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This Chapter of the Review begins with an update of the Reviews’ regular analysis

of the composition and value of the main taxes and tax reliefs that apply for

private homeowners. This sets the scene for a discussion of the stamp duty reforms

announced in the 2014 Autumn Statement, and the Scottish reforms that will come

into effect from April 2015. Other issues discussed are the alternative proposals

either for a ‘mansion tax’ or a higher rate of council tax for higher value dwellings,

the potential impact of pension reform on investment in the private rented sector,

and the demise of the housing revenue account subsidy regime. 

The net tax position of homeowners
The abolition of mortgage interest tax relief for homeowners in 2000 significantly

reduced the long-standing fiscal bias in favour or owning rather than renting – one

of the factors in the continuing decline of the private rented sector in the UK

throughout the twentieth century.

However there is a continuing, if less pronounced, fiscal bias in favour of existing

homeowners, as is shown by our regular analysis of the various taxes and tax

reliefs that continue to apply to homeownership, set out in Table 2.6.1.

This shows the annual yield from the two taxes that do bear on homeowners –

stamp duty and inheritance tax. Both these taxes go rather wider than just

homeowners. The stamp duty figures relate to all residential property transactions,

while the estimates of the yield from inheritance tax (IHT) are based on the

proportion of wealth in residential property held by all individuals subject to IHT,

including non-corporate private landlords. 

The figures thus tend to overstate the yield that relates exclusively to homeowners.

Nonetheless together those taxes raised some £7.8 billion in 2013/14, with the

lion’s share coming from stamp duty.

Table 2.6.1 Private owner taxes and tax reliefs
£ million

1995/96 1996/97 1997/98 1998/99 1999/00 2000/012001/02 2002/03 2003/04 2004/05 2005/06 2006/07 2007/08 2008/09 2009/10 2010/11 2011/12 2012/13 2013/14

Taxes

Inheritance tax 429 440 480 496 611 684 769 870 999 1,166 1,300 1,409 1,486 1,053 913 1,069 1,124 1,202 1,317

Stamp duty 465 675 830 1,065 1,825 2,145 2,690 3,525 3,710 4,620 4,585 6,375 6,680 2,950 3,290 4,040 4,220 4,905 6,450

Gross Tax 894 1,115 1,310 1,561 2,436 2,829 3,459 4,395 4,709 5,786 5,885 7,784 8,166 4,003 4,203 5,109 5,344 6,107 7,767

Tax reliefs

Imputed rental return tax relief (net) - 7,600 - 8,300 - 7,400 - 9,800 - 12,800 - 14,100 - 14,800 - 16,900 - 17,300 - 14,600 - 15,000 - 14,200 - 11,900 - 8,500 - 9,000 - 11,700 - 13,100 - 12,100 - 13,900

Capital gains tax relief (gross) - 500 - 600 - 800 - 1,400 - 3,000 - 3,300 - 6,000 - 10,000 - 10,500 - 13,000 - 12,500 - 15,800 - 14,500 - 4,900 - 3,700 - 8,800 - 10,400 - 10,400 - 12,600

Capital gains tax relief (net) - 330 - 396 - 528 - 601 - 1,287 - 1,416 - 2,574 - 4,290 - 4,505 - 5,577 - 5,363 - 6,778 - 6,221 - 3,234 - 2,442 - 5,808 - 6,864 - 6,864 - 8,316

Total net tax reliefs - 7,930 - 8,696 - 7,928 - 10,401 - 14,087 - 15,516 - 17,374 - 21,190 - 21,805 - 20,177 - 20,363 - 20,978 - 18,121 - 11,734 - 11,442 - 17,508 - 19,964 - 18,964 - 22,216

Net tax position - 7,036 - 7,581 - 6,618 - 8,840 - 11,651 - 12,687 - 13,915 - 16,795 - 17,096 - 14,391 - 14,478 - 13,194 - 9,955 - 7,731 - 7,239 - 12,399 - 14,620 - 12,857 - 14,449

Sources: Inland Revenue Statistics (various years), HM Revenue and Customs Statistics (various years).
Notes : Estimates of capital gains tax relief are based on two-thirds of HMRC estimates to provide for roll-over relief. A further 35% deduction has been applied for the years from 1998/99 to 2007/08 to allow for the CGT taper relief that
applied in those years. It should also be noted that the stamp duty and inheritance tax yields are for all residential dwellings, and not just those occupied by homeowners. The imputed rental return tax relief is based on the asset values and
mortgage debt figures from Compendium Table 45, average mortgage interest rates, net residential yield figures from the IPD Index and standard rates of income tax.
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Council tax is not included as this is a tax that applies to households in all

tenures, and in that narrow sense is tenure neutral, albeit that it is regressive in

terms of having a disproportionate impact on households residing in lower-value

dwellings. This point is discussed further below. 

The table also shows estimates of the two primary continuing forms of tax relief

enjoyed by homeowners – capital gains tax relief and tax relief on the imputed

rental value of the home which the owner occupies. This imputed value was taxed

until 1963 as Schedule A tax (albeit at a very low value), and was the logical

counterpart (and offset) to mortgage interest relief. This was in parallel to the

arrangements for private landlords as the rental value of owners’ homes is an

income ‘in kind’ equivalent to the cash income a landlord receives from tenants. 

