne asbestos fibres, many of whom would have 
purchased and installed asbestos containing materials without awareness of their deleterious 
effects.  Furthermore, many of the households that possess asbestos products are 
simultaneously also victims of the negative externality to the extent that they are exposed to 
their own airborne fibres. 
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Although a Pigovian tax could be levied to ameliorate the extent of an externality, a subsidy 
could also produce an economically efficient outcome.  As Abelson (2012, p. 229) points out:  
 

‘a subsidy of $X per unit of emission reduced has a similar short-run incentive effect 
to a corrective tax of $X per unit of emission.  In one case, the firm receives $X for 
reducing emission by one unit.  In the other case, it avoids the loss of $X for reducing 
emission by one unit.  The effect on its profit is the same.’ 

 
In the case of asbestos, production and sale has already been prohibited so the number of 
potential emitters would not increase if subsidies were offered.  Depending on how subsidies 
were framed, however, some firms or individuals may be tempted to reduce regular painting 
or other maintenance of bonded asbestos in order to accelerate its deterioration and friability, 
an example of a potential moral hazard.  Further, the subsidy would need to match exactly the 
cost of reducing the externality. 
 
At some stage in the future, asbestos in most residences will inevitably be removed in the 
process of renovation or demolition and rebuilding.  A government subsidy that encourages 
removal of asbestos in the near future effectively brings forward the cost to society.  The 
social cost of the subsidy is thus the difference in present values of immediate and future 
removal.  The budgetary cost, on the other hand, is the full present value of any subsidy 
provided.   
 
Distributional issues could reduce any policy benefits of subsidies.  Tax deductions, for 
example, would provide little or no incentive to those on low incomes who incur expenses 
associated with removing asbestos.  If those living in older houses that contain asbestos 
products are more likely to be pensioners, then tax deductions might prove particularly futile.  
A more contentious social aspect might be that those on higher incomes would have a 
relatively greater scope to claim back the expense of removing asbestos.   
 
However, land tax or rates concessions in return for eradication of asbestos may be attractive 
to some property owners.  The choice of policy instrument will ultimately depend very much 
on knowledge of the specific characteristics of individual contaminated properties, as well as 
of the personal circumstances of their owners.  But gathering such information would be an 
expensive process that would need to be funded by taxpayers in general. 
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INCOME CONTINGENT LOANS  
 
A normal loan requires the borrower to repay it according to a set timetable.  A bank loan for 
a house, for example, will typically require the borrower to repay a specified amount – 
usually a composite of interest payments and re-payment of part of the principal – each 
month over a period of, say, 20 to 30 years.  Defaulting on scheduled repayments may result 
in cancellation of the loan, repossession of the house, and loss of creditworthiness on the part 
of the borrower.   
 
Because default and repossession of an asset like a house can involve expensive legal and 
administrative processes, lenders ameliorate their risk by extending loans to borrowers who 
have an adequate and regular income, have a good credit history, or possess other assets that 
can be used as security against non-payment of the loan.  Under normal circumstances a 
commercial lender would not extend a loan to a person who has no assets or whose future 
income prospects are uncertain.   
 
Income Contingent Loans (ICLs), on the other hand, do not require a time-based, regular 
repayment schedule.  Repayments are expected only when the borrower reaches and 
maintains a pre-specified level of pecuniary income and is therefore able to make payments.  
Uncertainty about the future income profiles of borrowers means that loan periods are likely 
to be longer than for conventional loans.  The defining feature of an ICL is the presumption 
that the borrower’s income will increase at some stage to a level where repayment, even if 
irregular, will be feasible. 
 
 
Diagram 1.  Income Contingent Loan compared to normal mortgage-type bank loan 
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The classic example of an income contingent loan is a student loan.  Students undertaking a 
course of study in the expectation that the qualification will enable them to earn higher 
incomes cannot be certain that they will complete their studies.  Potential lenders also cannot 
be certain that a student will successfully complete a degree or diploma, and then seek a job.  
Nor would a lender be easily able to obtain details about a borrower’s income in the future 
without express permission.  In the absence of other forms of collateral, lenders would insist 
on high rates of interest to cover their risk, if they were willing to lend at all. 
 
