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Executive Summary

Stamp duties have t radit ionally been a significant  revenue earner for state governments,
account ing for around a quarter of their own-source taxation revenues (though a rather
smaller share of their total funding, given reliance on grants dist ribut ions). However, they
are also taxes which impose part icularly high economic costs.  Accordingly, the pursuit  of  an
efficient  tax system – coupled with the broader imperat ive to find sources of productivity
gain in the Australian economy – has led to calls for their replacement with more efficient
taxes.

Governments are start ing to act  on this advice, with both the ACT and South Australia
moving to reduce or abolish stamp duties on property conveyances as key components of
their tax reform agendas. This report  assesses the costs of stamp duties to the economy,
the potent ial benefits from their replacement by more efficient taxes, and the revenue
impacts on state budgets under certain abolit ion scenarios. It  extends previous analysis in
the area of property tax reform by invest igat ing the likely impacts on the property market
in both the short and long term, and est imates a more complete measure of the costs of
stamp dut ies by including the inefficiency caused by the impact on transaction volumes.

Not all taxes are the same

Not every dollar raised in tax has the same impact  on the incomes earned by Australians.
Some taxes raise revenue at  a material cost to prosperity, while others have far lower costs.
Efficient  taxes are those that  raise a given amount  of revenue while distort ing the
behaviour of individuals and businesses as lit t le as possible. That is, from an economic
efficiency perspective – and acknowledging there are other considerat ions like simplicity
and fairness – the best  taxes are those which least affect the decisions of businesses and
families.

This difference in the efficiency of taxes raises a potent ial pay-off from tax reform.  If the
same amount  of revenue is raised, but  in a way that  damages the economy less, there is the
potent ial for Australia and Australians to be bet ter off.

Why are stamp duties so costly to Australia’s prosperity?

The most  efficient taxes are those levied on:

· Broad bases – reducing the extent  to which individuals or businesses decrease the
consumpt ion of one good or service in favour of untaxed substitutes and limit ing the
rate of taxation required to raise a given volume of revenue; and

· Inelast ic supply or demand – that is, those goods or services where either the
demand or supply side of the market is relat ively unresponsive to price changes, and
therefore where taxes distort behaviour the least.

• Immobile factors of production represent  one set  of circumstances where
market  responses will be particularly inelastic – that is, when the factors used
to produce the product are less easily able to move to untaxed forms of
production. Capital is typically the most mobile factor and taxes on capital
therefore tend to distort  act ivity by the greatest  amount .



iiDeloit te Access Economics

Both of these criteria go to the heart  of whether – and to what  degree – a tax changes the
decisions made in markets.  Stamp dut ies perform especially poorly against  these efficiency
criteria. As t ransactions-based taxes on the capital improved value of property, they affect
the decision to transact , and hence to allocate capital to the market . Capital will flow to
other forms of investment  that  yield a higher after-tax return but  where it  is less productive
on a before-tax basis.

While stamp duties are levied on propert ies, they are not levied on the consumpt ion of
property. Instead, they are levied on property t ransactions, which can be avoided through a
number of means. This may include simply not moving, investing in renovat ions instead of
purchasing a more desirable property, or not  entering the property market . The overall
result  is that  stamp dut ies not only lead to a reduction in the stock of property – they also
lead to an inefficient use of the remaining stock. This effect on t ransactions may be large,
using figures from the academic literature it  is estimated that around 340,000 property
t ransact ions are foregone each year due to stamp dut ies.

This misallocat ion may manifest  in a variety of ways:

· By increasing the costs of moving, stamp duties may decrease labour mobility, overall
labour supply and productivity in the economy;

· They can increase the costs of businesses efficiently restructuring or relocat ing;
· They can increase the costs of commut ing, whether direct ly to the homeowner or

indirectly through their impact on congestion and pollut ion;

· As owners are discouraged from t ransacting propert ies, stamp dut ies can prevent
efficient  up-sizing or down-sizing of property across the population;

· The fewer transactions will also affect those businesses which sell products related to
property transactions, such as removal services and some retail purchases; and

· Stamp dut ies can discourage moving for personal reasons, for example, to be located
closer to friends or family.

Stamp duties have costs to fairness and revenue certainty

Not only are stamp duties inefficient, they can make government budget ing difficult .
Because both prices and volume of t ransactions can change over t ime as condit ions in the
property market  change, stamp duty revenue can also be volat ile year-on-year, reducing
the ability for state governments to plan their budgets.

Further, by taxing t ransact ions, stamp dut ies are also relat ively ad-hoc from an equity
perspective, penalising those individuals or businesses which move more frequent ly. Two
otherwise identical individuals could face a significantly different tax bill for the
consumpt ion of housing simply by having different  preferences or requirements for
moving.

How do stamp duties affect the property market?

As taxes on property, the most  direct  impact  of stamp dut ies is felt  in the property market
and those individuals and businesses engaging with it . The incidence of taxes will typically
be shared between buyers and sellers, w ith the proport ion borne by each group depending
on their relative responsiveness (elast icity) to price changes. The extent  to which the
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incidence of stamp duties is borne by sellers or buyers is ult imately an empirical quest ion,
and the research literature sheds some light  on this.

The general finding is that  sellers predominant ly bear the cost of stamp dut ies, intuit ively
because they are least  able to avoid moving. Several studies, both of the Australian
property market and internationally, use stat ist ical techniques to demonstrate that the
incidence of property t ransact ion taxes tend to fall on the seller. Sellers are less able to
avoid these taxes than potential buyers who have alternat ive investment  and occupancy
options, including rent ing, and who will allocate their consumpt ion or investment  capital
elsewhere to capture a higher after tax return. This finding implies that  sellers are less
responsive to price, or equivalently taxes, than buyers, although this is likely to vary to
some extent  over t ime and geographies.

The implicat ion of these findings is that a removal of stamp dut ies would not lead to a large
change in the tax-inclusive price of property: instead the price rises would largely offset the
tax reduction, with the seller receiving a higher after-tax return. Since buyers are concerned
with the total cost of property ownership, whether principal or tax, there would not be
major implications for housing affordability result ing from an abolit ion in the short  term.

The increase in the sale price of housing will, however, attract investment  into the sector.
With stamp dut ies removed, higher property prices lead to an increase in returns from
investment  in new property. Construction costs are also likely to fall, with stamp duty being
charged at mult iple points in the development process, including upon sale of the land to
the init ial developer. Overall, development costs will fall, while the sale price will rise,
making investment  in new stock more at tractive. The rise in t ransactions will also likely
incentivise investment  to some extent , with faster turnover of newly constructed stock.

Empirical studies show that  supply is responsive to increases in property prices, and the
longer term impact on the market  will be a larger property stock. This will place some
downward pressure on prices relat ive to those which prevailed with stamp duties in place.
The increase in transaction volumes may also st imulate investment , as developers would
likely be able to sell stock more quickly in a market with increased trading volumes.

The impact on nominal property prices will also be affected by the taxes chosen to replace
the foregone stamp duty revenue. Should part  of this revenue be replaced through an
increase in land taxes, or some other form of property taxat ion, the capitalisat ion of these
taxes into house prices would reduce any change to nominal property prices.

Replacing stamp duties with more efficient  taxes will also lead to an increase in property
t ransact ions. Again, this is an empirical quest ion addressed by Leigh and Davidoff (2013) in
the Australian context  (and a host  of researchers internat ionally). They find that  a 10%
increase in stamp duties will lead to a 3% reduction in property transfers in the short  term,
and a longer term reduction of 6%. Extrapolating this result would imply that  a complete
abolit ion of stamp duties (that  is, a 100% reduction) would lead to an increase in property
t ransact ions of around 60%.

This extrapolation may be imprecise as the original study only analysed the effect of a 37%
increase in stamp duties. However, it  provides a useful indication of the possible size of the
impact  that  stamp dut ies may have on transaction volumes. Intuit ively, it  would imply that
the average turnover period for the property stock falls from 13 years to 8 years. The
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Federal Treasury, in its recent modelling for the Tax White Paper, estimates that  stamp
duties comprise around 45% of the total cost of moving property. It  is therefore
unsurprising that  stamp dut ies can have a significant impact  on t ransaction volumes.

The modelling in this report  is conducted under a range of sensit ivit ies to reflect the
uncertainty in this result . These range from assuming no impact  on transaction volumes, to
the full 60% increase outlined above.

The economic benefits from replacing stamp duties

At the request  of the Property Council, Deloit te Access Economics has analysed three
scenarios relating to the replacement of stamp duties:

· Scenario 1 – all stamp duties on conveyances are replaced in a revenue neutral way
with an increase in GST (holding its current  base fixed);

· Scenario 2 – only stamp dut ies on non-residential propert ies are replaced in a revenue
neutral way with an increase in GST (holding its current  base fixed); and

· Scenario 3 – only stamp duties on new resident ial propert ies are removed, in the
context  of an increase in the GST (which current ly applies to new property
construct ion).

The choice of tax used to make the abolit ion revenue neutral will influence the findings on
the economic benefits from reform and the impact  on the property market. For the
economic modelling it  is assumed that  stamp duties are replaced in a revenue neutral way
by an increase in the GST. This is not meant to infer that  GST is the preferred replacement
for stamp dut ies, it  is simply chosen as one of a range of possible replacement options.

In either case, the benefits of replacing stamp duties with a more efficient  tax base are
significant . An abolition of all property stamp duties in favour of a revenue neutral

increase in GST is estimated to lead to a net increase in real consumption of between $6.0

billion and $9.7 billion depending on the impact on t ransact ion volumes assumed.

Real consumption is generally used as a measure of welfare because it  measures the
increased purchasing power, or material wellbeing, that reforms create for households. A
$9.7 billion increase in real consumpt ion equates to just  under $20 per household per week
– or around half of weekly spending on fuel and power. When only non-resident ial stamp
duties are replaced, this st ill results in a welfare gain of between $3.1 billion and $4.0
billion. Hence, in either scenario households on aggregate are better off: the increased

economic efficiency driven by the removal of stamp duties more than compensates for

the increased GST payments.

