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In this issue we focus on:
l		Stamp Duty Land Tax – A Good Idea?

Now that we’ve all managed to file our Tax Returns I thought I’d give a bit more attention to the  
Chancellor’s surprise £3.8 billion Stamp Duty raid on the property market.

The 3% additional Duty, payable on the purchase of a second home doesn’t, on the face of it, sound too 
damaging. After all, aren’t holiday homes the blight of many a seaside community? And how many rural 
villages are incapable of retaining their young people because of house prices, inflated by those of us who 
fancy a “little place in the country?”

You might wonder about the Chancellor’s political leanings – but you can’t deny the astuteness of his 
surprise tax raid.

Of course not all ‘second homes’ are actually anything of the sort. A great many are ‘buy to let’ urban 
properties, occupied as a first home by the tenant. In our zero interest rate economy, the yield on ‘buy to 
let’ property has accelerated both interest and participation in this seemingly foolproof area of investment. 
Demand is strong, rents are high and property value just keeps rising. Even better than a pension then? 
We’ll come back to that.

The Chancellor’s claimed justification for his Stamp Duty tax raid was his decision to double the  
government’s Housing Budget – to fund more ‘Help to Buy’ and ‘Starter Home’ schemes. It seems that 
£2.3 billion is to be spent on supporting the building of 200,000 cost discounted Starter Homes over the 
next four years – with the developers trousering the 20% discounts to which eligible first time buyers will 
qualify. Additional funds will also be channelled into an expansion of the ‘Help to Buy Shared Ownership 
Scheme’ and the ‘London Help to Buy Scheme’, where the Government will increase its loan offer,  
from 20% to 40% of property price.

Using taxpayers’ money to subsidise the housing market was an economic policy first introduced in 1969 
by the then Chancellor, Roy Jenkins, to encourage home ownership. At that time, mortgage interest rates 
were at 8½%, income tax was 8s 3d (41½p) in the pound and inflation was running at 5½%. Full income 
tax relief was granted on all mortgage interest – effectively reducing the interest cost to 5%. The housing 
market responded with modest growth and a steady pick-up in prices, until the economy fell over at the 
end of the 1970s. Successive Governments then played with the stimulus of mortgage interest relief at 
source (MIRAS) until its progressive withdrawal from 1991.

Three years ago George Osborne brought subsidies back to the housing market – not as tax relief but as 
Treasury funded mortgage guarantees, to help those with insufficient funds to clamber onto the property 
merry-go-round. These guarantees were followed up by Treasury loans and now with full-blown ‘discounts’ 
paid to property developers.

Politically adept, no doubt – but economically inept? We all know that a stable housing market seems to 
be a pre-requisite of domestic economic growth. Housing transactions generate a splendid cost-free 
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income for the Treasury, whilst stimulating economic activity across wide sections of the economy.  
House purchase is also the one area where ‘borrowing’ has normally made sense and can even justifiably 
carry the label of ‘investment’. 

Everyone who’s become a property owner since 1991 may look upon property investment as an  
unqualified success story – marvelling at the growth in house prices and at the level of personal wealth 
that this seems to confer. But those of us with longer property owning experience will know all about the 
downsides of property ownership – the unseen maintenance costs, the impact of damaging planning  
decisions and the potential disaster of ‘negative equity’.

Since the 1960s we’ve endured property crashes in 1979, 1989 and 2008. Crashes are an inevitable and 
necessary correction to a market that’s peddling the air – although the developing crash of 2008 was 
bought off with taxpayers’ cash before hitting the deck. Government interest rate intervention slashed 
mortgage servicing costs and actively discouraged repossessions. The result was a 20% blip, after which 
the market resumed its upward grind.

Now, I’ve no doubt that the Chancellor’s latest give-aways (of our money) will doubtless continue to 
breathe life into a housing market that not only defies gravity but should have been put into recycling some 
years ago. Proof of this lies in the cry for ‘affordable homes’ – as though such a thing was entirely different 
from any other first-time-buyer property. Shared-Ownership is another misnomer – because ownership 
control remains with the freeholder – not the part-purchaser. And finally, the very need for ever greater  
taxpayer support – in a near zero interest rate climate – demonstrates just how detached from reality  
property prices have become.

So, by manipulating both the economy and the property market – and by engineering an interdependence  
between them, the Chancellor has manoeuvred both into a position of great peril. The depth of the country’s 
indebtedness guarantees that higher interest rates must come. The loan to income ratio of new borrowers 
over the last 5 years is, at nearly 5 x disposable income, a historic high – that compares painfully with the 
3 x limit that use to apply before 2008. The current extraordinarily high exposure to debt means that as 
interest rates increase, debt servicing costs rise exponentially.

And for what? In the cities the tight property market means that landlords will pass their higher costs on; 
the small single property landlords will suffer an investment hit and fewer properties will find their way onto 
the buy to let market. Meanwhile, young families looking for a home won’t be helped one jot. Good for the 
Treasury perhaps – but of little use to anyone else.

It’s no surprise that the Bank of England’s Monetary Policy Committee is fearful of the effect of any interest 
rate increase. It’s no surprise developers need to be bribed before they’ll commit to house building. 
And it’s no surprise that George’s Budget Deficit continues to pile up the debts for our children to pay off. 

They’re going to have a job on. We had best leave ‘em something to get by on! 

 Geoffrey Stait 
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