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Modest taxes on housing wealth

No changes were made to the tax position for home-
owners in the 2006 Budget, and there was little
change in the tax yield from housing wealth through
stamp duty and inheritance tax between 2004/05
and 2005/06. In part this reflects the reduction in
property transaction levels in 2005, but it also
reflects the easing of stamp duty and inheritance tax
thresholds introduced in the 2005 pre-election
Budget (as reported in last year’s edition of the
Review).

Table 2.6.1 shows that the gross tax yield from
residential property (from stamp duty and
inheritance tax combined) in 2005/06 was just
under £6 billion, and this represents less than

0.3 per cent of home-owners’ current net housing
wealth, and less then 0.4 per cent of the increase in

decade (Compendium Table 45). Nonetheless, the
yield from those two existing taxes continues to
marginally outstrip a realistic estimate of the
potential yield from the application of capital gains
tax to home-owners’ residential wealth, and has
increased five-fold over the last decade.

This assessment sets the potential yield from capital
gains tax at just 40 per cent of the headline figures
published each year by Inland Revenue, as the
Inland Revenue makes no provision for ‘roll over’
relief (where the tax is deferred when households
invest all of the proceeds from their former home
into a new home), or the existing UK capital gains
rules which only apply the tax to a proportion of
any capital gain. This assessment reflects the
experience in Sweden, where capital gains tax, with
roll over relief, is applied to home owners’ capital

Even so this estimate of the value of the potential yield
from capital gains tax on home-owner residences is far
greater than the total yield from capital gains tax on all
currently taxable assets. The latest estimate for 2004/05
is that capital gains tax raised just £3 billion in that
year, including the capital gains from rented dwellings.
In 2003/04 the ‘chargeable gains’ from rented
dwellings amounted to £3.01 billion, representing just
over one-sixth of the total chargeable gains in the year.
However, the actual tax raised is reduced by ‘taper
relief based on the length of time the assets have been
held, and in that year the total yield from capital gains
tax was just £2.4 billion. No figure for the net tax yield
from rented housing is readily available.

For a more detailed discussion of the tax issues in
respect of housing wealth, including council tax,
readers are referred to the Contemporary issues article

home-owners’ net housing wealth over the last gains. in the 2004/05 edition of the Review.

Table 2.6.1 Home-owner taxes

£ million

Taxes 1991/92 1992/93  1993/94 1994/95 1995/96 1996/97 1997/98 1998/99  1999/00 2000/01 2001/02 2002/03 2003/04 2004/05 2005/06
Inheritance tax 427 379 403 422 429 440 480 496 611 684 769 870 973 1,136 1,267
+ Stamp duty 630 280 465 520 465 675 830 1,065 1,825 2,145 2,690 3,525 3,710 4,620 4,600
= Total gross tax 1,057 659 868 942 894 1,115 1,310 1,561 2,436 2,829 3,459 4,395 4,683 5,756 5,867
- Capital gains tax relief - 800 - 400 - 340 - 340 - 200 - 240 - 320 - 560 -1,200 -1320 -2400 -4,000 -4200 -5200 -5,000
= Net tax position 257 259 528 602 694 875 990 1,001 1,236 1,509 1,059 395 483 556 867

Source: Inland Revenue Statistics (various years).
Notes:

Estimates of capital gains tax relief are set at 40 per cent of Inland Revenue estimates to take account of roll over and taper relief provisions. See text for details.
It should also be noted that the stamp duty and inheritance tax yields are for residential dwellings in all tenures; and do not exclusively relate to home-ownership.
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Benefits matters

Means tested benefits are an important and cost
effective means of targeting help to those
households with the greatest needs and least
resources. They do, however, have a number of
drawbacks. Primarily these relate to less than perfect
take-up by eligible households, the work
disincentives that flow from the high withdrawal
rates of benefits as household incomes rise, and the
administrative delays and other difficulties that
follow from their complexity.

There have been several important reforms to the
structure and administrative detail of the benefit
system over recent years, and while there have been
some significant improvements in some areas,

overall the results have been very mixed.