In 1988, Chapman (2014, p. 12) recommended to the Australian Government the 
establishment of a student loan scheme to provide a basis for the reintroduction of university 
tuition fees.  Introduced in 1989, the Higher Education Contribution Scheme (now called the 
Higher Education Loan Programme) has avoided the problems encountered by an earlier 
scheme at Yale6 because student debts are collected by the Australian Taxation Office which 
has legal enforcement powers, as well as having direct access to accurate records of 
individuals’ income records (Chapman 2014, ch. 1).  Repayment shortfalls are covered by 
taxpayers – effectively a subsidy – rather than by a peer group of students.   
 
Some countries nevertheless prefer so-called “mortgage-type” student loans that require time-
fixed repayment schedules, like ordinary house loans.  These are made available in the form 
of government-guaranteed loans extended through banks.  Chapman (2014, p. 17) considers 
that such loans ‘have the potential to be associated with significant problems of consumption 
hardship, with an associated significant minority of prospective students facing defaults’.  He 
notes in passing that loan defaults can be ‘very expensive for debtors because of the 
associated effects on individuals’ credit reputations’ (fn. 10). 
 
Although never implemented, proposals for ICLs have been made in a wide range of other 
areas.  Suggested applications include provision of drought relief for farmers (Botterill & 
Chapman, 2004), payment of fines for white-collar crimes (Chapman & Denniss, 2005), 
improving paid parental leave schemes (Higgins 2014), access to legal aid (Denniss, 2014), 
consumption-smoothing for the unemployed (Stiglitz & Yun, 2014) and health care 
(Vaithianathan, 2014).   
 
With the strong caveat that the design of individual ICLs requires due consideration of the 
potential problems of moral hazard and adverse selection, the scope for their use appears to 
be considerable.  In particular, ICLs could be used to assist households to remove sheeting, 
panels or other sources of loose asbestos fibres, or even to demolish a house where that is 

                                                 
6 The 1971 Yale scheme grouped participants into “cohorts” whose members were all obligated to continue 
payments until the entire group’s debt had been repaid (Nerlove 1975).  It was unsuccessful because higher-
income students were able to opt out for a fee, leaving only lower income participants to carry the group’s debt, 
including any defaults.   
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considered to be the only practicable option.  The key condition would be that the borrower 
has some means of repaying the loan over time, even if irregularly.   
 
A form of adverse selection may occur if some households generally come to believe that the 
government will eventually remove the asbestos anyway.  Moss (2002, ch. 2) refers to this 
perception as a ‘commitment problem’: those concerned do not commit to a particular action 
in the expectation that the government will ultimately have to bear the responsibility itself.  
Some affirmation of this possibility is provided by Higgins & Withers (2009) and Withers 
(2014) who report the results of a 2008 survey that found that public support for income-
contingent loans varied significantly with the proposed purpose of such loans.   
 
Moral hazard could also become a problem.  It is possible, for example, that households 
could wilfully or even inadvertently remove only obviously degraded asbestos and ignore 
other potential sources of fibres such as hitherto well-maintained eaves.  If the eaves were not 
maintained to the same standard in the future, a new hazard could develop if the owner felt 
safer after removing the friable asbestos, or because they reduced maintenance effort as they 
aged.   
 
Unforeseen problems can easily arise if a loan scheme is not carefully designed.  For 
example, HECS-type loans were extended from 2012 to vocational education students 
studying for diplomas.  The scheme was exploited by a number of private college operators 
who recruited unqualified and uninformed students with free iPads and laptops (Dodd, 2016), 
and is to be closed down, with a revamped scheme starting in 2017 (Birmingham 2016).  Use 
of income contingent loans for asbestos removal would require further research into the 
circumstances of relevant home-owners, as well as detailed design work.   
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EQUITY-RELATED FINANCING APPROACHES 
 
In cases where households lack the prospect of earning an adequate or reasonably predictable 
future level of income, an alternative to income contingent loans could be some form of 
equity-related financing.   
 
