From: Diarmuid Murphy 

Sent: 22 May 2009 16:14
To: Commission on Taxation Info
Subject: Tax on second homes
I enclose my views on why I think a tax on second homes could be disastrous for the market. I am a Civil Servant with no vested interest in the market other than the value of my own asset.
 
Dear Sirs,
 

I accept that the populist decision at the moment would be to impose a
tax on second homes. Personally I believe that such a move could have
disastrous consequences and would like to make the following points.
 

Reports in the media indicate that in the first quarter 2009 prices are falling
at a faster rate than at any other time since the peak was reached in
Spring 2007. A tax on a market with a faster growing downward trajectory
could cause a collapse in the price. One thing is certain - such a tax
will not help the value of houses in the property market. I appreciate that many 
other people will feel that a significant correction in the price that such an action
could trigger may not be a bad thing but the fallout of such an action could have 
severe consequences for many people. 
 

Such a move could have serious consequences on the banks loan to
value ratio's and could precipitate the doomsday scenario of the
Government having to invoke their bank guarantee.
 

To look at the consequence of such a tax you would first have to decide
on what a second home is. Traditionally it would have meant a holiday
home rather than an investment (let) property. The difficulty with
imposing the tax on all homes other than private residences is that tax
relief would most likely have to be granted on investment properties
thereby negating up to 50% of the amount being received by the
exchequer.
 

Looking at the Daft website shows that the sales market in areas with a
high proliferation of holiday homes is possibly the most distressed
market in the country at the moment (in addition to the Dublin 'suburban
markets' of Meath and Kildare). Take Kenmare with 254 houses for sale -
it has as many on the market as Swords or Tallaght - or villages like
Rosslare with 110 houses for sale. This would represent about a four
year overhang in both Kenmare and Rosslare in a reasonable healthy
market but at present houses in both locations are selling at approx 1
every 2 months. Look at the total number of houses for sale in all the
coastal counties like Donegal, Galway or Kerry - people are desperate
already to get out of this market. The main problem I see with a
(significant) tax on second homes is that the value of all houses in
these areas could be severely effected - not just second homes. Whilst
the Daft website is not 100% accurate it is the best source for data
such as this - the numbers are overstated by the same house being
entered by different selling agents but against that some agents do not
use the site and in addition a house in a new estate with say 30 others
is only entered once.
 

To think that when the prices were escalating at a significant rate a
holiday home tax relief simillar to Sec 23 type was introduced in these
areas causing hardship for many locals (escalated the value and led also
to overdevelopment)and now that prices are falling a tax on properties
in these areas could trigger a further dramatic downward trend - this is
surely not a prudent policy.
 

I appreciate that money needs to be urgently got. I would suggest that
a levy such as a water levy be brought in on all property and to
minimise the effect on those less well off you could seek a payment of
€450 on all houses valued at say under €400,000 and €750 on all other
houses. Some of this money could then be distributed to Local Government
to fund local services including improved water quality. It could reduce
the physiological impact a property tax could have. If someone owns
three houses let him pay three levies.
 

There are other considerations like the effect that a tax on holiday
homes only, could have on the rental market of houses in these areas but
I will leave that for another time.
 
I have no vested interest in the property business. I am a civil
servant who happens to live in an area with a high level of holiday
homes and as intimated above have serious concerns as to what could
happen to all property in these areas and not just second homes.

 
I would appreciate an acknowledgement of the above.
 
Thank you,
Diarmuid Murphy,
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