Table i:  Change in real consumption

Scenario Benefit

Remove all conveyancing stamp dut ies (no t ransact ion effect) $6.0 billion

Remove all conveyancing stamp dut ies (60% transaction effect) $9.7 billion

Remove non-residential conveyancing stamp dut ies (no t ransact ion effect) $3.1 billion

Remove non-residential conveyancing stamp dut ies (60% transact ion effect) $4.0 billion
Source: Deloit te Access Economics
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Large gains to economic act ivity are also expected to be realised through these reform
scenarios.  GDP is estimated to rise by $2.3 billion when non-residential stamp duties

alone are removed, and by $3.3 billion when residential stamp duties are also abolished .
To put  this in context , this increase in activity is approximately equivalent  to the economic
contribut ion of Australia’s dairy industry, est imated to be around $2.4 billion 1, and around a
quarter of the contribut ion of Australia’s international tourism sector 2. For gains of this
magnitude to be realised through reform of stamp dut ies alone indicates the high cost  that
these taxes are current ly imposing on the Australian economy.

While Australia as a whole benefits, the impacts at a state level will be driven in part  by
how the addit ional GST revenue is dist ributed. Those states that  have a relat ively large
reliance on stamp dut ies current ly will gain most as a result  of the reforms.

At  a sectoral level, those areas of the economy which feed into, and feed off, the property
sector are estimated to be the biggest  beneficiaries from the removal of stamp duties. The
modelling estimates significant  increases in output in the construction sector (which
increases by nearly 1% in size), as well as in the ut ilit ies and retail sectors. Those industries
which compete for resources with these sectors reduce their output  – although, overall, the
net  impacts are posit ive for the economy.

Table i: Key sectoral employment impacts (FTEs)

Sector Removal of all conveyance

stamp duties

Removal of non-

residential stamp duties

Housing construct ion 1,097 651

Other construct ion 3,749 3,158

Water supply 29 -26

Retail t rade 1,838 772

Accommodation and Hotels 1,425 555

Financial services 757 398

Other services 2,647 1,201
Source: Deloit te Access Economics

Similarly, employment will increase in those sectors which increase output  as a result  of the
reforms. The construction sector is estimated to employ an addit ional 5,000 full t ime
equivalent workers when all property stamp duties are removed, while gains will also be
realised in retail t rade and other service sectors. That said, the overall impact on nat ional
employment would be modest, and the long run modelling here assumes full employment
in any scenario – the main difference is not in the number of people working, but  the more
efficient  allocat ion of those workers to different industries in a way that  boosts the total
size of the economy.

1 ht tp:/ / www.pc.gov.au/ inquiries/ completed/ dairy-manufacturing/ report/ dairy-manufacturing.pdf

2 ht tp:/ / www.pc.gov.au/ research/ completed/ international-tourism/ internat ional-tourism.pdf
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How much would it cost state governments to abolish stamp duties?

States receive, on average, around one quarter of their own-source tax revenues through
stamp dut ies. This is high, but lower than revenues from payroll taxes, and small relat ive to
other sources of revenue that  states use to fund their expenditure (for example grants from
the Federal Government, and other non-tax revenue sources). Table iii below identifies the
proportion of revenue received through stamp dut ies at a state level, and demonstrates the
sizeable variat ion across states in terms of revenues received.

Table ii: Stamp duty revenue, 2013-14

State and Territory Total tax revenue

($m)

Conveyance stamp

duty revenue ($m)

Stamp duties as a %

of total revenue

NSW 24,362 6,045 25%

VIC 16,992 4,261 25%

QLD 11,846 2,403 20%

SA 4,107 789 19%

WA 8,594 1,955 23%

TAS 957 154 16%

NT 566 142 25%

ACT 1,296 227 18%

Total 68,720 15,976 23%

Source: ABS 5506.0

The majority of this revenue is received from resident ial propert ies, making up over three
quarters of total stamp duty revenue at  the nat ional level. With the efficiency costs of non-
residential stamp duties estimated to be significant ly higher than those for resident ial
duties (due to their relat ively larger impacts on capital), the removal of this component  of
stamp dut ies appears to be a part icularly att ract ive opt ion.

Table iii:  Stamp duty revenues from non-residential and new residential properties

Jurisdiction
Stamp duty revenues from non-

residential properties

Stamp duty revenues from new

residential properties

  ($m) Share of total ($m) Share of total

NSW 1,220 33.3% 1,098 28.5%

Vic 940 25.7% 1,356 35.2%

Qld 555 15.2% 477 12.4%

SA 185 5.1% 168 4.4%

WA 616 16.8% 634 16.4%

Tas 39 1.1% 20 0.5%

NT 28 0.8% 56 1.5%

ACT 41 1.1% 100 2.6%

Australia 3,659 100% 3,855 100%

Source: Deloit te Access Economics

In total, just under a quarter of stamp duty revenue is collected through non-resident ial
stamp dut ies. A similar proport ion of stamp duty revenue is est imated to be received from
new residential dwellings. These dwellings face a relat ively large tax burden, as GST is paid
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on the inputs to the construction of the property, with stamp dut ies then paid on this tax-
inclusive total.

Stamp duties on new residential properties and the interaction with GST

When the GST was int roduced in 2000 it  led to an increase in the cost of property
construct ion as the inputs to construct ion now at t racted the tax. This meant  that  new
propert ies at tracted taxes in two forms: GST and stamp dut ies, in addit ion to other exist ing
charges. The short term response was marked, with a large spike in construction prior to
the GST coming into place, and a subsequent  drop in construction act ivity (est imated by
Treasury to reduce GDP growth by around 1.25% in that  year), before construction activity
set tled back at levels close to the longer term t rend.

Because propert ies are long-lived assets, GST impacts consumpt ion in a way that  is
conceptually different from other goods and services. Property provides a consumpt ion
flow each year, however, by being raised up-front upon construction of a new property,
GST more closely mimics the effect of a stamp duty, albeit  one that is paid once on
construct ion of a property and not  on secondary t ransactions.

Stamp duty is paid on the GST-inclusive price of property. The combined effect of these
taxes on construct ion costs of new propert ies can be significant . Previous analyses have
est imated that  the combinat ion of GST and stamp duties on new property amount to
around 12-15% of the total cost  of constructing a new property.

In total, it  is est imated that stamp duties on new residential property raise around $3.9
billion for the states and territories annually, or around one quarter of total stamp duty
revenues (5% of total state tax revenues). Current  policy discussions are raising the
prospect of a further increase in the GST to 15%. Should this occur in the absence of a
reduction in stamp duties this would lead to a further rise in the cost  of new dwellings,
equal to around 4-5% of total construct ion costs depending on the jurisdict ion and cost  of
construct ion.

This 4-5% is approximately equal to the current  component of stamp duties on new
dwellings. That  is, a removal of stamp dut ies on new dwellings, in the context  of a rise in
the GST rate to 15%, would leave the total burden of taxes on new dwellings approximately
unchanged. Should the GST increase in the absence of changes to stamp duties on new
dwellings there would likely be a reduction in supply as investment leaves the property
market  in search of higher yields elsewhere.

Summary

Stamp duties on conveyances are among the least  efficient  taxes collected by Australian
governments, with addit ional costs in terms of equity and revenue certainty. Yet  they
continue to form a significant  part  of state government revenues. By removing stamp
duties and replacing them with more efficient  taxes the gains to Australia are potent ially
large. M odelling in this report  places these welfare gains in the order of $6 billion to $10
billion, with smaller but st ill significant gains in terms of GDP (of between $3 billion to $4
billion depending on whether resident ial duties are removed). Further, it  is difficult  to
capture all of the costs from stamp dut ies, such as the impacts on labour supply or business
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decisions, in this modelling and it  is therefore likely to understate the t rue benefits of
removing stamp dut ies to the extent that  these benefits are realised.

Yet  these gains can be had without  significant  impacts on the housing market . The
empirical research on the impact of property t ransact ion taxes shows that  they tend to fall
largely on property sellers, meaning that  a removal of stamp dut ies would leave the tax-
inclusive property price unchanged. Over time, the market  is expected to respond to the
higher after-tax return on property investment by expanding the stock of propert ies, likely
placing downward pressure on prices and improving affordability.

Deloitte Access Economics



The economic impact of stamp duties: three reform opt ions

1Deloit te Access Economics

1 Introduction

Deloit te Access Economics has been commissioned by the Property Council of Australia to
invest igate the economic impacts of removing stamp duties on conveyances in each of the
states and territories in Australia. Stamp duties current ly raise significant revenues for the
states, and average around a quarter of total state tax revenues. Hence, while their removal
would require replacement of state revenues, the efficiency costs of including them in the
tax structure is also magnified by their size.

This work invest igates several aspects of the impact of stamp duty abolit ion:

· The impact  on the property market, with a part icular focus on prices and transact ion
volumes;

· The state government revenues to be replaced from a removal of all stamp dut ies on
conveyances, from a removal of stamp duties on non-resident ial property transactions
only, and from the removal of dut ies on new resident ial propert ies only; and

· The economic benefit  at the state level (in terms of employment, GDP and welfare)
from replacing stamp dut ies with a more efficient tax.

Stamp dut ies will not  be removed in isolation, with reduced state revenues likely made up
for by an increase in more efficient  taxes. The choice of tax used to make the abolit ion
revenue neutral will influence the findings on the economic benefits from reform and the
impact  on the property market. For the economic modelling it  is assumed that  stamp dut ies
are replaced in a revenue neutral way by an increase in the GST. This is not  meant  to infer
that GST is the preferred replacement for stamp duties, and the modelling does not
invest igate any distributional implications of a shift  to higher GST. Instead GST is simply
chosen as one of a range of possible replacement options.

While the efficiency costs of stamp duties are relatively well understood, previous
quant itative estimates of their economic costs have tended to understate them due to
difficult ies in modelling all aspects of the inefficiency. Economic models have been able to
account  for the impact that  duties have on the allocation of capital to the property sector
(that is, that stamp duties lead to under-investment in property) but not  the allocat ive
inefficiencies from the transaction costs created leading to the inefficient dist ribut ion of
propert ies across the populat ion. A key focus of this report  is therefore taking the analysis
beyond that  covered elsewhere to study and explicit ly account  for these addit ional costs.