Academic interest in equity-contingent loans appears to have been limited.  Nerlove (1975, 
p. 158) reproduces an excerpt from Friedman & Kuznets (1945, p. 90) who proposed the 
approach as an alternative to commercial loans to students.  Rather than borrowing to pay 
study expenses, students would sell ‘stock’ (i.e. equity) in their human capital by obligating 
themselves to pay a fixed proportion of their future earnings.  Investors would thus benefit 
from increased appreciation in human capital, rather than just receiving a predetermined 
amount of principal and interest over a given period.  Purdue University (USA) now offers a 
similar scheme under the Back A Boiler label http://purdue.edu/backaboiler/  
 
The defining characteristic of an equity-contingent loan is that the asset used as security will 
appreciate in value, or at least not fall.  If an equity-related loan is used to remediate the 
presence of asbestos, it may itself contribute to increasing the sale value of the house, a 
fortuitous complementary self-reinforcing mechanism.  Any risk of weak appreciation or fall 
in house prices, is likely to be reduced if economic growth is positive; particularly if the 
Australian population continues to grow.    
 
 
Reverse mortgage (home equity release loan) 
 
Reverse mortgages7 are a commercial financial product that is generally only available to 
people of about 60 years of age or older, and who own their own home.  It is possible for 
such homeowners to borrow against a proportion (usually between 15 and 40 per cent) of the 
equity held in their home.  By definition, a reverse mortgage would not be available to those 
whose only home needed to be demolished in order to eradicate asbestos, because the loan 
must be secured against existing real estate.   
 
A reverse mortgage is generally not repaid like a classic ‘mortgage’ loan, where regular 
payments are required from the time that the money is made available.  Interest accruing on a 
reverse mortgage loan is capitalised and added to the amount owing.  The debt (principal plus 
capitalised interest) accumulates without being repaid until a trigger point is reached.  The 
trigger point depends on the agreement with the lender, but typically depends on events such 
as the death of the last surviving borrower (in which case the loan is repaid by the deceased’s 
estate), the owner moves house, or a specific level of debt is reached.  Default on a reverse 
mortgage loan is generally limited to breach of a condition such as a commitment to maintain 
insurance on the home. 

                                                 
7  ‘Reverse mortgage’ and ‘home equity conversion mortgage’ are terms generally used in Australia, Canada and 
the USA.  ‘Home reversion’ and ‘equity release scheme’ are more common in Britain. 

http://purdue.edu/backaboiler/
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The advantage to ‘house rich, cash poor’ homeowners is that they are able to utilise their 
equity while usually continuing to live in their own home.  A potential disadvantage may be 
that no actual repayments of principal and interest are made, so that the debt accumulates at a 
compound rate, perhaps leaving little or no inheritance for heirs, or spare equity for 
contingencies such as health care.  Further details are available from individual banks and the 
Australian Securities and Investments Commission 
(https://www.moneysmart.gov.au/superannuation-and-retirement/income-sources-in-
retirement/home-equity-release/reverse-mortgages).   
 
 
Figure 2.  A reverse mortgage 
 
 
 
 
 
 
 
 
 
 
 
The Australian Government’s Pension Loans Scheme offers a form of reverse mortgage to 
‘people of pension age … who cannot get a pension because of their income or assets (but not 
both), or those who only receive a part pension’8.  Eligible applicants can borrow against the 
security of their property, but can only receive money in the form of fortnightly payments up 
to the maximum value of the age pension.  From July 2019 the scheme will be expanded by 
including self-funded retirees, and permitting pensioners to borrow up to 50 per cent above a 
full pension.  Unlike the case of commercial reverse mortgages, a lump sum payment cannot 
be obtained.   
 
In the context of disaster relief for owners of inundated coastal properties, Dobes & Chapman 
(2011) noted that reverse mortgages and the equivalent Australian Government Pension 
Loans Scheme (AGPLS) could not be used where the equity in a house had been lost through 
demolition or destruction.  Although reverse mortgage loans cannot be used for Mr Fluffy 
homes demolished in the ACT and NSW, the owners are compensated by government at 
market rates.   
 
