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CAUGHT IN A TRAP
Who is actually paying the extra Stamp Duty?

T

he 2015 Autumn Statement saw the
government announce another change to the
Stamp Duty regime – this time aimed at landlords
and second home owners. For the first time,
someone who only owns one home is treated
differently to someone who owns more. The
government’s aim was to stop people ‘buying homes
to let, and squeezing out families who can’t afford
to buy’. Official statistics show that in the first three
months since the change was introduced, 11% of
homes sold in the UK attracted the surcharge. That
increased to 19% in the third quarter of 2016 and to
22% in the fourth. Countrywide sales suggest that
the proportion of buyers paying the surcharge will
settle at around a quarter.
That is a large proportion, so who exactly is paying
up? With the surcharge firmly aimed at investors,
it’s not surprising that landlords are the largest
group of people paying the higher rates. Over the
first nine months they accounted for 60% of the
sales liable for the surcharge, equating to 89,640 of
the 149,400 transactions liable for the higher rate.
While the number of homes bought by landlords
dropped sharply when the new charge kicked in,
they have increased as a proportion of all sales in
every subsequent month.
However, 40% (59,760 homes) of those paying the
surcharge aren’t landlords and had to pay an extra
£8,560 in Stamp Duty on top of what they would
have previously paid. The largest, 21% (31,374
homes), are owner occupiers who are yet to sell
their original residence. For some, paying the extra
Stamp Duty will be a short term outlay that they will
recoup when they sell their current main residence
within three years. But others have chosen to hold
onto what was their main residence and will not
receive a refund.

But 40% (50,760 homes)
of those paying the
surcharge aren’t landlords
and had to pay an extra
£8,560 in Stamp Duty on
top of what they would
have previously paid.

Therefore second home buyers make up 9%
(13,446 homes) of people paying the extra 3%,
but it has made little difference to their behaviour.
That’s probably because the decision to buy a
second home often isn’t purely based on finances
and because people tend to hang on to second
homes for a long time.
Small developers, those buying homes to do up
and sell on, make up 8% (11,952 homes) of the
purchases paying the extra 3% Stamp Duty. Given
their inability to spread the higher rate over a
longer period, these micro developers have been
the buyers hardest hit by the higher rates. Across
the country as a whole their numbers are running
at around half the levels they were. In London,
where in cash terms the additional Stamp Duty is
mostexpensive, the number of people buying homes
to do up and sell on is down by two thirds.

The final 2% (2,988 homes) of people paying the
extra Stamp Duty are parents and relatives buying a
home with their children. For some, having parents
on the deeds is what it takes to make the purchase
affordable while for others the home is bought by a
parent for their children to live in.

Buyers paying the 3%
Stamp duty surcharge...

It’s clear that the Stamp Duty surcharge has caught
more people than the government envisaged and
has raised almost twice as much as first thought.
But it also acts as a disincentive to buy and sell.
Landlords are now thinking much harder both about
buying and selling, with the cost of replacing a sold
home now substantially higher.

Of which...
22%

60%

LANDLORDS
OWNER OCCUPIED NOT
SOLD MAIN RESIDENCE
SECOND HOME
DEVELOPER
BUYING WITH A CHILD

Number

Number
(%)

Value
(%)

Total additional
Stamp duty paid

Landlords

89,640

60%

58%

£696,000,000

Owner occupiers not
sold main residence

31,374

21%

22%

£264,000,000

Second home

13,446

9%

9%

£108,000,000

Developer

11,952

8%

10%

£120,000,000

Buying with child

2,988

2%

2%

£24,000,000

Source: Hamptons International
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ECONOMY
How do you feel?

S

entiment is really important to the economy
- and its housing markets - because it affects
people’s behaviour. When everything is good and
people and businesses feel confident, they spend
more money, buy and sell houses or invest more in
their products, factories and workforce. That leads
to more production, more jobs, higher wages and
consequently helps the economy to grow. But when
confidence disappears things can go into reverse.
Consumer confidence is particularly important
because consumption makes up around 60% of
the economy. Changes in consumer behaviour
therefore, have a big effect on economic growth.
Looking at consumer confidence data can give us
advance warning of likely changes in economic
growth – and housing market sentiment too as
changes in consumer confidence tend to be reflected
in housing market activity about six months later.