The economic modelling is undertaken using a computable general equilibrium (CGE) model
which contains a detailed structure of the Australian economy and tax system. Details of
the model are provided in Appendix B. The model has been updated based on the most
recent Australian Bureau of Statist ics (ABS) state tax data and produces est imates of the
relat ive efficiency of taxes similar to that  in the most  recent  Commonwealth Treasury
modelling for the Tax White Paper process. The ABS and relevant  state Treasuries only
produce stamp duty revenue figures at the aggregate level, and various assumpt ions have
been made to separate these into their resident ial and non-resident ial components, and for
new versus existing homes. These assumptions are identified in the report . All modelling
results and ABS data on taxation revenues are reported in 2013-14 dollars.
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The remainder of this report  is set out  as follows:

· Section 2 provides a broad out line of stamp dut ies in Australia, including their st ructure
across states, the revenue they raise, and previous studies that  have out lined their
inefficiencies;

· Section 3 analyses the impacts of stamp dut ies on the property sector specifically,
detailing the price, volume and other impacts of stamp dut ies on the sector;

· Section 4 provides economic modelling of the potent ial benefits from removing stamp
duties, on both resident ial and non-resident ial propert ies;

· Section 5 examines the impact of stamp dut ies on new property construction and the
interact ion with GST on those dwellings.
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2 Background

Stamp dut ies on conveyances provide a significant  revenue stream for state governments,
amount ing to around one quarter of all state tax revenue. But  this revenue comes at a
significant  cost  to the economy. All recent  studies on the cost  of various taxes to the
economy place stamp duties on conveyances at the more cost ly end of the efficiency
spectrum. This section outlines the use of property stamp duties around Australia,
est imates the revenue current ly raised through stamp duties on residential and non-
residential conveyances, and summarises the efficiency arguments against stamp dut ies.

2.1 Stamp duties in Australia

Stamp duties on conveyances are one of the key revenue sources for state and territory
governments in Australia. They are ranked second in terms of revenue capacity for state
taxes (behind payroll taxes), and contributed around 23% of total state taxation revenues at
the nat ional level in 2013-14, the most  recent year for which data is available (see Table 2.1
below).

Table 2.1: Stamp duty share of state tax revenue, 2013-14

State and Territory Total tax revenue

($m)

Conveyance stamp

duty revenue ($m)

Stamp duties as a %

of total revenue

NSW 24,362 6,045 25%

VIC 16,992 4,261 25%

QLD 11,846 2,403 20%

SA 4,107 789 19%

WA 8,594 1,955 23%

TAS 957 154 16%

NT 566 142 25%

ACT 1,296 227 18%

Total 68,720 15,976 23%

Source: Australian Bureau of Statist ics, Catalogue number 5506.0

Across all states, stamp duty rates increase with the value of the purchase. Some states
(Victoria and Western Australia) apply different  rates to investment and owner-occupier
propert ies, and all states allow some exemptions or concessions. These exempt ions are
typically granted to first-home buyers, pensioners, or other people likely to experience
difficulty in entering the housing market. Each state and territory has a unique rate
schedule, ranging from as low as 1% of property value for low value propert ies, with a
maximum rate between 4.5% and 6% across all states (for a full rates schedule, see
Appendix B).

As out lined below, there have been numerous calls for stamp duties to be abolished and
replaced by more efficient state or federal taxes. However, to date there has been
relat ively slow progress on this front. In 2012 the ACT announced that  it  would
progressively phase out stamp duties (among other changes) over a 20 year period to be
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replaced by municipal rates, thereby swapping a tax with a high economic cost  for one with
a very low economic cost. More recent ly the South Australian Government announced that
it  would abolish stamp duties on non-resident ial property transactions, cit ing the high
inefficiency costs of these taxes.

2.2 The efficiency costs of stamp duties

Stamp duties are one of the least  efficient taxes at either the state or federal level. Indeed,
the Henry Review stated that  ‘ stamp duties on conveyances are inconsistent with the needs

of a modern tax system’ and that  ‘ ideally, there is no place for stamp duties in a modern

Australian tax system’ . Yet  Australia raises a proportionately high level tax revenue through
stamp dut ies, at  around three t imes the OECD average.

While stamp dut ies have historically been at tractive due to the relatively simple nature of
their collection, the productivity imperative from reforming Australia’s tax system would
see them being phased out in favour of more efficient taxes over t ime. This section
ident ifies why stamp duties are considered to be so inefficient  and how this manifests in
practical terms.

2.2.1 What makes a tax eff icient?

Taxes are most efficient  when they have the smallest  impact on the behaviour of
individuals, investors or businesses, and therefore retain the efficiencies of markets in
allocat ing act ivity. All taxes will distort behaviour in some way and therefore create some
efficiency costs, but  tax policy should focus on choosing the lowest cost  mix of taxat ion for
a given revenue, subject to other considerat ions such as equity and simplicity.

There are various features of a tax that  can determine its relative efficiency, that is, its
potent ial to distort  act ivity. Two concepts are part icularly important  when considering the
direct impacts of taxes:

· The incidence of taxation – that is, who ult imately ends up paying for the tax? A tax
levied on a buyer may ult imately end up being paid for by the seller if it  is passed on as
a reduction in the price. Who ult imately bears the tax depends on the relat ive
responsiveness of each party to changes in price, with market forces pushing the tax
onto those that  are least  responsive.

· The impact  on activity in a market  – the not ion of responsiveness above is captured in
the idea of the price ‘elasticity’ of buyers and sellers. The higher the elast icity of
demand or supply, the more each group will respond to a price change brought  on by a
tax, and the more distorting the tax.

Efficient  taxes will therefore be levied on those markets where either the demand or supply
side is relat ively inelastic (unresponsive). There are various features of taxes that  can affect
the responsiveness on either the supply or demand side of the market :

· The availability of subst itutes – taxing a good that  has a close substitute will lead to a
relat ively large distort ion as activity leaves the taxed market  for the untaxed market ;

· The narrowness of the base – a broader based tax will reduce the propensity for activity
to leave one market  in favour of an untaxed substitute. For example, a broad-based



The economic impact of stamp duties: three reform opt ions

5Deloit te Access Economics

consumpt ion tax can be efficient  because it  leaves the relat ive prices of different goods
unchanged;

· The degree of exempt ions – as above, exemptions to taxes can create distort ions within
a given tax base by distort ing activity to that  part  of the market  that is exempted.
Payroll tax exempt ions, for example, may favour smaller businesses over large
businesses and lead to an inefficient reallocation of product ion activity;

· The mobility of the base or the factors employed in product ion of the good – taxes on
mobile factors will be more distort ing as they can more easily move between markets
to avoid the tax.

The impact of any tax ult imately falls on the factors of product ion as it  is these groups that
have claim to income earned from production. These are most  simply divided into labour,
capital and land. The relat ive mobility of each factor determines the efficiency of taxes
levied on them:

· Capital taxes tend to be relat ively inefficient  as capital is highly mobile and can more
easily move across markets and jurisdict ions;

· Taxes on labour tend to be relatively more efficient  but can distort behaviour by
reducing labour supply, and by reducing income they can reduce tax revenue earned
through taxes on consumpt ion; and

· Land is largely fixed in supply and immobile, making it  a relatively efficient  source of tax
revenue, albeit  one that is made significant ly less efficient due to the mult itude of
exemptions, and other features that land tax arrangements typically entail.

Economic estimates of the costs of various taxes tend to follow this theory closely. Broad
based taxes on goods with relat ively low capital components tend to have relat ively low
est imated efficiency costs, while those on narrow bases with a large capital component
tend to receive high efficiency cost  estimates. The figure below, taken from a recent
Treasury speech by Roger Brake, demonstrates the relat ively wide spectrum of efficiency of
Australia’s various taxes.
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Figure 2.1: Australia’s reliance on taxes by revenue (size of circle), volatility and cost

Source: The Treasury, presentation by Roger Brake, An inside perspective on the Tax White Paper

The figure shows that stamp duty is the most  cost ly (and volatile) of Australia’s major taxes.
The following section builds on the theoretical discussion above to outline why stamp
duties are considered so costly.

2.2.2 Why are stamp dut ies so ineff icient?

Stamp dut ies perform relatively poorly against almost  all of the efficiency criteria outlined
above. They are effectively a tax on the capital component of propert ies. This reduces the
return on the capital invested in property and will lead to a reduction in investment overall
as capital flows to alternat ive sources which yield a higher after-tax return. Over t ime this
will lead to a reduction in the value (quant ity and quality) of property unt il the after-tax
return increases to match the returns that  could be used elsewhere.

While nominally stamp duty rates may not appear high, this may understate their t rue cost.
M any other taxes, such as most consumpt ion taxes, are raised on the value-added
component of product ion rather than the whole price of the good. Since stamp duties are
based on the value of a housing t ransaction, and not just the value that is created through
the transfer of ownership, the cost  they impose on transactions is relatively high.

Indeed, the Treasury est imates that stamp dut ies comprise around 45% of the total cost of
housing transact ions. This highlights the second main source of the economic cost  of stamp
duties: they create an inefficient  disincentive for transacting propert ies. This means that
propert ies may remain in the possession of businesses that do not  make the most
productive use of them, or that  houses are owned by those that  do not  place the highest
value on them.

That  is, not only do stamp duties lead to an inefficiently low level of investment in

property, they lead to an inefficient allocation of the property stock , whether resident ial
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or non-resident ial. These costs may manifest in either real economic costs or through more
direct welfare costs to consumers. For example:

· By increasing the costs of moving, stamp dut ies may decrease labour mobility and
overall labour supply and productivity in the economy;

· They can increase the costs of businesses efficiently restructuring or relocat ing;
· They can increase the costs of commut ing, whether direct ly to the homeowner or

indirectly through their impact on congestion and pollut ion;
· As owners are discouraged from transacting propert ies, stamp dut ies can prevent

efficient  up-sizing or down-sizing of property across the population; and

· Stamp dut ies can discourage moving for personal reasons, such as to be located closer
to friends or family.

These costs need not  be small. Estimates contained in this report  place the cost  of stamp
duties due to this allocative inefficiency at broadly similar levels as those of the inefficiently
low levels of investment. As noted in Appendix A, this property misallocat ion cost alone
may be in the vicinity of 30 cents lost economic value for every dollar of tax revenue raised.
This alone would make stamp duties more costly than many other key taxes, such as
income taxes, payroll taxes and GST, and when added to the investment effects of stamp
duties the total cost  is larger still. This estimate is similar to those contained in the recent
Treasury modelling for the Tax White Paper, which found that  a marginal excess burden of
73 cents for every dollar of stamp duty revenue raised.

2.2.3 What are the other costs of stamp dut ies?

While the focus has been on the efficiency of stamp duty above, there are other features of
taxes that  may contribute to making them more or less desirable. This includes
considerat ion of simplicity, fairness or equity, and revenue certainty. While stamp duties
are certainly relat ively simple to collect, this is perhaps less important  in the modern
economy where information on transactions and individuals is relatively simple and cheap
to collect. This section identifies some features of stamp duties that  make them less
desirable from a fairness and certainty perspective.