While logically mortgage interest tax relief would have been abolished at the same

time as Schedule A tax, it was 37 years later that this happened. Although that did

reduce the fiscal advantages of homeownership it did not remove them completely

as the absence of Schedule A tax (based on realistic values) has a very substantial

net value, even after full allowance is made for mortgage interest against the gross

imputed rental values.

The estimates of the net value of Schedule A tax relief show it rising to just over

£17 billion in 2003/04, before falling back to just over £8 billion in 2008/09, and

then rising again to almost £14 billion in 2013/14. The rise and variations in

recent years predominantly reflect the decline in the value of the mortgage interest

offset against the gross value of Schedule A tax, as a consequence of lower – but

fluctuating – interest rates.

Table 2.6.1 also includes figures for the value of capital gains tax (CGT) relief. The

gross figures are those provided by HMRC, which assume that the tax is levied at

the full rate, without any provisions for the ‘taper relief’ that applied for the years

from 1998/99 to 2007/08. Nor do they allow for ‘roll-over relief’ which defers the

application of the tax when the proceeds from the sale of a home are fully re-

invested in another home. This is typically a feature of the tax in those countries

such as Sweden where the tax is applied to homeowners. 

The estimated net values for CGT relief for homeowners shown in Table 2.6.1

take into account the ‘taper relief’ provisions of the UK GGT regime (for the years

that these applied) and also make provision for roll-over relief. The estimates do

not, however, make any adjustment for the potential negative impact of the

levying of CGT on house prices.

While the methodology for these estimates could be refined it is robust enough

to give a ball-park indication of the very substantial value of CGT relief – over £8

billion in 2013/14. However it should be noted that if such a tax was ever levied

it would reduce house prices; and this would in turn reduce the net income from

the tax. 

The credit crunch saw a fall both in the yield from property taxes, and in the

value of the continuing tax reliefs, in the first post-credit-crunch years, but both

have recovered in the years since 2009/10. Table 2.6.1 reveals that the tax 

position for homeownership showed a £14.4 billion net advantage in 2013/14 –

even without making any deduction from the proportions of stamp duty and

inheritance tax revenues that are based on rented rather than owner-occupied

dwellings. 

Stamp duty reforms
There is no doubt that the structural reforms to stamp duty were one of the more

eye-catching of the policies announced in the 2014 Autumn Statement.1 The

‘slab’ structure of the old system, where properties were taxed at a higher rate on

their total value as those values crossed various threshold levels, had long been

criticised for the way it distorted the market for dwellings with values just above

or below those thresholds.

The structure of the new and old stamp duty regimes is shown in Table 2.6.2,

and the impact of the reforms is illustrated in Figure 2.6.1. In order to (broadly)

maintain the stamp duty yield to the Treasury, it follows that the rates applied to

property values above each value threshold must necessarily be higher than the

rates applied under the old regime to the full values of dwellings once they

exceed each threshold level.
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There are two advantages resulting from this new regime. The first is that it avoids

the ‘cliff edges’ under the old slab structure where stamp duties rise sharply at the

point where dwellings just ‘tip over’ the duty value thresholds. Under the old

regime property values were artificially bunched at levels just below each

threshold, and clearly distorted the market. The second advantage is that the new

regime is more progressive, in the sense that it levies a higher duty from higher

value dwellings, consistently so for dwellings valued at over £1,125,000.

However it is still the case that relatively few dwellings nationally have values

above that level, and the reduction in levels of duty applied to lower value

dwellings means that its first full year will result in a net reduction in the total

yield of residential property stamp duties of £760 million.

Altogether, over the slightly more than five years to the end of 2019/20, it is

estimated that the reforms will result in reduced returns to the Treasury of almost

£4.5 billion. Given the already existing tax advantages for owner-occupiers shown

in Table 2.6.1, this further distribution of largesse is hard to justify, especially in

the context of a theoretically primary fiscal objective of reducing the governments’

budget deficit. And while stamp duty is paid by home buyers, it will primarily be

existing owners who benefit from the lower duties, as they become factored into

prices.

The more fundamental weakness of stamp duty remains – that it is a tax on

mobility and impacts most on homeowners who move more frequently. As noted

in Commentary Chapter 3, the Institute of Fiscal Studies’ observation is that the

new measures change stamp duty from a ‘very bad tax’ into just a ‘bad tax’.

The same criticism can also be applied to the new ‘land and buildings transaction

tax’ due to be introduced in Scotland from April 2015, to replace the hitherto UK-

wide stamp duties.2 It will however be more progressive than the new Treasury

regime, as it exempts more lower-value dwellings and will apply the higher rates of

duty at much lower property value levels, as shown in Table 2.6.3. However the

lower Scottish property-value thresholds must be seen in the context of the lower

values of properties in Scotland compared to the rest of the UK (see Compendium

Tables 48 and 49).

