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Housing tax reform one step at a time 

We’ve all heard the Irish joke about the tourist in Galway asking for directions to Cork. The advice of 
course is ‘If you want to get to Cork I wouldn’t start from here’. The same logic applies to tax reform. 

In the mid-1970s leading US economist Marty Feldstein made the important distinction between tax 
design and tax reform1. Tax design concerns the development of optimal policy frameworks in the 
absence of political constraints, whereas tax reform must consider the existing tax system and the 
entrenched political interests associated with it. 

The problem with most tax policy proposals is that they aspire to create an optimal tax system 
rather that making practical improvements to the existing, often highly flawed policies. In other 
words, governments need to come to terms with the fact that we are in Galway (which apart from 
the rain is a charming little city) and, given the barriers to reform, the best route to our final 
destination will be via incremental change and a series of political compromises and trade-offs. We 
agree that it’s important to have a destination in mind, but argue that we need to navigate a 
politically pragmatic route in order to get there. 

The outrageous (slightly unconventional) approach to property tax reform 

Our focus is on addressing the Australian states’ significant and growing dependence on transfer 
duties (‘stamp’ duties) on real estate transactions. These are perhaps the most maligned (and with 
some good reason) of all Australian taxes. They are among the least efficient and most volatile taxes 
in the Australian system, yet the barriers to their reform or abolition are formidable and have 
become more significant in the context of the Sydney and Melbourne’s recent housing boom. The 
bottom line is that the more dependent state governments become on stamp duties, which now 
raise in excess of $30 billion per year nationwide (or 26% of all State tax revenue), the more difficult 
it is to replace duties with more efficient broad-based land taxes advocated by most economists 

Our proposal is to retain transfer duties in the short to medium term but to reform them so they are 
simpler and more equitable and structured in such a way that they can help address housing 
affordability. Once we’ve got these policy foundations right we can develop a longer-term strategy 
for making a gradual transition away from transfer duties towards a recurrent land tax. 

                                                           
1 Feldstein, M. (1976) ‘On the theory of tax reform’, Journal of Public Economics. 6(1) pp 77-104. 
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The proposal 

Transfer duty regimes across the federation are complex and, due to a lack of indexation, are 
proportional rather than progressive. 

 

 

Current transfer duty rates by property value for Australian states 2015-16 

The first step towards creating a simpler, more equitable transfer duty regime would be for states to 
adopt a flat transfer duty rate but with a generous tax free threshold to ensure that the average rate 
paid by home buyers increases with the value of the property being purchased. 

We have modelled the threshold for a simple, single rate transfer duty for each state which would 
still raise the same revenue as the existing tax regime. This will enable states to reform the transfer 
duty base before tackling the more politically challenging task of replacing duties with a recurrent 
land tax. Given the fast changing nature of housing markets our analysis is based on the 2015-16 
CoreLogic data of all residential sales in Australia. 

As can been seen from the table below, a higher transfer duty (for example, a rate set at 7% of the 
property value over the threshold) will result in a more progressive tax regime, meaning that those 
purchasing higher value properties would pay a higher average duty rate than those purchasing less 
expensive housing. Conversely, those purchasing lower value properties (which would include the 
majority of first home buyers) would pay less transfer duty. For example, a 7% rate would fund a tax 
free threshold of $336,000 in NSW. Under this regime, the ‘tipping point’ property value, below 
which purchasers would pay less than under the current regime, would be approximately $760,000. 
Sixty-five per cent of purchases in NSW are of properties valued at less than this amount, so nearly 
two thirds of home buyers in NSW would be better off under the new system, while those buying 
higher value properties would pay marginally more than at present. 

 



                                                                     
 

business.unsw.edu.au                            

CRICOS Code 00098G 

 

 
 

Threshold above 
which 5% transfer 
duty would apply 

 ‘tipping 
point’ for 
5% rate 

Threshold above 
which 6% transfer 
duty would apply 

tipping 
point’ for 
6% rate 

Threshold 
above 
which 7% 
transfer 
duty 
would 
apply 

tipping 
point’ for 
7% rate 

Median 
2House 
Price 

NSW $128,000 $384,000 $246,000 $682,500 $336,000 $760,500 $653,697 
VIC $3,000 $6,000 $111,000 $303,000 $189,000 $523,500 $524,872 
QLD $160,000 $429,000 $221,000 $468,000 $267,000 $490,500 $424,966 
WA $138,000 $370,500 $213,000 $546,000 $269,000 $571,500 $481,605 
SA $64,000 $204,000 $127,000 $397,500 $174,000 $397,500 $381,059 

TAS $104,000 $312,000 $143,000 $327,000 $174,000 $327,000 $283,886 
 

Establishing a simpler and more progressive transfer duty regime is an important first step on the 
long road of property tax reform but more importantly, this regime provides the foundation for a 
more ambitious policy change. 

Towards a ‘schedular’ transfer duty regime  

Transfer duties have a bad reputation among economists and tax specialists because they distort 
market incentives and, in the case of housing, hinder residential mobility. But there is a silver lining 
which is increasingly being recognised in that they also provide an effective and targeted instrument 
for controlling housing bubbles by hindering speculation and deterring property ‘flipping’. Indeed, 
increased transfer duties have been central to special housing market measures in Singapore, Hong 
Kong, the UK and British Columbia. One solution which constrains speculation without compromising 
residential mobility is to retain transfer duties on existing investment properties while progressively 
removing it from owner occupied homes and new builds purchased for investment. This is what we 
call a ‘schedular’ transfer duty regime where, in the first instance, the tax liability varies according to 
the use, or perhaps the ownership, of a property. In reality most Australian states are already 
heading in this direction in an attempt to respond to Australia’s housing affordability challenges in 
the absence of national leadership. What we are suggesting is that this approach be adopted in a 
more systematic and coordinated manner. 

At present we are modelling scenarios where only homes purchased as a principal place of residence 
and new properties purchased for investment are eligible for a transfer duty threshold while 
investors purchasing existing properties would have the prevailing transfer duty rate applied on the 
entire value of their purchase. The additional revenue raised by removing this exemption would fund 
transfer duty reductions for non-investors by increasing their tax-free threshold. These reforms 
would also be revenue neutral but would shift the transfer duty burden from owner occupiers 

                                                           
2 Modelling based on CoreLogic 2016-17 residential sales figures 
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purchasing lower value homes to investors purchasing existing properties. At the margin, over the 
longer term, such reforms should help reduce speculation, encourage investors to hold property for 
longer periods to the benefit of tenants seeking long-term housing, and assist housing affordability. 

Once these reforms have been implemented state and local governments can then consider shifting 
the mix, broadening the land tax base to fund further reductions in transfer duties on owner 
occupied housing.  

Richard Eccleston 

* This Opinion Piece draws on research funded by AHURI into “Pathways to State housing and land 
tax reform” undertaken by Richard Eccleston, Julia Verdouw and Kathleen Flanagan of the University 
of Tasmania and Neil Warren UNSW Sydney. The findings from the research project will be published 
in late 2017. 

 

 