The trend in consumer confidence has been falling
since its peak in mid-2015, although it remains
just above its long-term average. That helps to
explain why consumption over the summer was
so resilient. But since October the softening has
gathered pace and is now reflected in consumers’
spending behaviour as higher prices of imported
goods, affect food and transport costs and hit
households’ pockets. That has affected retail sales,
which saw the first fall since December 2013.
The Chancellor is coming up to his next budget
on 8th March and will be keeping a close eye
on confidence. He is committed to keeping
public sector spending under control and may
have to raise some tax, but with confidence
already wavering he would be wise to steer
clear of squeezing households any more.

Consumer Confidence Index

Source: GfK Consumer Confidence & Land Registry
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INTERNATIONAL INVESTORS LOSE APPETITE
In 2016, the proportion of International buyers
in London fell back to 22% in Q4, from 29% in Q3.

I

nternational buyers lost their appetite for London
property in Q4 2016, which was driven by
falls in Prime Central London (PCL) where the
proportion of international buyers fell from 60%
in Q3 2016 to 41% in Q4. After the exchange rate
induced bulge in investing in London following
the referendum, international buyers are now
considering the wider risks facing the UK and global
economy and the potential for further price growth.
The fall in international buyers was also driven
by fewer EU, Middle Eastern, Chinese and Hong
Kong buyers. Although EU buyers still dominate
international sales in the capital, their presence
fell back in the last quarter, from 12% in Q3 to
8% in Q4 2016. Middle Eastern buyers make up
the second highest proportion, accounting for 3%
of buyers in Q4 2016. But in PCL, international
buyers are much more dominant. In Q4 2016,
EU and Middle Eastern buyers represented
10% and 5% of all buyers in PCL respectively,
down from 11% and 12% compared to Q3.

But the Central London market remains more
stable. International buyers continued to account
for 21% of buyers in Central London in Q4 2016,
unchanged from Q3 2016. In fact, the proportion
of sales to EU and Chinese buyers rose in Central
London by five and two percent between Q3 and
Q4 2016. Market turmoil in China may have cut
into buyers’ ability to buy the most expensive
homes, which may help explain the shift from PCL
into Central London to get more for their money.
Is it all because of Brexit? Although Brexit has led to
questions about the capacity for future price growth
in London, there are other factors at play. Sanctions
on Russia have limited the flow of outbound money
and buyers from oil-producing countries have also
been hit by lower oil prices. China imposed stricter
controls on outbound capital at the start of this year,
which is likely to dampen their buying activity in
2017. However currency movements are often the
biggest factor: demand from foreign buyers over the
year ahead is likely to be determined by exchange
rate movements, and it’s unlikely to be an easy ride.

Major Currency Movements Against the Pound

Source: BoE
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CASH IS KING
Cash landlords hit a record high.

H

istorically more landlords buy properties
with cash than owner occupiers, but their
behaviour tends to be far more erratic as it is driven
by commercial rather than personal motives.
According to Countrywide’s Lettings Index the
proportion of landlords paying in cash for a property
reached 61% in January 2017, the highest since
records began in 2007. Over the last decade the
proportion of landlords buying with cash has
steadily increased. In 2007, just 41% of landlords
bought a home without a mortgage, a figure which
peaked at 58% by 2010, before dropping back.
On average, landlords sell a home once every 17
years, which means as prices have increased, a
significant amount of wealth has built up in the
sector over time. This wealth is now fuelling cash
purchases. But policy changes are having an affect
too. The forthcoming tapering of mortgage interest
tax relief, which is being phased in from April 2017,

means landlords have less of an incentive to borrow.
Although not all of them will face a higher tax bill,
those in the higher rate tax bracket will. Given
the relatively good returns on property compared
with other assets, there is still likely to be interest
in buying - but less need to borrow as the tax
advantage disappears. So we might expect to see
more cash activity throughout 2017.
London landlords are most likely to use mortgage
finance, simply because of higher prices, while
those in the North of the country are most likely
to fund their purchase with cash. However it’s not
just a regional story - cash purchases drive the top
and bottom of the rental market with the middle
dominated by mortgaged purchases. Over the last
year almost two thirds of homes (65%) costing
less than £125,000 were paid for in cash. Closely
followed by the 64% of landlords who paid cash for
homes costing £1,000,000 or more.

Proportion of Landlord Purchases Paid for in Cash

Source: Hamptons Research
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STAT OF THE MONTH
London neighbourhoods that have never
seen a home sold for more than £1 million:

N9

IG7

N18
IG6

RM5

IG5
IG4

RM6

IG2

RM7

E10
UB5

RM8

E20
E13

RM10

IG11

RM12

RM9

E6

RM13
SE28 DA18
SE2

DA17

DA8

DA16
DA6

DA1

Source: Hamptons Research & Land Registry
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