While remaining a possibility in some cases, reverse mortgages are likely to be too limited in 
scope and take-up to offer a satisfactory solution to those wishing to reduce or eradicate 

                                                 
8 https://www.humanservices.gov.au/customer/services/centrelink/pension-loans-scheme  
Viewed October 2016. 
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asbestos on their property.  Moreover, people below the age of about 60 would not qualify.  
Older people may also be unwilling to reduce the equity in their property if they are no longer 
earning income and feel uncertain about being able to afford future medical and aged care 
expenses, particularly if they have been, or think that they may have been exposed to 
domestic asbestos in the past.   
 
 
Islamic finance loans 
 
Islamic (shariah compliant) financing of property can take several forms.  A common form is 
‘murabaha’ whose underlying principle is the sharing of profit and risk, rather than the 
charging of interest.  Given the competitive nature of capital markets, however, it would be 
surprising if profit levels set for such loans did not, at least to a significant extent, reflect the 
cost of borrowing in non-Islamic capital markets; that is, market rates of interest. 
 
Murabaha involves the purchaser of a house paying a deposit and contracting to pay for the 
price of a house plus an agreed profit margin.  Under the Ijara approach, the mortgage 
payments are considered to represent rent for usage of the house together with repayment of 
the principal (Ainley et al, 2007, pp. 20-21).  Ownership of the house passes from the lender 
to the borrower at the end of the contract period, similarly to a finance lease arrangement. 
 
According to Buiter & Rahbari (2015, p. 158), the risk of default is lower in Islamic finance 
than for classic mortgage loans because the tenant/mortgagee can postpone regular purchase 
of tranches of the equity share (principal) from the bank in extenuating circumstances such as 
ill-health.  If strapped for cash, it is also possible for the mortgagee to sell back to the bank 
some of the previously purchased equity tranches. 
 
 
Figure 2.  Islamic financing of house purchase 
 
 
 
 
 
 
 
 
 
 
 
Some form of Islamic finance could be used to purchase a new house if the original residence 
were demolished to decontaminate it from asbestos.  However, it is only one of several 
commercial mortgage alternatives available to borrowers and it presupposes that they 
generally have the capacity to make regular repayments.  Further, Islamic mortgage finance 
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does not appear to be any more amenable than other mortgage arrangements to raising 
additional funds to remove asbestos from a residence. 
 
 
Line of credit  
 
Bendigo and Adelaide Bank offers a Home Equity Loan that is essentially a line of credit (an 
overdraft facility) as a mortgage on property.  The loan is subject to the borrower providing a 
deposit of 10 per cent of the property purchase price, a lower level than most standard 
housing loans.   
 
Repayment of the Home Equity Loan includes in the overdraft balance various credit fees and 
government charges.  The loan requires the balance of the overdraft to be kept within the 
credit limit that has been set.  In effect, this means that it is only necessary to pay the interest 
charge which is calculated daily on the outstanding balance and debited monthly.  Regular 
repayments of principal are not required, but the full amount must be repaid before 
expiration.  As the mortgage holder, Bendigo Bank retains the right to sell the property in 
case of default on the loan conditions. 
 
 
Figure 3.  Line of credit (overdraft facility) 
 
 
 
 
 
 
 
 
 
Recipients of government compensation for mandatory demolition, as in the ACT, have 
complained about delays between surrender of their home and delays in scheduled demolition 
(Connery, 2016).  Rising land prices, combined with the cost of renting alternative 
accommodation during subsequent construction, can leave those wishing to rebuild on their 
original site significantly out of pocket.  Such victims of asbestos contamination, and those 
on low incomes, may therefore find an overdraft facility more attractive than a conventional 
mortgage.   
 
 
Equity-based loans 
 
Most mortgage-type loans require the borrower to provide a deposit of a certain value of the 
purchase price.  The deposit provides some security to the lender against default by the 
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borrower, but it is also a means of guarding against adverse selection by screening out 
borrowers whose ability to save cannot be relied upon. 
 
 
Figure 4. Equity-based loan 
 
 
 
 
 
 
 
 
 
 
 
Those borrowers unable or unwilling for whatever reason to provide a deposit may 
nevertheless be able to use an equity-based loan as a substitute for the deposit expected under 
a conventional mortgage loan.  Borrowers still need to take out a matching standard mortgage 
to cover the remaining value of the house.  The disadvantage to them is the higher level of 
repayments required in any given period in order to cover both loans. 
 