While most taxes are based on either a flow of income or consumpt ion, stamp duties are
paid only at  the point of sale. While levied on property, they are not a tax on the
consumpt ion of property as such, but instead on its transfer, and the two may not align. By
taxing the t ransfer, rather than consumpt ion of property, they can be relat ively ad-hoc and
fall on individuals or businesses which happen to move more frequently, for whatever
reason.

The Henry Review drew out this point in the following two diagrams, showing that the
effective tax rate falls with occupancy duration and can be relatively volat ile over t ime
depending on the frequency with which a business or individual moves property. Two
otherwise ident ical individuals or businesses could face significant ly different  tax bills
depending on external circumstances or preferences which dictate their moving frequency,
a feature of stamp dut ies that  clashes with notions of  fairness or equity.
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Chart 2.1: Variation in stamp duty burden by rate of transaction

Source: Henry Tax Review, 2010, Chart C2-4, based on Treasury estimates
Note: The effect ive tax rates are calculated as the ratio of stamp duty (assumed to be $20,000) to the value of
imputed rent  over the period the property is owned (assumed to be $25,000 per annum). In Panel B, the ‘f lat
rate’ reflects a constant  tax on imputed rent , with the rate equal to the effect ive rate faced by a person making
two moves in 25 years (which is not  average but  intended to be indicative).

In regards to revenue certainty, stamp duty is a volat ile revenue stream for state
governments. As revenue only accrues upon the t ransfer of property, the amount of stamp
duty raised each year is t ied to turnover and pricing in the housing market. Global events
and financial uncertainty has led to a slow-down in housing consumpt ion and price growth
at several junctures over the past decade, with stamp duty collected falling on at least  two
occasions within all states and territories (Chart 2.2). The instability of this revenue stream
is undesirable for state governments, as the uncertainty adds some complexity in planning
future expenditure.

Chart 2.2: Stamp duties on conveyances

     Source: ABS catalogue number 5506, Australian taxation revenue, 2013-14
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2.3 The capacity for states to reduce stamp

duties

The values in Table 2.1 demonstrate the significant  port ion of tax revenues states receive
from stamp duties. They also show the relat ively large differences in this proportion across
states. The large proportion of revenues collected from stamp duties (and perhaps also the
relat ive infrequency with which individuals and businesses pay them) are likely to reflect
the polit ical difficulty associated with their replacement.

Nonetheless, some jurisdictions have moved to reduce, or abolish, stamp dut ies in recent
years. The ACT, as noted above, is current ly phasing out  all stamp dut ies on conveyances
over a 20 year period, while the South Australian Government has recent ly commit ted to
abolishing stamp dut ies on non-resident ial propert ies only.

This section out lines the revenues earned through non-residential  stamp duties in each
state and territory, as well as the revenue earned on stamp duties on new resident ial
dwellings. Chapters 4 and 5 then analyse the impacts of separately reducing stamp dut ies
on each of these classes of property.

There are no publicly available sources that  separately ident ify stamp duty revenue by
these splits, and estimates have had to be made by building on that  data that  is available.
The section below provide these est imates, as well as the assumpt ions made.

2.3.1 Stamp duty revenues on non-residential propert ies and new
resident ial propert ies

Table 2.2 below shows Deloitte Access Economics’ est imates of conveyancing stamp duties
in each state and territory in 2014 from residential property t ransact ions only and the
revenue from new residential property t ransactions only. Non-resident ial stamp duty
revenue is therefore the difference between total revenues and resident ial revenues.

The proport ion of stamp duties collected from residential property transactions in each
jurisdict ion is based on a calculat ion of the use of land as an input  to production across
different industries, including the industry ‘ownership of dwellings’. This is based on
nat ional accounts data relat ing to production and the inputs to production in different
industries. The percentages in Table 2.2, ranging from 82% in the Australian Capital
Territory to 68% in Western Australia, are in fact based on nat ional accounts data from a
number of years.

To calculate a percentage for the value of conveyancing stamp dut ies that  is collected
through the t ransfer of resident ial property we calculate the ‘use’ of land (land is obviously
not used up in the same sense that  other inputs are, but there is an expense associated
with the use of land) in all industries, separat ing out  use in the ownership of dwellings
sector (resident ial property), and assume that  the use of land in the production process
(the process of generat ing value added) is proport ional to the value of land t ransacted.
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Table 2.2: Stamp duties in 2013-2014

 Conveyancing

stamp duties

2014 ($m)

% from residential

property transfers

Value from

residential

($m)

% of residential

from new

dwellings

Value

from new

dwellings

NSW $6,045 80% $4,825 23% $1,098

Vic. $4,261 78% $3,321 41% $1,356

Qld. $2,403 77% $1,848 26% $477

SA $789 77% $604 28% $168

WA $1,955 68% $1,339 47% $634

Tas. $154 75% $115 17% $20

NT $142 80% $114 49% $56

ACT $227 82% $186 54% $100

Australia $15,976 77% $12,317 31% $3,855

Source: Deloit te Access Economics, Australian Bureau of Statistics

The percentage of conveyancing stamp dut ies collected on resident ial property t ransact ions
from new dwellings is based on calculat ion of the value of new dwelling transfers as a
percentage of the total value of t ransfers of dwellings. Specifically, the percentage of all
residential dwelling t ransfers made up of the value of the t ransfer of houses (calculated
using the median price of houses t ransferred and the number of houses t ransferred in ABS
6416.0 Resident ial Property Price Indexes: Eight  Capital Cit ies, Jun 2015 ) has been
mult iplied by the number of homes completed as a percentage of the total number of
houses t ransferred (calculated using ABS 8752 – Building Act ivity, Australia, Jun 2015 and
ABS 6416.0 – Resident ial Property Price Indexes: Eight  Capital Cit ies, Jun 2015 ) with an
equivalent calculat ion performed for non-house dwellings.

As an example, consider the case of New South Wales in 2014:

· Houses made up 66% of the total value of resident ial propert ies transferred, with the
remaining 33% being at tached dwellings;

· The number of new houses was 19% of the number of houses t ransferred. That  is,
approximately one in five propert ies t ransferred were new houses, while the other four
were existing houses;

· For other residential dwellings the corresponding figure was 30%;

· Therefore, it  is est imated that 23% of the value of residential property t ransactions was
associated with new propert ies. This is calculated as: 66% x 19% + 33% x 30%.

The estimated values are very similar to what would be calculated by looking at populat ion
change alone. That  is, assuming the housing stock grew in line with populat ion more
broadly, the estimated stamp duty revenue from new residential construct ion would
closely match the values above.

Table 2.3 below summarises the proport ion of stamp duty revenue that  is raised from non-
residential property t ransfers and new residential property transactions. While there is
some variat ion across states, at a nat ional level each accounts for just under a quarter of
total stamp duty revenues. In terms of total state tax revenues this is smaller, at around 5%
for each.
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Table 2.3: Stamp duty revenues from non-residential and new residential properties

Jurisdiction
Stamp duty revenues from

non-residential properties

Stamp duty revenues from

new residential properties

  ($m)
Share of

total
($m)

Share of

total

NSW 1,220 33.3% 1,098 28.5%

Vic 940 25.7% 1,356 35.2%

Qld 555 15.2% 477 12.4%

SA 185 5.1% 168 4.4%

WA 616 16.8% 634 16.4%

Tas 39 1.1% 20 0.5%

NT 28 0.8% 56 1.5%

ACT 41 1.1% 100 2.6%

Australia 3,659 100% 3,855 100%

Source: Deloit te Access Economics

The chart  below shows the split  of stamp duty revenues by exist ing residential, new-
residential and non-residential propert ies. The latter two make up approximately one
quarter each of total stamp duty revenues, w ith existing resident ial t ransact ions comprising
53% of the total.

Chart 2.3: Breakdown of stamp duty revenue by property type

Source: Deloit te Access Economics

While these represent  sizable revenues, they are significant ly smaller than total stamp duty
revenue, and are therefore likely to be more feasible polit ically than a wholesale abolit ion
of stamp duties (which itself would certainly be just ified from an economic perspective).
The following sections ident ify the impacts of abolishing stamp duty on the property
market  and the economy more generally, with scenarios that  include the abolit ion of non-
residential stamp duties alone.
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3 The impact of stamp duties on the

property market

While stamp duties will have economy-wide efficiency effects, the most  direct impact  of
their reduction, or abolit ion, would be felt  in the property market . As with any tax, stamp
duties reduce the overall quant ity of output  in the affected sector (that  is, reduce the
investment  in the housing stock) and impact price by creat ing a wedge between the price
which sellers receive and that  which buyers pay. The property market  is also characterised
by an active secondary market , in which exist ing propert ies change hands, and stamp dut ies
as a tax on t ransact ions will reduce activity in this market as well.

The extent to which the incidence of  stamp dut ies is borne by buyers or sellers of property,
and their effect on t ransact ion volumes, are ult imately empirical questions. This section
invest igates the findings from the research literature on the effects of property transaction
taxes and summarises their implicat ions for the abolit ion of stamp dut ies in Australia.

3.1 How are duties capitalised into property

prices?

In understanding the economic impacts of stamp duty, and taxes in general, economists
dist inguish the concepts of legal incidence and economic incidence. While the legal tax
liability is borne by property buyers, if the incidence of a tax serves to lower the pre-tax
prices for property, then it  is property sellers who bear (at least  part  of) the ult imate
burden of the tax.  In this sense the economic incidence of the tax is shared between both
property buyers and sellers.

In theory, the share of a tax borne by each side of a transaction is determined by the
relat ive price responsiveness of the demand and supply side of the market . Whichever is
least  responsive to price will bear more of the economic incidence. This is illustrated in the
figure below.

In case A, the demand curve is steep, showing that large price changes result  in small
changes to quant ity demanded (this is the property purchasing side of the market). The
supply curve (the property suppliers) is relat ively flat , with small price changes leading to
large changes in supply. In this type of market , the incidence of a tax, depicted as a wedge
on supply, leads to a price for buyers much higher than the pre-tax level. The selling price is
relat ively close to the pre-tax price. Hence the economic incidence of the tax is said to fall
predominantly on the buyer.

Buyers can choose to rent (not ing the interact ion between the rental and ownership
market) move somewhere else, or invest  their funds in an alternat ive asset.  However,
sellers have fewer options (besides the temporal response of deferring the sale) and are
largely forced to bear the burden of the tax. Sellers cannot move land to sell it  in the
jurisdict ion with the lowest tax, and given land is not  ‘produced’ like convent ional goods
and assets, sellers cannot  choose to lower production in response to a tax. Hence, sellers
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are less responsive to stamp dut ies than buyers, and so incur the majority of the economic
incidence of stamp dut ies.