Table 2.6.2 Stamp duty reforms

Threshold values Old regime √New regime

(old and new regimes) (rates apply to full value) (rates apply to values over threshold)

Up to £125,000 0% 0%

£125,001 – £250,000 1% 2%

£250,001 – £500,000 3% 5%

£500,001 – £925,000 4% 5%

£925,001 – £1,000,000 4% 10%

£1,000,001 – £1,500,000 5% 10%

£1,500,001 – £2,000,000 5% 12%

£2,000,001 and over 7% 12%

Source: Autumn Statement 2014.

Figure 2.6.1 Impact of old and new stamp duty regimes
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Mansion taxes?
While the stamp duty reforms will be levied at a higher level on very high-value

dwellings, as seen above this still leaves existing owners of housing wealth in a

very favorable tax position. In this context the opposition parties have put forward

proposals – in one form or another – for a ‘mansion tax’ on dwellings valued at

over £2 million. While the Labour Party has proposed a separate tax, the Liberal

Democrats have advocated the introduction of a higher value band, and higher

rate, to be levied as a reform to the current council tax regime.

However no party has dared to raise the issue of updating the current 1991

property valuations that are the basis for the current council tax scheme, let alone

any of the reform options put forward by the 2007 Lyons report on local

government finance.3 As noted in this Chapter in the 2013 edition of the Review,

the current system is highly regressive, with properties in the highest council tax

band (those valued at over £320,000 in 1991) paying only three times more than

households living in properties in the lowest value band (valued at under £40,000

in 1991). This is despite the far greater differentials in the property values for

properties in those bands. The overall political timidity of proposals for reforms of

property taxation is discussed further in Contemporary Issues Chapter 2. 

In last year’s edition of the Review, Commentary Chapter 6 spelt out the way the

existing tax regime benefits long-term existing homeowners, rather than first-time

buyers, while the different regulatory regimes for mortgages place first-time buyers

at a significant disadvantage to buy to let investors. This issue is discussed further

both in Contemporary Issues Chapter 3 and Commentary Chapter 3. The latter

also shows the differences between the costs of buying and renting in every region

of England in 2013 (Figure 2.3.4, see page 59). In every case average rents provide

a substantial margin over the costs of a buy to let interest-only mortgage, while

still being cheaper than the standard repayment mortgage, or its equivalent, that is

now effectively a requirement for any first-time buyer.

Pension reforms and investment in private rented housing
A major reform of private pensions was announced in the 2014 Budget and will

come into operation from April 2015.4 The central element of that reform is the

abolition of any requirement on retired households to apply funds saved in private

pension funds to purchase ‘annuities’ to provide them with a guaranteed level of

income throughout their retirement years.

Of particular interest from the point of view of the UK Housing Review is the

speculation that this could result in a surge of retired households using their

pension savings to invest in private rented housing. While in theory this could

happen, it would first require the retiring households to take their funds out of

their pension schemes, at which point they would become liable for income tax,

and should they choose to take out all of their fund in one go then much of that

fund will inevitably become liable to income tax at the higher 40 per cent (and 45

per cent) rates. 

More likely is that the retiring households, rather than purchasing an annuity, will

transfer their funds into ‘flexible drawdown’ pension schemes. These schemes

provide households with the freedom to draw down from their fund at will over

time, but also act as a continuing investment vehicle, and are likely to expand

rapidly under the new pension rules. 

Currently those schemes typically operate with a range of lower- and higher-risk

investment portfolios. With the additional monies now coming into this market,

Table 2.6.3 HM Treasury and Scottish stamp duty reforms compared

Duty rates applied to values HM Treasury regime Scottish regime

over each threshold level (threshold values) (threshold values)

0% Up to £125,000 Up to £145,000

2% £125,001 – £250,000 £145,001 – £250,000

5% £250,001 – £925,000 £250,001 – £325,000

10% £925,001 – £1,500,000 £325,001 – £750,00

12% £1,500,001 and over £750,001 and over

Source: HM Treasury and Scottish Government.
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one possibility is that such funds may start to include investment in packages of

private rented housing as one investment option. It is, however, a matter of

speculation whether this will appeal to the retired households with options about

the form of investment portfolio they seek for their pension scheme, given that it

has hitherto failed to appeal on any scale to the institutional investors controlling

the funds that provide annuities. 

The end of an era of council housing subsidy regimes
The English housing revenue account subsidy regime was abolished at the end of

the 2011/12 financial year, and following a massive debt restructuring exercise

(which netted HM Treasury some £7.6 billion), local authorities in England can

now plan ahead with much greater freedom, although still artificially constrained

by borrowing caps. Subsidy regimes do continue in Scotland and Wales, although

the Welsh subsidy regime is also now due to be abolished at the end of the current

financial year. 

Some of the issues arising from these reforms were discussed in this Chapter last

year. Along with the data on the final year of the current Welsh HRA regime, and

the payment made to HM Treasury to permit the ending of the current ‘negative

housing subsidy’ arrangements in Wales (Compendium Table 77), next years’

edition of the Review will aim to provide a new comprehensive analysis of the

economic and public spending impacts of government interventions in public and

private sectors of the UK housing market, that takes into account these new

regimes for council housing finance.
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