Tax credits

Last year’s Review drew attention to the problems
involved with the administration of tax credits, and
in particular the difficulties that had arisen with the
significant number of cases where households were
subject to backdated reductions in tax credit
entitlement as a result of income rises during the
previous year (Commentary Chapter 6, 2005/06).

This year there is more positive news about tax
credits. First, the government very substantially
increased the level of increased earnings households
receiving tax credit are permitted without this
requiring any retrospective adjustment to past tax
credits. From April 2006 the permitted increase in
income was raised from £2,500 per annum to
£25,000 per annum.

Figure 2.6.1 Tax credit take-up rates improve for working families with children
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Source: Inland Revenue.
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While the increased earnings are taken into
account in assessing any future entitlement to tax
credits, provided the increase is below the raised
threshold this does not give rise to any
retrospective assessment, and the related
requirement that the assessed over-payments are
recovered. However, at the same time, the
government has imposed more onerus
requirements on tax credit claimants to report in-
year changes of circumstances, and if claimants do
not comply with these new requirements they may
still end up being liable to repay over-payments;
albeit that this will be triggered in a different way.

Nonetheless, these new arrangements should
result in far fewer over-payment recovery cases,
and both the hardship and administrative
difficulties they can cause. Even so the
arrangements will remain more complex, and
uncertain, than the old family credit and working
family tax credit regimes, under which
entitlements were set and fixed at six monthly
intervals with no retrospective changes at all as a
result of increased incomes.

The first figures on take-up for the new tax credit
regime have now been published, and they are
also encouraging - estimating a 89 per cent take-
up by low-income working families. This is a
significant increase on the 74 per cent take-up rate
estimated in the last full year of the working
families tax credit regime, which in turn had a
slightly higher take-up rate than the earlier family
credit scheme, as shown in Figure 2.6.1.
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However, some caution is needed in interpreting these
take-up figures over the years, as data sources and
detailed methodologies have varied. The 2003/04
figures relate only to the families with children
receiving more than the ‘family element’ within the
current tax credit regime, as this is the closest
equivalent of those households previously eligible for
working families tax credit (WFTC) and family credit
definition. The ‘family element’ of tax credits is
available to households earning up to over £50,000
per annum, and is effectively a replacement for the
old ‘married man’s allowance’ in the tax regime,
rather than an equivalent to any previous components
of the WFTC and family credit schemes.

It should also be noted that the figures do not include
self-employed households, due to uncertainties — and

Figure 2.6.2 Take-up of MPPI policies now declining

1999 H1 1999 H2 2000 H1 2000 H2 2001 H1 2001 H2 2002 H1
Source: CML Statistics, CML website.

different views over time — about the income data for
self-employed households in the Family Resources
Survey. Take-up figures for WFTC and the current tax
credit scheme shown in Figure 2.6.1 exclude all
households with a self-employed member. The family
credit figures only exclude those households where
self-employment was the main income source for the
household, and in broad terms it is estimated that
this accounts for the family credit figures being about
1 per cent lower than they would have been had they
excluded all self-employed households.

Even so this suggests that take-up under WFTC
improved compared to family credits, after a dip in its
first year. This is typical when a means tested benefits
scheme has been made significantly more generous,
and has thus brought into eligibility households that

== New mortgages

. All mortgages
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Percentage take-up (new mortgages)

would have not have qualified under the previous
scheme. It usually takes time to get the message over
to the newly eligible households. This makes the
significant rise in take-up under the new tax credit
regime in 2003/04 all the more remarkable.

Finally, it should be noted that the tax credit take-up
figures are based on final year end figures for those
households receiving tax credits, and thus excludes
households whose income increased during the year,
and had an award retrospectively revoked at the end
of the year.

ISMI and MPPI

The number of home-owner households that receive
state means tested help with their mortgage interest
payments has now fallen to just over 200,000, less
than half of what it was a decade ago. Furthermore,
the average amount of support that they receive fell
from £40 per week to just over £30.50 per week over
the same period (Compendium Table 110).