Two internet sites accessed on 10 July 2016 advertised equity financing of home and 
investment http://loansense.com.au and http://universalwealthmanagement.com.au .  
According to mortgage broker Ms Maria Rigoni (pers. comm., 27 July 2016) of Universal 
Wealth Management, equity financing mortgages are provided on and off depending on the 
economic environment, but have generally been unavailable since the 2007-2009 Global 
Financial Crisis.   
 
Equity-based loans were typically offered in conjunction with a traditional home loan, and 
were therefore provided for 30 years to match the standard bank loan.  Such loans were only 
for 20 per cent of the total purchase price because bank mortgages normally covered the other 
80 per cent, but they could have provided a larger portion by accepting a greater level of the 
risk of house prices falling.  Their required rate of return would have equalled at least the 
market rate plus a mark-up for risk.  One advantage to equity-based lenders was that their risk 
– and their loan to equity ratio – reduced over time as the complementary bank mortgage was 
repaid, because the borrower’s equity share gradually increased.   
 
The use of equity-based loans to complement conventional mortgage loans and avoid the 
need for a deposit would only suit those on higher incomes who could afford the dual set of 
repayment schedules.  However, their admittedly short-lived existence illustrates an 
important principle: that equity-based loans are viable provided that house prices continue to 
increase.   
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Deferred sale of equity share  
 
In a joint venture with Bendigo Bank, Homesafe Wealth Release (The Szabo Group) offers 
those over the age of 60 in Victoria (over 55 in NSW) the opportunity to sell a share of the 
future value of their home.  Unlike other forms of equity-related financing, the scheme 
provides a lump sum that is not a loan. 
 
In an interview with Homesafe Managing Director Peter Szabo, Blue (2009) gives the 
example of a 70-year old owner who sells a 55 per cent share of the future sale value of their 
home.  Depending on interest rates and actuarial projections of life expectancy and house 
prices, the owner would receive, say, a lump sum of $115,000 for the sale of the 55 per cent 
interest in a home currently worth $500,000.  If the home were eventually sold at its current 
value of $500,000, then the owner would receive $250,000, and Homesafe would also receive 
$250,000.  If the home appreciated to, say, $700,000, and were sold 10 years later (earlier 
than the initially estimated actuarial life expectancy of the owner) the owner would receive 
almost $400,000 and Homesafe would receive about $300,000, reflecting a higher share for 
the owner (about 56.8 per cent rather than 55 per cent). 
 
 
Figure 5.  Deferred sale of equity share 
 
 
 
 
 
 
 
 
 
 
Homeowners retain the right to live in the home, or to rent it out, including if they move to an 
aged-care facility.  Because no loan is involved, the owner’s liability – or that of the estate – 
is limited to a fixed share of the proceeds of the sale of the house in the future.  Homesafe 
merely registers a mortgage and lodges a caveat on the title of the home to secure its interest 
in the future the sale proceeds.  (http://www.homesafe.com.au/help/ , accessed 18 September 
2016).  The obvious disadvantage for a homeowner who intends leaving the house to children 
in a will is that part of the value will be claimed by Homesafe. 
 
The Homesafe approach is effectively a financial call option sold by the house owner to the 
Szabo Group.  Although the actual trigger for the call is the sale of the house rather than its 
price, the implicit underlying assumption is capital appreciation (implicitly based on selection 
of desirable residential areas) and a statistically estimated option period (based actuarially on 
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a minimum age of the borrower).  The upfront amount paid to the house owner on signature 
of the contract is the option value9 at the time of contract signature.   
 
 
Compulsory buyback, demolition, and resale of land by government  
 
Some local governments in Australia have compensated owners of condemned housing by 
paying them the full market price as if the condemnation did not exist.  Brisbane City Council 
and some coastal councils in New South Wales, for example, have condemned residences 
subject to frequent inundation, but owners have been offered market prices for their sale to 
those councils (e.g. Waringah Council 1997; Brisbane City Council 2016).   
 
