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Tax

NSW property tax: what are the proposed changes to
stamp duty and how would they affect you?
NSW government hopes proposed changes would free up the
housing market and provide a long�term revenue stream

Martin Farrer
Thu 19 Nov 2020 03.30 AEDT
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The New South Wales government has announced a plan to change the way tax is
paid on property in the state.

The new arrangements will give people the option to choose between the current
system of paying stamp duty when buying a house, or instead paying a small annual
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property tax for as long as they own the house.

Here’s what you need to know about the proposed changes.

Why does the government want to make the change?
Critics believe stamp duty, which dates back to 1865, is an outdated, inefficient
system which places a prohibitive cost on moving home.

For example a $1m property currently attracts stamp duty of just over $40,335, or
about 4%. The reform would mean people could avoid the $40,000 impost, making
them more willing to move, and thus improving productivity and boosting
economic growth. Stamp duty is thought to discourage older people from
downsizing, creating too much spare housing capacity.

Stamp duty is also volatile. This year’s dramatic drop in housing
market activity has reduced the amount of stamp duty flowing
into the state’s coffers and has highlighted the need for reform,
advocates say. So the NSW government hopes the changes
would give the state a much more reliable, long-term revenue
stream and make it cheaper and easier for people to move
home. They also want to give people the option of not paying
the existing land tax, which is paid on large commercial
properties and residential investment properties over a certain

value. It has set out the plans in a consultation document.

Sounds reasonable, but will it actually work?
NSW has chosen the optional route because it doesn’t want people to be subject to
double taxation whereby they’ve paid stamp duty but then have to pay property tax
on the same house as well. But most advocates of the property tax idea say it would
be better to abolish stamp duty outright. The mixed approach could create a moral
hazard whereby buyers planning to live in a home for a limited period would opt to
pay the tax, while those planning to stay in a house for the long-term would opt for
the stamp duty. It could also create a large short-term budget shortfall if many more
buyers opted for the land tax. Decades down the line, it could mean that half the
homes in the state are subject to the property tax and half of them are not, calling
into question whether or not the reform would be budget neutral.

https://www.theguardian.com/australia-news/2020/nov/15/its-a-game-changer-victoria-commits-53bn-to-12000-social-housing-homes
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“Doing it this way is the path of least resistance for the government because the
political saleability of the property tax has always been a big problem,” says Brendan
Coates, an economist at the Grattan Institute who wrote a paper on the need for
reform in 2019. “This way, no one is being forced to pay a property tax unless they
choose to. But on the flip side, the government won’t get the big benefits of the tax
for years to come and it could result in a budget shortfall.”

How would the government cover a shortfall?
Advocates of the reform believe that the federal government would have to step in
to cover any budget gaps if a change like this was to be attempted. The NSW
treasurer, Dominic Perrottet, has indicated as much and to give greater political
cover for this, he would like to see every state and territory move towards reforming
stamp duty.

But despite the widely anticipated economic benefits for the commonwealth from
increased productivity, the federal treasurer, Josh Frydenberg, is not in favour of
the change and no doubt wary of messing with tax and the property market in the
way that Labor’s Bill Shorten did at the last election.

Another way to fund the likely budget gap would be to find tax
revenue from other sources, but this would create moral hazard
of a different kind, especially if it came from increases in the
new property tax. Lindsay David, an independent economist
and founder of LF Economics, says there is a risk of
homeowners being subject to increases in the rate of property
tax down the line. “In a way this is protecting existing
homeowners at the cost of new homeowners. There would be
nothing you could do to escape property tax increases, whereas

those who have paid stamp duty would not have to pay.”

What would it do to house prices?
As ever in Australia, this is the big question. Those in favour of maintaining the
status quo think that it would increase prices because would-be buyers would be
able to use the money they save in stamp duty to throw at sellers, thus bidding up
prices. But advocates say that in the short term there wouldn’t be much change
because any increase in spending power would be offset by the impact of recurrent
property taxes.
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However, in the long term the average price of houses would fall, especially for
larger family homes, because it would make the market more efficient – for example
by incentivising retirees to downsize and thereby increasing the supply of family
homes. “In the long run, a better allocation of the housing stock would lead to lower
prices, particularly for larger dwellings,” Coates wrote. “Overall, the average price of
housing would fall a little.”
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