Given the presence of the secondary market for property, most  participants will be both
buyers and sellers in the longer term. This in effect means that , while the direct effect of
stamp dut ies are on buyers for each individual t ransact ion, the suppressing effect of stamp
duties will be realised by both buyers and sellers.

Figure 3.1: The impact of tax incidence under two types of markets

In case B of Figure 3.1, the supply curve is relat ively steep, and the demand curve is
relat ively flat. This is the more applicable scenario for the property market given the
relat ive responsiveness of the demand side, owing to the larger number of subst itute
options to property purchases. In the presence of a tax, such as stamp dut ies, the
purchasing price (that  is, the price of property inclusive of taxes) is closer to the pre-tax
price. The selling price (that is, the price received by property vendors) is much lower than
the pre-tax price. Hence, in this case the economic incidence of the tax is largely borne by
the seller.

While the theory would indicate that sellers are likely to bear the majority of a property
t ransact ion tax, the extent  to which this occurs in practice is ult imately an empirical
quest ion. A number of studies have attempted to ascertain the extent  to which property
taxes are borne by sellers.

In Australia Ian Davidoff and Andrew Leigh (2013) examine the average stamp duty
increases between 1993 and 2005 due to bracket  creep. Their analysis indicates that a 10%
effective increase in stamp duties leads to a reduct ion in house prices of 3%. Consistent
with the previous discussion, this pre-tax price reduction indicates that  the final incidence
of stamp duty is fully borne by the seller 3.

3 In fact , the results indicate that  house prices are disproport ionately affected by stamp duties. The authors
ident ify a composit ional effect , from the most expensive propert ies in each suburb, which may be driving the
more than proport ional response.
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Dachis et al. (2012) used an unforeseen stamp duty imposit ion by the City of Toronto as a
natural experiment  to understand the impact on transaction volumes. Following the
decision, property sales were subject  to 2.2% stamp duty, relat ive to the 1.1% stamp duty
in the rest  of Ontario. They found similar results to Davidoff and Leigh – pre-tax prices
reduced by about  the amount  of the new tax, meaning the full incidence was passed
through to sellers.

Kopczuk & M unroe (2012) reach the same conclusion in examining the so-called ‘mansion
taxes’ stamp dut ies on propert ies over USD $1 million in New York, and similar taxes in New
Jersey. They also find some evidence that  the presence of a stamp duty increases the
likelihood that potent ial sellers leave their real estate agents, suggest ing that  incidence is
part ially borne by intermediaries also. This is a secondary finding to the result  that the main
burden of taxation is borne by sellers. These empirical observations are reinforced by
theoretical work done in the Australian context , for example Freebairn (2010).

The implicat ions of these findings is that  while notional prices of propert ies are likely to
increase if stamp dut ies are removed, the after tax cost of purchasing will not  (it  w ill simply
be that  the share previously collected by the government  will be held by the seller). There
are a number of considerat ions around the alternative forms of taxation that replace stamp
duties. If these are property-based taxes, such as a recurrent  tax on property ownership,
then these taxes will be taken into account  in pre-tax purchasing prices.

In theory house prices are the net  present  value of a capitalised stream of after-tax rents
(for investors) or imputed rents (for owner-occupiers), if markets are efficient  and have
perfect foresight . These are strong theoretical condit ions, but  intuit ively households will
build recurring land taxes into budgets, which will drive the ability to service mortgages,
and thus will flow to impact  house prices. Hence, the subst itut ion of one property-based
tax for another may have lit t le impact on prices. It  will however, have a significant  impact
on property turnover, as discussed below.

3.2 How do stamp duties affect transaction

volumes?

Stamp duties act  as a disincent ive for property transactions, since they are t riggered by the
sale of property. For owner-occupiers of housing property, they form around half of general
moving costs, as shown in Chart  3.1. Given stamp dut ies form a significant part of monetary
t ransact ion costs, their incidence has a significant  impact on the level of turnover.

There are a number of empirical studies that  est imate the reduction in turnover as a result
of stamp dut ies. Davidoff and Leigh (2013) look at the impact of the growth in stamp duty
rates between 1993 and 2005, predominant ly due to bracket  creep. Over this period, the
average stamp duty rate increased from 2.4% to 3.3%, a 37% growth. They find that  a 10%
change in the stamp duty rate reduces turnover by 3% in the first  year, and by 6% if
sustained over a three year period.

These findings are comparable in magnitude to international studies. Expressed as a
response to a percentage point  change in the stamp duty rate (for example, from 2% to
3%), Davidoff and Leigh’s short  term response estimate of 8%, is within the range of 8.0% to
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12.5% estimated by van Ommeren and van Leuvensteijn (2005), although the base stamp
duty rate in the Netherlands is significantly higher, around 6%.

Dachis et al (2012) found that  a percentage point  increase in stamp duty was estimated to
reduce transaction activity by 15%, close to Davidoff and Leigh’s long term response
est imate. These base rates of stamp duty in this study are closer to the Australian context ,
although the policy experiment is more localised, meaning that  the tax hike is more easily
avoided and this may have caused a greater reduction in transact ions.

Chart 3.1: Average house prices, stamp duties, and moving costs

Source: The Australian Government  the Treasury. (2009a). Australia’s future tax system Report  to the Treasurer
Part  Two Detailed analysis (Vol. 1). Note: Other moving costs assume real estate agent  fees of 3 per cent  on the
value of the home as well as a f lat $5,000 cost  in all States. Stamp duty payable assumes that  the buyer is not
ent it led to concessions such as first home buyer assistance. These est imates overstate the monetary non-tax
costs of moving for those vendors who choose not to engage a selling agent  or professional removalists.

Best  and Kleven (2013) examined ‘notches’ 4 between tax rate brackets, to understand the
impact  of jumps in stamp duty liabilit ies across price thresholds. This analysis used a
bunching approach, which allows greater flexibility and less reliance on control variables.
The bunching analysis found that  house prices respond between 2-5 t imes the size of the
tax liability notch.  The study also examined ‘tax holidays’, that is, temporary reductions to
stamp duty to stimulate the housing market. Under these temporary condit ions, a one
percentage point  reduction in stamp duty was estimated to lead to a 20% increase in
property turnover.

Finally, the study examined a change of the bot tom threshold of taxat ion, which removed a
1% stamp duty from a range of house prices. Turnover was estimated to increase by 23%

4 These notches exist  in the tax schedule because the rate increases are not marginal, as in the Australian
system. At  the t ime analysed, the UK system specified a jump in the stamp duty rate form 1% to 3% on the

entire t ransaction price at £250,000 (around AUD $540,000). The tax liability is £2,500 for a house cost ing
£249,999, but  £7,500 for a house cost ing £250,000. This creates a ‘notch’, where the tax liability jumps £5,000
for marginal increase in the pre-taxation price of the property.
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within this range. Hilber and Lyyt ikainen (2012) examine the same context of stamp duty
notches in the UK, w ith similar results – a 1.5 percentage point  reduction in the stamp duty
rate leads to a 30% increase in t ransact ion volume. This is proport ional to a 20% increase in
t ransact ion act ivity for a single percentage point  reduction in the stamp duty rate.

These empirical studies provide broad evidence that  stamp duties have significant impacts
on the rates of t ransact ion, and provide a solid underpinning for the economic impact
analysis carried out  in the next section of this report .

3.3 Supply responses in the primary market

The direct impact  of any tax on property will be for the quant ity of the stock to fall and for
the after tax return on investment  to decline. However, the property market  has some
unique features relat ive to other goods and services:

· Property is consumed over t ime – while it  is purchased up-front, the consumption flows
it  creates is realised over the life of the property; and

· Property has an active secondary market  – taxes on property have the potent ial to
impact  act ivity in both the primary market  for the construction of new property, and
the market  for t ransact ions in existing property.

Each of these features is relevant  in the analysis of stamp dut ies. Because stamp duties are
paid up front on property purchases and not over t ime on the consumpt ion of property (as,
for example, a land tax would be) they create distort ions in the secondary market  by
reducing activity. The research referenced above shows that  this impact is significant .

Supply responses in the primary market

The primary and secondary markets are clearly linked, as new and exist ing propert ies are
close substitutes for each other. Rising prices in both markets due to the removal of stamp
duties will, however, have conceptually different  impacts on overall housing supply.

While the supply of existing propert ies in the secondary market is effectively fixed, this is
not t rue in the market  for new propert ies, where rising prices will incent ivise new
construct ion activity to take place. Developers of new propert ies will now receive a higher
sale price and, with unchanged construction costs, this will lead to higher returns on
investment  in new property.

This is shown diagrammatically below with the supply and demand diagrams for both new
(primary) and exist ing (secondary) property markets. The removal of stamp dut ies increases
the price at which propert ies sell as the duties had been borne by the seller. In the
secondary market  this does not  lead to a change in the supply, with prices simply moving to
leave the after tax price of property purchases unchanged.
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Figure 3.2:  Effect of stamp duty removal on the primary and secondary property markets

However, as property prices rise there is a supply response in the market  for new
propert ies where supply is able to expand to the new higher price. Increase investment in
new propert ies will occur with the stock of property rising from Stock 0 to Stock1 in the
diagram above. Again, the overall increase in supply result ing from this price increase will
depend on the slope, or responsiveness, of the supply curve to price changes. This can be
measured using empirical evidence and is discussed in the next sub-sect ion.

Supply may also be st imulated through the removal of stamp duty further up the supply
chain, where developers pay duty on the init ial purchase of land. This is equivalent to a
reduction in input costs. Further, the increased rate of transactions in the housing market
may incentivise supply through reducing the t ime for which developers hold on to newly
constructed stock prior to it  being sold.

An alternative way of understanding this increased supply is that  the removal of stamp
duties increases the after tax rate of return on investment in the property sector. Capital
will therefore flow into the sector from alternat ive asset  classes, increasing the property
stock. This supply response will continue until prices, and therefore the rate of return, fall
to levels that  equate the rates of return on capital across sectors. This new long run
equilibrium, along with the increase in GDP it  implies, is modelled Section 4 below.

How large are these responses in practice?