In the Australian Capital Territory (ACT) the government has compulsorily acquired houses 
with loose-fill asbestos as well as houses where the asbestos has already been removed, but 
remnant asbestos is present (Asbestos Response Taskforce, 2016).  Owners are given an 
estimated market price that ignores the presence of asbestos contamination.  The ACT 
Government has sought to defray its costs by amending zoning conditions for the 
decontaminated land to permit dual occupancy under separate titles in the expectation of a 
higher sale price for the decontaminated land.  Nevertheless, the ACT Government expects to 
make an overall loss of about $400m in demolishing just over 1,000 houses10. 
 
 
Figure 6.  Compulsory sale of 100 per cent of equity to government 
 
 
 
 
 
 
 
 
The ACT approach of compulsory acquisition and demolition is based on the conclusion of 
its Asbestos Response Taskforce (2014, p. 3) that ‘demolition of affected homes is the only 
enduring solution to the health risks posed by the presence of loose fill asbestos insulation’.  
While the scheme does provide evicted owners with a first right of refusal to repurchase the 
decontaminated land at auction, delays against a background of rising house prices have 
reportedly meant that the market price received by the owners of condemned houses is 
unlikely to make repurchase financially viable (Connery, 2016).   
 

                                                 
9  The value of a financial option can be estimated using the Black-Scholes formula, or a binomial or other 
lattice method.  See for example Brealey et al. (2006, ch. 21). 
10  Andrew Kefford, Head, ACT Government Asbestos Response Taskforce, 14 November 2016 speech at the 
2016 Asbestos Awareness & Management International Conference, Adelaide, 13-15 November 2016. 
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Residential land in the ACT is leased from the Government, whereas it is typically held as 
freehold in the Australian states.  In locations other than the ACT, governments could also 
mandate demolition of contaminated houses on public health grounds.   
 
Even if no compensation were paid for a condemned house, the owner would retain the 
market value of the decontaminated land because it is held as freehold.  Any residual equity 
in the land would allow the owner to rebuild on site, or to use the sale proceeds as a part (or 
even full) payment on a house or flat elsewhere.  In other words, governments would have the 
option of compensating owners of houses on freehold residential land for the market value of 
the house alone. 
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PRIVATISATION OF INCOME AND EQUITY CONTINGENT LOANS? 
 
Income contingent lending has to date been limited to student loans made available by the 
Australian Government, but there is now considerable administrative experience11 that could 
be drawn on to inform the design of similar loans for different policy purposes.   
 
In principle, governments could devise a set of income-contingent and equity-related loans 
that could be used to encourage owners of asbestos-contaminated dwellings to finance some 
degree of remediation on their properties.  A likely incentive for such property owners could 
be the associated increase in sale value if remediation were recognised by official 
certification that the property had been decontaminated and was suitable for occupation. 
 
Governments need not retain debt and its accompanying risk.  Loans, and their associated 
stream of income over time as they are repaid, can be sold to investors in capital markets 
through auctions or tenders.  The then Australian Treasurer, Joe Hockey (2015) directed the 
Australian Office of Financial Management to divest ‘the Government’s Residential 
Mortgage-Backed Securities (RMBS) portfolio through a regular competitive process’.  On 
29 September 2016, Bendigo and Adelaide Bank announced its purchase of a portfolio of 
about $1.35 billion of standard residential loans from the Keystart Housing Scheme Trust.  
Keystart is a financing agency of the Government of Western Australian Housing Authority 
that offers a range of home loans to public housing tenants, sole parents, people with a 
disability, and Aboriginal borrowers.  Bailey et al., (2004) provide a concise history and 
explanation of the workings of the RMBS market in Australia. 
 
Governments can reduce their overall debt levels through private placement of debt to 
institutional investors, or the debt can be securitised and offered publicly to investors in 
capital markets12.  Securitisation of HECS income-contingent loans was proposed by 
Universities Australia in 2009 with the objective of using funds raised from the sale of bonds 
‘to help fund university infrastructure works, including student accommodation’ (Lebihan 
2009).  According to Maiden (2003) insufficient information about risk made the proposal 
unattractive to investors and it was abandoned. 
 