In part, this fall has been the result of the benign
economic and housing market circumstances that
have also seen significant falls in levels of mortgage
arrears and repossessions. However, it is also a
consequence of policies introduced in 1995 to
restrict state help with mortgage costs, and to
encourage home-buyers to take out private mortgage
payment protection policies.

If they become unemployed, households that have
taken out a new mortgage since 1995 will not get
any help with mortgage costs for the first nine



Percentages

months of any claim for jobseeker’s allowance or
income support. Lone parents and some other groups
also do not get any help for the first nine months of
any claim. There is, however, no delay with help with
mortgage costs for pensioner households claiming
pension credit.

The government set a target of 55 per cent take-up for
home-owners taking out private mortgage payment
protection policies, on the grounds that the other

45 per cent have sufficient savings to provide a safety
net without the need for any additional insurance.
However, only 21 per cent of all home-owners with a
mortgage now have such policies. Furthermore, only
24 per cent of new mortgage holders now take out
such policies, and the take-up trend is downwards
(Figure 2.6.2). Finally, note that only about four-

fifths of all new MPPI policies cover accident,
sickness and unemployment, and in some cases they
also only provide cover for the ‘main’ earner.

While a small number of home-owners also have a
safety net in the form of entitlements under ‘flexible
mortgage policies’, or non-mortgage related
insurance policies, a recent assessment suggests that,
in the event of adverse economic and housing
market circumstances, the current limited state and
private sector safety nets would provide home-
owners with less protection than the pre-1995
regime (Ford and Wilcox, 2005).

Housing benefit
There has been a significant improvement in the
administration of housing benefit in the last few

Figure 2.6.3 New housing benefit claims not determined within 14 days
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Source: DWP.

1996/97 1997/98 1998/99 1999/00

2000/01 2001/02 2002/03 2003/04 2004/05

Help with housing costs

79

years, and in 2004/05 almost four-fifths of all new
claims were dealt with within 14 days of authorities
receiving all the information required to process the
claim. This is a great improvement on the position
in 2000/01 when only just over three-fifths of all
new cases were dealt with within that time period
(Figure 2.6.3).

However, for all that, administrative performance
has only now effectively recovered from the sharp
deterioration in performance in 1999/00 and
2000/01 that followed the introduction of the
‘verification framework” designed to reduce levels of
fraudulent claims. Those measures were, however,
introduced in an inflexible and administratively
cumbersome form, with a resulting severe impact on
overall administrative performance.

The recent improvements are the result of a range of
DWP initiatives, including revisions to make the
verification framework more flexible, the ending of
routine periods of review, and targeted assistance for
authorities with particular administrative difficulties.
While the improvements are welcome performance
remains well short of the government target that 90
per cent of all new cases should be dealt with within
the 14 day time period.

In overall terms non-take-up of housing benefit has
also increased sharply since 1997. For pensioners,
the government argues that the rise is largely
attributable to low take-up among pensioners
brought into entitlement by increases in income-
related benefits. For both pensioner and working age
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households part of the explanation also lies in the
deterioration of administrative performances in the
years from 1999/00 to 2003/04.

As well as the barriers and disincentives presented by
poor administration, the delays in dealing with
claims meant that there were a higher proportion of
‘claimants in waiting’, and a lower proportion of
‘claimants receiving benefits'’

Another significant factor in the overall take-up of
housing benefit by working age households relates
specifically to those households in low paid work.
Assessments of the take-up of housing benefit by
working households have not been regularly
undertaken, although some (now somewhat dated)
1989 research suggested that non-take-up was
particularly low. This has now been confirmed by
analysis undertaken by DWP statisticians as part of
their wider work on the 2003/04 benefit take-up
estimates.

While there are some caveats about the precise
numbers the DWP analysis suggests that rather less
than 40 per cent of all eligible working households
claim housing benefit. In some cases the amounts of
benefit will be relatively low, i.e., where households
have earned incomes at levels that only entitle them
to help with a small proportion of their rent.

Nonetheless, these figures suggest that the housing
benefit scheme is very poor in delivering the ‘work
pays’ message that is central to government benefit
policy. This in turn could lead to more serious
consideration of more radical benefit reforms in the
years ahead.
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