The magnitude of this supply side response is again something that  can be tested
empirically. There are a number of studies that examine the price responsiveness of the
new housing supply in Australia and similar markets. Ball et al. (2011) review est imat ion
methods of housing price responsiveness. In part icular, they demonstrate the progress
made to decouple demand-side effects from the supply-side effects. The most  relevant
est imate of new housing supply price responsiveness is 0.5 for Australia, meaning a 10%
increase in prices of new housing leads to a 5% increase in the supply of new housing. This
est imate is broadly in line with findings in the US and the UK.

The OECD examine a broader set  of countries, with similar findings for Australia and UK
(around 0.5), but est imate housing supply in the US to be significant ly more responsive
(around 2.0). M cLaughlin (2011) undertakes a comparison of the supply of different
dwelling types in Australia’s six major capital cit ies – Sydney  M elbourne, Brisbane, Perth,
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Adelaide, and Hobart—using quarterly data from 1983–2010. While the point  estimates are
not direct ly comparable, he finds that  the supply of mult ifamily units is more responsive
than single-family dwellings.

Hence the longer term supply response from a change in vendor price is the combinat ion of
the share of total sales that are new housing developments, and the price responsiveness
of new housing supply. In this way, the increase in seller price will lead to an increase in the
overall housing stock. An equivalent  process will increase the stock of non-residential
property in the longer term also. Collect ively, these increases in property capital drive a
significant  share of the posit ive economic impacts as modelled in the following Section.
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4 The economic benefits of

abolishing stamp duties

The high economic costs of stamp duties mean that  there is potent ial for significant
economic gains through replacing these taxes with more efficient  state or federal taxes.
Effective tax reform could hold tax revenues constant, while leading to a significant
efficiency dividend for the economy as a whole. This sect ion models the size of this
efficiency dividend at  both the state and nat ional levels.

Tax reform is most  simply modelled by assuming that  the tax mix is switched in a revenue
neutral way. This means that there is no overall reduct ion in the services offered by
governments, but  that  they are simply funded in a more efficient  way, with this gain spread
throughout the economy. The size of these gains will depend on the tax that  is chosen to
offset the reduction in revenues from stamp duties, with more efficient  replacement taxes
leading to larger overall benefits. This report models GST as the replacement tax, although
this choice is to some extent  arbit rary and does not reflect a recommendat ion for this tax
switch.

Whenever inefficient  taxes are replaced with more efficient taxes, there will be a net
increase in economic act ivity. The tax mix switch creates an ‘efficiency dividend’ that  results
in addit ional income to capital, labour, land or all three. Since households are the ult imate
owner of all these income sources, analysing the outcomes for households as a whole is the
best  metric for whether tax reform leads to an improved economic outcome. Indeed, the
modelling in this section shows that  households would be significant ly bet ter off under a
revenue neutral removal of stamp dut ies: on aggregate the economic efficiencies
generated by removing stamp dut ies more than compensates households for their
increased GST payments.

A computable general equilibrium (CGE) model is used to est imate these benefits. These
are reported in terms of GDP, real consumption (a measure of welfare) and employment
per sector. Two scenarios are est imated in this section 5:

· Scenario 1 – all stamp dut ies on conveyances are abolished and replaced in a revenue
neutral way with an increase in GST (holding its current  base fixed); and

· Scenario 2 – only stamp dut ies on non-residential propert ies are abolished, replaced in
a revenue neutral way with an increase in GST (holding its current  base fixed).

The second scenario is chosen to reflect the approach taken by the South Australian
Government most  recent ly. While each scenario is chosen to be revenue neutral overall,
with the GST increased nat ionally to a rate that will recover the total loss in stamp duty
revenue, it  will not  necessarily be revenue neutral on a state-by-state basis. The final
impact  at the state level will depend in part  on how the addit ional GST revenue is
dist ributed.

5 A third scenario is analysed in the next  section, in which stamp dut ies on new properties alone are removed in
the context of a rise in the GST. No economy-wide modelling of that  scenario is undertaken, however.
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4.1 The treatment of the impact of stamp

duties on transaction volumes

The discussion in Section 2 indicated that  there are two broad efficiency costs created by
stamp dut ies:

· They impose a tax on the capital invested in property and therefore lead to reduced
investment in property relat ive to other asset  classes: this leads to a reduct ion in the
overall stock of property; and

· They lead to an inefficient allocat ion of this remaining stock by increasing the cost  of
t ransact ing.

Economic modelling of stamp dut ies has typically only captured the first  of these costs. This
is because the static models generally used are not well placed to capture the dynamic
aspects of reduced transactions. For example, the modelling for the Henry Review
est imates the efficiency cost for stamp dut ies on conveyances to be around $0.35 for every
dollar raised, not ing that this did not include the efficiency cost  of reduced t ransact ion
volumes.

M ore recent ly some modelling has attempted to capture this addit ional cost. The modelling
by Treasury for the most  recent  Tax White Paper incorporated a component to capture the
volume effect and estimates the efficiency cost at  closer to $0.75 for every dollar raised.
This represents an approximate doubling of the cost  of  stamp duties.

The modelling in this section also includes a measure of the cost  of reduced transaction
volumes. The approach taken to estimate this is based on recent  econometric modelling in
Leigh and Davidoff (2013) of the impact  of stamp dut ies on the property market and is
described in more detail in the appendix. The findings from this paper are used as they
apply to the Australian market  and are closest in style to the exercise here, however, as
noted in the previous sect ion they mirror similar findings internat ionally.

This approach leads to similar increases in efficiency costs as those seen between the Henry
Review modelling and the more recent  modelling. However, in order to present
conservat ive results, the welfare results in this section are presented for both the
investment-only and invest  plus volume effects in this section. This can be interpreted as
reporting results for a range of transaction volume effects between 0% and the 60% figure
implied by Leigh and Davidoff.

4.2 M odelled results – Removal of all

conveyance stamp duties

The replacement of stamp duties with GST is est imated to lead to significant  economic
benefits at the national level. It is estimated to lead to an increase in GDP of around $3.3

billion Australia-wide when all stamp duties are removed  (these values are in 2013-14
dollars). This reflects the improved use of resources and investment as activity flows back
into the property sector, and related sectors, which init ially saw too lit t le investment due to
the distort ing effects of the tax.
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These est imates exclude the effect of stamp dut ies on transaction volumes because these
effects are more likely to be realised through reduced ut ility that  individuals derive from
the ownership of property (for example due to a less desirable locat ion of property size)
and therefore not have an impact on the real economy. However, it  is possible that reduced
transact ions could impact  on the real economy, for example through decisions on labour
supply and business locat ion, and to the extent  that this occurs the GDP impact above will
be an underestimate. Overall, the reduction in transaction volume is likely to be significant
– the analysis in Appendix A shows that  around 340,000 property owners might  otherwise
move in the absence of stamp duty.

A more common measure of the welfare for these changes is provided by the change in real
consumpt ion. This represents the change in purchasing power that  Australians receive as a
result  of the reforms, and therefore most  closely reflects the material wellbeing of the
reform. The modelling indicates that an abolition of all property stamp duties in favour of

a revenue neutral increase in GST would lead to a net increase in real consumption of $6

billion when the impact on the stock of housing alone is considered. Once the additional

inefficiency of that stock being allocated inefficiently (the transaction effect) is accounted

for this value increases to just under $10 billion .

This represents a significant  gain from reform. A $10 billion increase in real consumption is

equivalent to around $20 per week per Australian household.  To place this in context ,
average weekly spending per household on fuel and power is around $37, demonstrating
that these welfare gains would represent  a meaningful improvement to the welfare of
Australians.

4.3 M odelled results – Removal of non-

residential stamp duties only

When only non-resident ial stamp duties are removed the overall gains are smaller but  still
significant , with modelling estimat ing $2.3 billion when only those on non-resident ial
propert ies are replaced. Non-resident ial stamp dut ies are relat ively inefficient when
compared to residential duties, and this means that  the benefits of replacing them with
more efficient  taxes are greater on a per dollar basis. At a national level, the abolition of

non-residential stamp duties is estimated to lead to a net benefit of around $3 billion

when replaced in a revenue neutral rise in GST .

When the additional impact from increased turnover is taken into account, the overall

economic gains increase to around $4 billion. This higher estimate assumes that  the
impacts on non-resident ial t ransact ion volumes are broadly the same as those for
residential t ransactions. The effect of reduced t ransact ions will manifest  differently to
those for resident ial propert ies, but  are no less real (and in fact  may be more direct  in their
impact  on economic activity). As discussed previously, the removal of stamp duty allows
businesses to bet ter optimise their choice of locat ion, and use of property in general.
Further detail on the economic benefits of greater turnover is provided in Appendix A.
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4.4 Sectoral analysis of results

As with any set of economic reforms, not all sectors benefit  equally from these tax reform
scenarios and some may in fact be net  losers (Table 1.3). Those which benefit  most are
those which feed into the property sector, either in terms of construction or ongoing inputs
to the consumpt ion of property. For example, the value of act ivity in the housing
construct ion sector is est imated to increase by 0.73% with the abolit ion of all stamp duties,
while output  from ut ilities will also rise (water supply rises around 0.52%, with slightly
smaller increases in gas and electricity supply not shown). The consumpt ion of dwellings
itself (thought  of as the annual consumption flow that  property creates) experiences a
greater rise of 0.83%.

Table 4.1: Key sectoral impacts - change in output

Sector
Removal of all conveyance stamp

duties

Removal of non-residential stamp

duties

% deviation $m deviation % deviation $m deviation

Consumpt ion of
dwellings

0.83 $1,412 0.49 $834

Housing construct ion 0.73 $585 0.46 $369
Other construct ion 0.48 $1,601 0.36 $1,200
Water supply 0.52 $86 0.31 $51
Other services 0.75 $192 0.36 $92
Retail t rade 0.31 $4 0.16 $2

Motor vehicles and parts -0.49 -$322 -0.35 -$230

Iron ore -0.66 -$429 0.15 $98

Source: Deloit te Access Economics. Dollars are in 2013-14 terms

In contrast, some sectors are likely to lose in net  terms as a result  of the reforms. Reasons
for this include:

· An appreciation in the exchange rate decreasing the compet it iveness of export ing
sectors (such as mining and motor vehicle manufacturing);

· Resources being drawn to those sectors which increase their act ivity as a result  of the
reforms (thereby increasing the cost of product ion and reducing the productive
capacity of compet itor sectors); and

· Those sectors which are most  exposed to consumpt ion will suffer as a result of the
increase in GST.