Sale of government debt, either through private placement or securitisation, would depend 
critically on the ability of investors in capital markets to estimate the degree of risk involved 
relative to expected returns, and hence the price that they would be willing to pay.  Uptake 
would be very much influenced by the amount of information available to investors (Gavious, 
2015).  However, investors would be less likely to be concerned about the details of a loan if 
it were guaranteed by government, effectively converting loans into low-risk government 
bonds.   

                                                 
11  One weakness that has been identified is that HECS loans lapse with the death of the borrower, enabling their 
estate to avoid repayment of any balance outstanding. 
12  Contractual debt securitised in the private sector includes mortgages, car loans, credit card debt, etc.  Lenders 
in private placement markets generally face greater risk if there is less information available to them about 
borrowers (Carey et al., 1993).  



 32  

 
Government-issued income-contingent loans have not previously been sold into Australian 
capital markets.  While the proportion of non-repayment of HECS loans is about 20 per cent 
(ACIL Allen 2013; Norton & Cherastidtham 2014), the characteristics of the borrowers 
would differ from those of potential borrowers who intend to reduce asbestos on their 
property.  Another concern would be the correlation between general economic conditions 
and employment levels, and hence the ability of borrowers to repay income-contingent loans.  
Investors would also take into account whether the Australian Taxation Office would be 
responsible for monitoring and collecting debt, or whether some private sector debt collection 
firm would need to be hired to do so.   
 
Equity-related finance like reverse mortgages or deferred equity sales would be more likely 
to appeal to capital markets because they are backed by the security of an asset like a house.  
According to informal advice from banking sector sources, however, only a limited number 
of reverse mortgages have been securitised and sold in Australia (mainly by the Bluestone 
Group).  The minimum size of a marketed loan portfolio would need to be at least several 
hundred million dollars because investor institutions would incur costs of about $2m-3m to 
undertake risk analysis and due diligence.  Portfolios that offer regular returns (like bonds) on 
a set of standardised securities are likely to be more attractive to investors.    
 
An Affordable Housing Working Group has recommended to the Council on Federal 
Financial Relations (2016) that a proof of concept be designed for a Bond Aggregator Model 
(BAM) to increase private and institutional investment in affordable housing13.  A national 
aggregator or financial intermediary would issue bonds that would increase the borrowing 
capacity of affordable housing providers, in order to allow them to develop more housing.  
Government would need to cover the concessional component of rents and other costs to 
ensure viability.   
 
There may be scope for the Asbestos Safety and Eradication Agency to investigate potential 
involvement in the BAM proposal because of the similarity of the asset classes that are 
involved.  Indeed, a broader policy approach might well consider use of ICLs and ECLs for 
relief under the Natural Disaster Relief and Recovery Arrangements, and their sale to 
investors in an expanded version of the BAM. 
 
Whether the sale of debt is worthwhile from a government perspective will depend on a range 
of factors, including its need for funds, the degree of non-performance of loans, the amount 
of information about the debts that is available to investors, the premium above market 
borrowing rates demanded by investors, etc.  A crucial first step would be to collect detailed 
information on at least the degree of equity that residents hold in their homes, their general 
levels of creditworthiness, and the cost of removing asbestos from the premises. 
  

                                                 
13  Rents for affordable housing are usually set as a proportion of market rent, typically between 50and 75 per 
cent.  Social housing is provided as a proportion (25-30 per cent) of household income or Centrelink payments. 
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CONCLUSIONS 
 
It is clear nowadays that asbestos is a hazardous substance.  Exposure to airborne fibres – 
invisible to the naked eye – can harm residents as well as those visiting or just passing by a 
contaminated property.  Had people been fully aware of the risks, fewer asbestos products 
would have been bought and installed in residential and commercial buildings in Australia.  
This economically inefficient outcome is a clear case of market failure. 
 
Both the harmful effects of asbestos fibres and the general lack of knowledge of the risks due 
to remnant asbestos products in many older homes provide a prima facie case for action by 
government, including through information campaigns.  A third indication of market failure 
is the inability of homeowners, including Do-It-Yourself handymen, to avail themselves of 
affordable insurance to manage the risks associated with the presence of asbestos. 
 
