
 
 
eJournal of Tax Research (2021) vol. 19, no. 1, pp. 121-145 

121 
 

 

 
 

 

A review of objections to residential land 
values used to assess State land tax: a case study 
of inner Sydney, New South Wales 

 

 
Vince Mangioni and Heather MacDonald 

 

 

$EVWUDFW�

New South Wales has experienced very intense affordability challenges during the 2012 to 2017 Australian housing price 
boom. While negative gearing has attracted the most attention in discussions of affordable housing in the media, other property 
tax elements also have market-distorting effects; here, we consider the effects of the land tax free threshold. We present the 
arguments for freezing the land tax free threshold, and examine the barriers to such a strategy, focusing on the likelihood of 

values, is a primary factor impacting objections to land values in New South Wales. The study concludes that carefully designed 
changes to the land tax free threshold could smooth the transition and reduce objections to land values, while eliminating the 
distorting effects that the land tax free threshold has had on the competition between investors and homebuyers. 
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Property values and taxation have interacted to drive property investment behaviour 
over the last three decades in Australia. The literature on tax reform presents strong 
arguments that allowances and exemptions that once played a positive role now 
contribute to distorting housing investment decisions; these arguments support the 
position that property tax mechanisms are due for review. This article investigates how 
the exemptions offered by Australia’s State (subnational) governments affect the impost 
of land tax and in turn influence investment behaviour. 

As of 2019 Australia’s housing assets were valued at approximately AUD 6.6 trillion, 
representing a decline of AUD 172 billion over the previous 18 months (Australian 
Bureau of Statistics (ABS), 2019). While such declines may be argued to have been 



 
 
eJournal of Tax Research  A review of objections to residential land values used to assess State land tax 

123 
 

 

While there may be ‘consensus that a coordinated well-designed reform to the treatment 
of housing in the tax system can make a significant contribution to improving housing 
outcomes’ (Eccleston et al., 2018, p. 1), each tier of government plays a role in such 
reform. The ability to deduct a tax imposed by one tier of government (State land tax) 
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As demand side subsidies that create an economic incentive to 
increasing consumption of housing through home ownership, they add 
to price pressures in the housing market and thereby contribute to the 
affordability constraints faced by aspiring home owners. 

�������� �6�W�D�W�H���D�Q�G���O�R�F�D�O���J�R�Y�H�U�Q�P�H�Q�W��

Eccleston et al. (2018, p. 41 (references omitted)) have noted that: 

[i]n Australia, there are currently three forms of subnational tax on land and 
residential property: transfer duties, state land tax and local government rates. 
These taxes together raised over $40 billion in 2014-15, which was 10.1 per 
cent of all taxes collected in Australia. They are an important source of revenue 
for state and local governments, with transfer duty particularly lucrative ($18.5 
billion in 2014-15, or almost half of all property tax). 

Despite their revenue significance, however, there is agreement in the literature 
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New South Wales initially introduced land tax in 1895, abolishing it in 1906 making 
way for the Commonwealth and local government to collect this tax. It reintroduced this 
tax in 1956 following the Commonwealth’s abolition of the tax in 1952. New South 
Wales was the first State to introduce a land tax free threshold which was set at AUD 
55,000 in 1972. By 1987 the tax-free threshold was $94,000 with a tax rate-in-the-dollar 
of 2%. The initial rationale for introducing the land tax free threshold is stated by 
Mangioni (2016) as being to incentivise residential property investment with a view to 
encouraging more rental housing stock. By the late 1980s the government came under 
pressure to increase the land tax threshold which progressively increased to $125,000 
in 1988, $135,000 in 1989 and $160,000 in 1990, where the threshold remained without 
adjustment for eight years.   
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proposed reform to broaden the land tax net would commence with the phase-out of the 
investor tax-free threshold. In contrast to the revenue replacement approach to reform, 
the research undertaken in this article aims to look at the potential resistance to phasing 
out the tax-free threshold in New South Wales. While it is beyond the scope and 
objective of this article to model the phase-out, the more important objective is to 
examine the resistance to the payment of land tax through objections to the land value 
component as set out in Table 1. The value is the variable component on which tax 
revenue increases each year and, more relevantly to this article, is the primary 
component of the tax that investors are able to object to in challenging this tax. 

In May 2004 the New South Wales Government announced its intent to abolish the land 
tax free threshold in New South Wales from the 2005 land tax year, and reduce the top 
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and thus incurring land tax is the primary reason for objections lodged against land 
values. 

We now examine whether factors other than the payment of land tax itself impact 
objections to land values, to better define the prospect of expanding the land tax net to 
include all residential investment property. In further examining the increase in 
objections to land values in the 2016 land tax year as shown in Figures 3 and 4, we have 
undertaken a closer analysis on an LGA-by-LGA basis. Using the median land value 
for houses and units for each LGA as set out in Table 6, we graph these values against 
the land tax free threshold in Figure 7. In the review of land values for houses, 
Randwick, Botany and Waverley in Sydney East and Burwood, Ashfield and 
Marrickville in the Inner West show the largest increase in land values as shown in 
Table 6 and Figure 7. In each of these LGAs the land values are well above the land tax 
free threshold and highlight that the increase in land value that translates into higher 
land tax assessment impacts objections to values. The median land values in these LGAs 
have been above the tax-free threshold across the study period. The reason stated in 92% 
of objections lodged to land values for houses was that the land value was too high. 

In the review of units, in which the total number of objections are 21% of objections 
lodged against house land values, Table 6 shows that the highest increases in land values 
are in Randwick, Burwood, Ashfield and Marrickville. The latter three of these are the 
LGAs that have the highest increases in rented dwellings. It is also noted that the median 
land value for units is below the tax-free threshold in each LGA as set out in Figure 7. 
It is noted that in Randwick and Marrickville the median land value for units represents 
58% and 34% of the tax-free threshold. At the median land value investors can hold 
almost two units in Randwick and three units in Marrickville before tripping the tax-
free threshold in 2016 of $482,000. While payment of land tax is one trigger for lodging 
objections to land values for units, the relative size of the increase in land value is also 
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