Offsett ing some of these impacts is the general increase in income across the country from
the reforms. For example, while retail t rade may be expected to be worse off from a higher
rate of consumpt ion tax, this appears to be more than offset by increases in incomes. Retail
t rade will also supply some inputs to the dwelling sector and demand will therefore
increase with the addit ional dwelling act ivity. These impacts are broadly similar when only
non-resident ial property stamp dut ies are modelled, but smaller in scale to reflect the
lower overall magnitude of the shock on the economy.

Finally, the modelling provides estimates of the changes in employment  at the sector level
result ing from these reform scenarios. Changes in employment  broadly follow the changes
in sector-level output above. Those sectors which gain the most in terms of workers are
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those that  provide the most  direct  inputs to the property sector: construction (an increase
of nearly 5,000 FTEs), retail t rade, and other services.

Table 4.2: Key sectoral employment impacts (FTEs)

Sector Removal of all conveyance

stamp duties

Removal of non-

residential stamp duties

Housing construct ion 1,097 651

Other construct ion 3,749 3,158

Water supply 29 -26

Retail t rade 1,838 772

Accommodation and Hotels 1,425 555

Financial services 757 398

Other services 2,647 1,201
Source: Deloit te Access Economics

The model assumes that  in the long run the economy maintains full employment. Hence,
there is no overall change in employment levels estimated as a result  of these reform
scenarios. However, the important  part  of reform is not  necessarily increasing the overall
level of employment, but using the existing labour force more effectively by t ransit ioning
employment  to where it  creates the most  value. This improved efficiency of labour
allocat ion in the economy is part  of the driver of increased GDP out lined above.

Finally, the modelling does not take into account all possible impacts of stamp duty
abolit ion. For example, to the extent  that  the increased propensity to move can influence
labour supply decisions, total hours worked, and therefore both labour incomes and
income tax, will increase. There is lit t le clear evidence on the size of these effects, and they
are likely to be of second order importance relat ive to the investment  and transaction
effects that  are captured, however they are nonetheless tangible benefits that  may result
from the removal of stamp duties.
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5 Stamp duties and GST on new

residential property

New resident ial buildings face a number of taxes and development  charges. Indeed, these
costs may be in the vicinity of 10-15% of the cost of a median priced house. This section
ident ifies the extent  of stamp dut ies paid on new dwellings as a proport ion of total taxes,
and analyses a scenario under which stamp duties on all new resident ial properties are
abolished.

5.1 The effect of a rise in the GST on new

residential dwellings

New propert ies attract a range of government  taxes and charges in each state. Land
purchased by developers will incur stamp duties at  the point  of sale, construction inputs
incur GST, and sale of the property to the end owner att racts a further payment  of stamp
duties. In recognition of the addit ional costs that  GST would impose on new housing
construct ion, the First Home Owner Grant was established in July 2000.

The GST is intended to represent  a tax on the flow of consumpt ion. However, when applied
in the context of new property construction it  has features that  mimic that of stamp dut ies.
Because it  is applied to the inputs to the construct ion, it  is paid by new property purchasers
up-front as construction occurs. The consumpt ion flow created by housing is instead
received continuously over the life of the property, but is not  subject to a consumpt ion tax.
Hence, the effect of GST on new property is not to tax consumpt ion of housing, but  rather
the up-front  purchase of new property (with existing property not  subject to this tax).

The combined effect of these taxes on construction costs of new propert ies can be
significant . Work done by the Centre of Internat ional Economics est imates that  the GST
applicable on new dwellings is large, relat ive to stamp duty: in Brisbane the median
Greenfield housing construction, cost ing $340,000 after tax in 2010, would accrue 9% GST
and 3% stamp duties and transfer fees. In M elbourne, the median Greenfield housing
construct ion, cost ing $322,000 after tax in 2010, would accrue 8% GST and 7% in stamp
duties and transfer fees.

Similar work by ACIL Allen Consult ing (2015) reaches similar est imates. For a typical new
house in Sydney it  est imates that government  taxes and charges amount  to around 26% of
the cost  of a new house. Of this, 8.0% is made up of GST and 4.6% is stamp dut ies. It
est imates these costs to be relat ively constant  across states, with a typical property facing
combine GST and stamp dut ies of around 12-14%.

Section 2 provided estimates that stamp dut ies on new residential property raises around
$3.9 billion for the states and territories annually, or around one quarter of total stamp
duty revenues. Current  policy discussions are raising the prospect of a further increase in
the GST to 15%. Should this occur in the absence of a reduction in stamp duties this would
lead to a further rise in the cost of new dwellings, equal to around 4-5% of total
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construct ion costs (that  is, half of the exist ing proport ion that  GST makes up) depending on
the jurisdiction and cost of construction.

This increase due to GST alone is approximately equal to the total amount  of stamp duty
current ly raised on new dwellings. In the context of a r ise in the GST to 15%, an abolit ion of
stamp dut ies on new residential dwellings would therefore keep the total tax paid on these
propert ies largely unchanged. It  is noted, however, that  this would have limited
compensatory affect for first home buyers, as many states current ly have some form of
stamp duty concession for first  home owners buying new housing.

If stamp duty is not  abolished for new residential dwellings, the total amount  of taxes paid
on new propert ies would increase. As described in Section 3, this would reduce the
attractiveness of investment  on new propert ies relative to other asset classes, and relat ive
to the exist ing property market , and likely reduce the supply of new housing to the market .
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Appendix A: The costs of allocative

inefficiency of the property stock

This appendix outlines the approach taken to estimate the addit ional welfare effects from
reduced property t ransactions. This has typically not been captured by economic modelling
of stamp duty reforms, principally because the models used are stat ic, which compare two
long run equilibria (one with a stamp duty in place and another without  it ). Because these
models simply compare two long-run stocks of property in the economy, they are not  well
suited to capture the dynamic effect of taxes on t ransactions.

The approach here is to first estimate these costs outside of the CGE framework, and
subsequent ly integrate them into the model once the size of the impact  has been
calibrated. Empirical research analysing the impact  of t ransact ions taxes on turnover has
been used to est imate what an abolit ion of stamp duties is likely to mean for the volume of
property t ransact ions in Australia. A dollar value of lost  welfare per foregone transaction is
then est imated, and this allows a total welfare cost  to be calculated.

The primary research relied upon in this est imate is the paper of Leigh and Davidoff, 6 which
est imates the effect of stamp dut ies in Australia on both house prices and turnover rates.
That  paper est imates that  a 10% increase in stamp duties leads to a short term reduction in
property turnover of 3%, with a larger long term effect of 6%, when a stamp duty change is
maintained for three years. These results are comparable to other results found in
internat ional research. Other international research has found broadly similar magnitudes
of impacts on turnover result ing from discrete changes to stamp duties at  points in time
(for example through tax holidays of a fixed period) or by analysing ‘notches’ in the rate
structure.

Assuming this result  can be ext rapolated linearly, it  implies that  a complete abolit ion of
stamp duties (that is, a 100% reduction in the rates charged) would lead to an increase in
property transactions of 30% in the short  term, growing to a 60% increase in the longer
term (after three years). To place this in context , stamp duties at current  levels are around
half of the total costs of moving, meaning that they are likely to have a significant  impact on
transact ions.

Leigh and Davidoff’s results were estimated using data from 1993 to 2005, where the
average stamp duty rate rose from 2.4% to 3.3%, a 37% increase in the rate of stamp duty.
Hence this result  is being ext rapolated 2.7 t imes, from 37% to 100%, for the purposes of
this study. These estimates are similar to the range estimated in a Dutch context  by van
Ommeren and van Leuvensteijn (2005). Further Dachis et  al. (2012) found that  stamp dut ies
in the UK reduced transactions by a similar degree as Davidoff and Leigh’s long term
response estimate. Nonetheless, to recognised the potent ial difficult ies in ext rapolat ing
these est imates to an abolit ion of stamp duties in Australia, this report  estimates the

6 Davidoff, I., &  Leigh, A. (2013). How Do Stamp Duties Affect the Housing Market? Economic Record, 89(286),
396–410. doi:10.1111/ 1475-4932.12056
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economic impacts of stamp dut ies assuming both no change in t ransact ion volumes, and a
60% increase as a sensit ivity.

The next step is to place an estimate on the dollar cost to those 340,000 property owners
who do not move as a result  of the tax. The amount  of stamp duty paid places an upper
bound on this amount : owners that  value t ransacting above the level stamp duty would
continue to do so with the stamp duty in place. Hence, it  is those who value t ransacting by
some amount  less than the stamp duty payable that  are affected by the tax.

The national average stamp duty payable on a residential property in 2014-15 was around
$26,000. Hence, those transactions ‘crowded out ’ by the stamp duty would lead to a
welfare loss per t ransaction of somewhere between $0 and $26,000. Assuming a uniform
dist ribut ion of costs, the average cost  of not moving is in the middle of this range, then the
total lost welfare is $13,000 mult iplied by the 340,000 lost transactions, or just under $4.5
billion. Comparing this to the approximate revenue from residential property stamp dut ies
of around $12.6 billion, this implies that for every dollar of stamp duty revenue raised,

around one third of a dollar of welfare is lost due to the effect on transactions .

In fact, this cost can be shown algebraically to be $0.30 for every dollar of revenue raised.
Following the logic set  out  above, define:

· N – the annual number of property t ransact ions; and

· X – the stamp duty payable on the average transact ion.

Then the total stamp duty current ly raised is NX. Using the est imate of Leigh and Davidoff,
the number of foregone t ransactions as a result  of the tax is 60% of N, or 0.6N. The average
lost  surplus per transaction is assumed to be half of the cost of the stamp duty, or 0.5X.

Hence, the total welfare loss is:

=0.5 × ×0.6 × =0.3 × ×

The average excess burden (AEB), that is, the average welfare loss per dollar raised is this
amount  divided by the total stamp duty revenue raised:

=
0.3 × ×

×
=0.3

Hence, the average cost of the tax is fixed at  $0.30 per dollar raised. This is close to the
indicat ive est imate above based on Australian data. This calculation is also demonstrated
below in a standard market diagram showing the welfare cost  due to a tax. It  shows the
market  for t ransactions with a stamp duty current ly in place and a total of N transactions.
There is a fixed cost  of transacting equal to $C, represent ing the cost  of, for example, real
estate and legal services.