Dealing with the externality of asbestos contamination in private residences is conceptually 
complex because the victims may also be the owners of the emission sources.  This paradox 
raises the issue of the relative proportion of remediation costs that should be borne by 
government (taxpayers in general) and by the private owners of contaminated properties.  A 
further conceptual complication arises because of the lengthy time period before the 
symptoms of asbestos-related diseases appear: an elderly person exposed to asbestos for the 
first time will more likely succumb to age-related illnesses before developing asbestos-related 
symptoms.  
 
A starting point could be that owners of contaminated properties would be required to fund 
remediation themselves.  One rationale might be that they, rather than the public at large, face 
the greatest risk from the presence of asbestos on their property.  A further reason is that 
removal of asbestos, coupled with certification of successful remediation would likely 
increase the value of their property and hence represent a partially offsetting private financial 
gain.  At the other end of the spectrum, taxpayers, through the agency of government, could 
bear the full cost of all remediation. 
 
Conventional approaches to addressing externalities may not be effective in the case of 
asbestos.  Corrective taxation is a possibility, but would involve monitoring costs, as well as 
the need to define precisely the item being taxed, whether that be concentration levels of 
airborne fibres, or some quantum of friable or bonded asbestos-containing products.  Use of 
marketable permits would involve similar issues.  Setting standards such a maximum 
allowance of asbestos product on a property, with charges for excess amounts, would involve 
high monitoring and enforcement costs.  Residents exposed to asbestos products on nearby 
properties could offer to pay for remediation to reduce the risk they face, but the ubiquity of 
asbestos products in some residential areas would be likely to simply result in financial churn 
without necessarily reducing emissions.  Subsidies could be used to encourage remediation, 
but moral hazard could pose problems, depending on the model adopted.  Moreover, each of 
these approaches would require some degree of compulsion to ensure effective 
implementation. 
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This working paper has therefore explored an alternative approach in the form of the potential 
use of Income Contingent Loans (ICLs) and Equity Contingent Loans (ECLs).  Loans would 
permit the expense of remediation to be spread over time.  Depending on the degree of any 
concessionality involved, they would also lend themselves to apportioning remediation 
expenses between taxpayers and the owners of contaminated properties.   
 
Owners with uncertain future income prospects or unfavourable credit profiles would be 
unlikely to qualify for commercial loans.  One policy solution would be for government to 
make available ICLs.  Australian experience with ICLs in the form of student loans is that 
about 20 per cent of their value is not repaid by students, a cost that is necessarily borne by 
taxpayers.  But improved design and tighter contractual conditions could be used to lift the 
repayment performance of ICLs for asbestos remediation.   
 
An approach that would avoid the problem of low levels of future incomes is the use of ECLs 
if the borrower already owns a significant level of net equity in their property, and house 
prices are appreciating.  Pensioners who live in locations where house prices have risen due 
to gentrification or other demand pressures, are a pertinent example.    
 
Reverse mortgages can be problematic because interest payments are capitalised and the debt 
compounds, often at a high rate of interest.  Deferred sale of an equity share in a home offers 
an attractive alternative because no debt is involved, but this product is currently available 
commercially only in selected areas in Melbourne and Sydney.  Like reverse mortgages, 
however, deferred sale of equity is based on a minimum-age condition to ensure financial 
viability for the provider of finance.   
 
Where government mandates demolition of a house, there appears to be little alternative to 
provision of some compensation.  The ACT Government has recovered some of the market-
value compensation provided to owners of demolished “Mr Fluffy” houses by reselling the 
decontaminated land, but taxpayers will still bear a net loss.  Subject to political realities and 
legal obligations, however, such losses might be reduced by offering owners of condemned 
houses compensation below full market value.  There is at least an arguable case that owners 
of contaminated properties should share the risk and costs with taxpayers.   
 
Securitisation and sale of ICLs or ECLs is a possibility that government could consider.  Key 
considerations would be the social benefits of reducing, or at least not increasing government 
debt levels, and the social impact of doing so.   
 
A useful first step in further policy development would therefore be to gather detailed 
information on the characteristics of the owners of asbestos-contaminated properties, 
particularly their income levels and the proportion of equity that they own in their residence.  
Detailed modelling would then be required to assess the likely financial viability of any 
approach subsequently adopted. 
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