Removing the stamp duty increases transactions by 0.6N to 1.6N, with each of these
transact ions being valued above the fixed cost  C, and therefore leading to an increase in
welfare. The total welfare cost is shown by the blue shaded t riangle, which has area of
(0.5)(0.6)NX = 0.3NX as calculated algebraically above. The forgone revenue is the marked
rectangle, with area NX.
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To calculate the total welfare cost  to include in the modelling results, this AEB of $0.30 is
mult iplied by the total amount  of residential and non-resident ial stamp duty revenue to
convert  it  to a total welfare cost . This cost is a fall in real consumpt ion (the proxy for
welfare) due to the allocat ive inefficiency of the property stock.

To include in the CGE model, a reduction in mult i-factor productivity is calibrated to achieve
the same reduction in real consumpt ion as the inefficiency due to a reduced transaction
volume. This is not meant  to imply that an allocative inefficiency in the property market  w ill
cause a reduction in productivity per se, but instead it  is simply used as a vehicle through
which to incorporate the lost  welfare est imate into the model. The final welfare gain from
removing stamp duties produced by the model will be the same as if this est imated welfare
cost  had been added to modelling results without  being entered into the model explicit ly.

Comparing the estimated AEB to previous results

The est imat ion of the transaction volume costs of stamp duties is widely recognised as a
difficult  component to capture in these modelling exercises. Up to and including the
modelling for the Henry Review, only the effect  of stamp duties on the size of the housing
stock were captured in CGE modelling of tax reforms (including est imates of M EB and AEB).

This difficulty is noted in the KPMG Econtech modelling for the Henry tax review:

Conveyancing dut ies will: 1. drive a wedge between producer and consumer

prices of property; 2. cause some people to switch to rent ing rather than

owning their property; and 3. will cause people to adjust their property

consumption less frequent ly. Standard CGE models do not capture the second

and third distortions, because the distort ion between rent ing and buying is not
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readily amenable to CGE modelling. The impacts that these distort ions have on

welfare is also difficult  to model.7

M ore recent ly some exercises, including KPMG’s 2011 modelling of GST for CPA Australia,
and the more recent tax discussion paper released by the Treasury (which is based on the
KPMG model) have at tempted to est imate the addit ional t ransaction volume effect. They
have done so by including an ‘ownership transfer cost’ market  in the model, replicating the
market  for t ransactions, and modelling this as an input  to the dwelling sector. A tax on this
market  increases the cost  of transferring ownership, leading to a subst itut ion away from
transact ions, as well as a reduction in the property stock as it  becomes on average more
cost ly to hold.

Comparing KPM G’s est imate of the AEB of stamp dut ies between the 2010 modelling for
the Henry review (which didn’t include this transaction effect), and the subsequent 2011
modelling (which included this additional cost) provides an indicat ion of the addit ion to the
AEB caused by adding the t ransact ion volume effect. The modelling for the Henry Review
placed the AEB of conveyance duties at $0.31, while the subsequent 2011 modelling
reported a larger value of around $0.65 8. This implies that  the AEB est imated to be due to
the transact ion volume effect is just over $0.30, and very close to the value est imated here.

7 KPM G Econtech. (2010). CGE Analysis of the Current  Aust ralian Tax System.

8 This is the average of the residential and commercial estimates. In pract ice, given the majorit y of the property
stock is residential, the weighted average will be close to $0.60.
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Appendix B: M odelling approach

The modelling in this report  uses the Victoria University Regional M odel (VURM) to
est imate the impact of reducing stamp dut ies and replacing it  with an increase in the Goods
and Services Tax (GST). VURM 5 is a computable general equilibrium (CGE) model of the
Australian economy that  captures detailed information for all States and Territories of
Australia.  The model projects changes in macroeconomic aggregates such as GDP (or GSP
at the State level), employment, export  volumes, investment and private consumpt ion.  At
the sectoral level, detailed results such as output, exports, imports and employment are
also produced.

The model is primarily based on input-output  or social accounting matrices, as a means of
describing how economies are linked through production, consumption, t rade and
investment flows.  For example, the model considers:

· Direct  linkages between industries and regions through purchases and sales of each
other’s goods and services.

· Indirect linkages through mechanisms such as the collective compet it ion for available
resources, such as labour, that  operates an economy-wide context .

The base data used in the model are derived from the Australian input-output  tables
produced by the Australian Bureau of Statist ics.  The database relate to input-output  details
for 2005-06, and then subsequently scaled to 2013-14 dollars using observed growth in key
macroeconomic aggregates. The model was run in its original aggregat ion of 64 sectors.

CGE models are widely used in estimating the economy-wide impacts of reforms, such as
the taxation reform, because they capture the direct  and indirect impacts of such changes.
The model is based on a wide range of economic assumptions which are described in more
detail in Adams, Dixon and Horridge (2015). The model is run in a long-run comparat ive
stat ic mode.  This assumes enough t ime for changes in taxes to flow through the economy
with full adjustment to factors such as labour and capital (around 10 years).

The model considers employment, production, consumpt ion, investment and trade across
the 64 sectors represented in each State and Territory of Australia. Interact ions between
industries are governed by the input-output data that  underpin the model, which measures
the various inputs required by each industry to produce a certain level of output .

Each sector, or industry, in the model is assumed to maximise profits by combining inputs
such as labour, capital and intermediate inputs to minimise costs.  Capital and labour are
assumed to be mobile between sectors, and the supply of labour is responsive to real wage
adjustments (with an assumed elast icity of labour supply to changes in real wages of 0.3).
Output is sold in either the domestic market  (to other firms, household, the government or
as an investment good) or exported (internat ionally or to another State or Territory).  In the
domest ic market , goods and services can either be sourced from domest ic producers or
imported.  These sources of imports are t reated as imperfect subst itutes.

Consumpt ion expenditure is allocated between goods and services based on a Klein-Rubin
(or Stone-Geary) utility system.  This allows consumption of each industry’s output to be
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sensit ive to price changes (own price elast icit ies).  For each good and service in the
consumpt ion function there is a fixed, or ‘autonomous’, level of consumpt ion and a
‘discretionary’ level.  The lat ter adjusts to maximise ut ility.  Changes in real consumption
are then used to measure the economic welfare implications of various changes to taxes.

The model dist inguishes between Commonwealth and local/ State government sectors.
Each level of government imposes a series of direct and indirect taxes.

Estimates of the effect ive tax rates in the model are primarily based on State and local
government tax revenue estimates for 2005-06 from Australian Bureau of Statist ics,
Taxation Revenue, Cat 5506.0, with addit ional detail sourced from State budget papers for
budget years 2005-06 and 2006-07.
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Appendix C: Current stamp duty rates and structures

NSW Victoria Queensland WA SA Tasmania NT ACT

M arginal rate applies per
$100 or part  of $100 that
exceeds the lower limit  of
the range.

General duty rates

$0 – $14,000

1.25%

$14,001 – $30,000

$175 +1.50%

$30,001 – $80,000

$415 +1.75%

$80,001 – $300,000

$1,290 +3.50%

$300,001 – $1m

$8,990 +4.50%

Over $1m

$40,490 +5.50%

Premium Property Duty
(only payable on
resident ial land)

over $3m

$150,490 +7.00%

M arginal rate applies on
dut iable value in excess
of lower limit .

General duty rates

$0 – $25,000

1.40%

$25,001 – $130,000

$350 +2.40%

$130,001 – $960,000

$2870 +6.00%

Over $960,000

5.50% of total value

Principal place of
residence concession

$130,001 – $440,000

$2870 +5.00%

$440,001 – $550,000

$18,370 +6.00%

$550,001 – $960,000

$28,070 +6.00%

Over $960,000

5.50% of total value

M arginal rate applies per
$100 or part  of $100 that
exceeds the lower limit  of
the range.

General duty rates

$0 – $5,000

Nil

$5,000.01 – $75,000

1.50%

$75,000.01-$540,000

$1,050 +3.50%

$540,000.01 – $1,000,000

$17,325 +4.50%

Over $1m

$38,025 +5.75%

M arginal rate applies per
$100 or part  of $100 that
exceeds the lower limit  of
the range.

General duty rates

$0-$80,000

1.90%

$80,001 – $100,000

$1,520 +2.85%,

$100,001 – $250,000

$2,090 +3.80%,

$250,001 – $500,000

$7,790 +4.75%

Over $500,000

$19,665 +5.15%.

Resident ial property
$0 – $120,000

1.90%
$120,001 – $150,000

$2,280+2.85%
$150,001 – $360,000

$3,135+3.80%
$360,001 – $725,000

$11,115+4.75%
Over $725,000

$28,453+5.15%

M arginal rate applies per
$100 or part  of $100 that
exceeds the lower limit  of
the range.

General duty rates

$0-$12,000

1.00%,
$12,001-$30,000

$120 +2.00%,
$30,001-$50,000

$480 +3.00%,
$50,001-$100,000

$1,080 +3.50%
$100,001-$200,000

$2,830 +4.00%
$200,001-$250,000

$6,830 +4.25%
$250,001-$300,000

$8,955 +4.75%
$300,001-$500,000

$11,330 +5.00%
Over $500,000

$21,330 +5.50%

M arginal rate applies per
$100 or part  of $100 that
exceeds the lower limit  of
the range.

General duty rates

$0 – $3000

$50

$3001-$25,000

$50 +1.75%

$25,001 – $75,000

$435 +2.25%

$75,001 – $200,000

$1,560 +3.50%

$200,001 – $375,000

$5,935 +4.00%

$375,001 – $725,000

$12,935 +4.25%

Over $725,000

$27,810 +4.50%

General duty rates

$0 – $525,000

Duty calculated by

D = (0.06571441 x V² ) +
15V

where D = duty payable,
V = 1/ 1000 of dut iable
value

$525,000 – $3m

4.95% of dut iable value

Over $3m

5.45% of dut iable value

Rate applies per $100 or
part  t hereof that  exceeds
the lower limit  of the
range.

General duty rates

$0 – $200,000

$20 or $1.80 per $100 or
part  t hereof , whichever is
greater

$200,001 – $300,000

$3,600 plus $3.00 per
$100 or part  thereof

$300,001 – $500,000

$6,600 plus $4.00 per
$100 or part  thereof

$500,001 – $750,000

$14,600 plus $5.00 per
$100 or part  thereof

$750,001 – $1,000,000

$27,100 plus $6.50 per
$100 or part  thereof

$1,000,001 – $1,454,999

$43,350 plus $7.00 per
$100 or part  thereof

$1,455,000 and over

$5.17 per $100 applied to
the total t ransact ion
value

Source: Interstate comparison of taxes 2014-15, NSW Government (2014); Tasmanian Government Department of Treasury and Finance website; ACT Government Revenue Office
website
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