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Politicians have recently discovered a group whose concerns they are taking more
seriously than they used to: first-time buyers. Following the house price boom of the
past fifteen years, even flats and small starter homes have become so expensive that
many young families are finding it increasingly difficult to make their first steps onto the
property ladder. So-called ‘key workers’, low-paid employees within the public sector
like nurses, fire-fighters and policemen, are also struggling to purchase the kinds of
houses that their colleagues just a generation ago could have afforded. The property
ladder has lost its bottom rungs.
Britain’s housing affordability crisis has a great deal to do with the
unresponsiveness of supply. An increased demand for housing resulting from changing
demographics, increased longevity and some international migration has not been
accommodated because the British planning system has acted as a barrier against
more development. In a series of reports, Policy Exchange has shown the
consequences of this policy.
But apart from rising house prices, first-time buyers have also been hit hard by the
burden of taxation and regulation that is associated with moving house. Buying a
property has become more expensive in recent years thanks to increases in stamp
duty rates and the fact that stamp duty varies with house prices. Obviously, this has
been a very welcome development for the Chancellor of the Exchequer.
The total amount of stamp duty from residential property transactions only
amounted to £675 million in 1997, a negligible quantity in the national government’s
budget. By 2006 this figure had risen to £4.6 billion. In other words, there has been a
massive tax increase for property transactions over the past decade. Two factors
contributed to this development: house prices went up, but this increase was not
accompanied by a commensurate change in stamp duty thresholds. First-time buyers
are the most affected by rising house prices. In 1997 the average house price for firsttime buyers was £43,654 and, therefore, below the £60,000 threshold for stamp duty at
the 1% rate. By 2007, the average house price for first-time buyers had gone up to
£145,801 and thus above the £125,000 threshold for stamp duty at the 1% rate.
So while it is welcome to hear politicians discussing measures to improve the
situation of first-time buyers, it is the same politicians who have made life harder for
them in the first place. House prices cannot be directly influenced by politicians, but the
amount the government takes from first-time buyers through taxation can be controlled.
In this Research Note we will show how English first-time buyers have been
affected by stamp duty in the past decade. In order to do this, we have collected data
for the prices of typical starter homes for every single year and then calculated the
applicable stamp duty using the stamp duty rates which were in place at that time.
Based on this data we assess how the situation of first-timers has developed.
Unfortunately, we find that the stamp duty regime has aggravated Britain’s affordability
crisis and made life harder for first-time buyers.
If the Government wants its actions to match its rhetoric, it should consider cutting
stamp duty substantially or at least exempting first-time buyers from it. This would help
young families for whom the aspiration to become homeowners has all too often
become an unachievable goal.
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First-time buyer stamp duties:
A regionally imbalanced picture
It is well known that house prices vary substantially throughout England. But when it comes to stamp duty, the
same thresholds and rates apply in every part of the country. As a consequence, the average first-time buyer may
have to pay a substantial stamp duty bill in one part of the country while in another first-time buyers are not affected
by stamp duty at all because their properties are valued below the threshold from which stamp duty has to be paid.
However, as thresholds vary, it is possible that they have to pay stamp duty in one year, become exempt in the next
year and then have to pay again in the following year once house prices have risen above the threshold again.
The table below shows how much stamp duty the average first-time buyer had to pay in different regions over
the past decade.
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The figures were calculated using the Nationwide house price index for first-time buyers. The average figures
were taken for the first quarter of each year and then multiplied with the applicable stamp duty rate.
A major change took place in 2005 which raised the threshold from £60,000 to £120,000. This explains why from
2006 average first-time buyers in four regions did not have to pay stamp duty any more. For the other regions this
did not have an effect, however, as average first-time buyer property prices were already above the new threshold.
So, while stamp duty for first-time buyers in the North East, Yorkshire and the Humber, the North West and in the
East Midlands was de facto abolished, first-time buyers in the other regions continued to pay more in stamp duty
than ever before as house prices kept rising.
It is also worth noting that ten years ago, average first-time buyers were only affected by stamp duty if they
bought their first home in Central London. In the following years it spread from Central London to other regions. Last
year, Housing Minister Yvette Cooper stated that the average first-time buyers had to pay £1,500 in the third quarter
of 2005. This figure has further risen since.
Thus from being virtually exempt from stamp duty ten years ago, average first-time buyers now face a high tax
bill when buying their first home. This has added to the affordability problems cause by substantially higher house
prices.
The degree by which first-time buyers are affected varies. Essentially, where housing affordability is already a
big problem for first-timers, the situation is made substantially worse by stamp duty.
Sources:
Nationwide First Time Buyers house price index
HM Revenue and Customs
House of Commons Hansard, 18 Apr 2006 : Column 120W

First step onto the property ladder
more and more expensive
While stamp duty payments have increased substantially over the past years, other costs of moving home
have also gone up. This increase in costs is largely due to the fact that house prices have risen and many
supplementary costs are linked to them.
In 2000, for example, the average first-time buyer home sold for little more than £60,000 according to the
Nationwide house price index. At this price level, the Woolwich Moving Home Survey estimates that buying the
property would have incurred solicitor fees of £390, search fees of £70 and land registry fees of £101. In total, the
cost of buying this typical first-timer’s home would have been £561.
However, in 2006 the situation was quite different. By then, the average price of a first-time buyer’s home in
the UK would have gone up to more than £130,000. But at this price level, the amount of payable fees would have
increased as well. Solicitors would on average charge £529, the land registry fee would be £150 and search fees
stood at £207. Altogether, £886 in fees would have been payable, and of course at the higher price level, stamp duty
would now have been payable too.
So, rising house prices have not only
had a direct impact on affordability, as the
house itself becomes more expensive, but they
also have an indirect effect as they increase all
house-price related fees.
The Woolwich Cost of Moving Home
Survey calculated the overall effect that this has
on first-time buyers when one also considers
that a 5 per cent deposit on the house price is
paid upfront plus stamp duty. All of these costs
together would have been £4,698 for a typical
property in England in the year 2000. By 2006,
this cost had gone up to £9,113.
Again, the cost is highest where
house prices are highest. In Greater London,
first-time buyers are facing up-front costs of
£14,439, whereas in the North East this figure
only stands at £5,500 (see map).
By failing to control house price
inflation, the situation has become much harder
for first-time buyers. As a result, more and more
of them now have to rely on their parents even
to be able to make a deposit on their first
homes. According to a survey by Alliance &
Leicester, the average first-timer now receives
£17,677, while one in six parents are giving
more than £30,000 to their children.
Sources:
Woolwich Cost of Moving Home Survey 2006,
Nationwide First Time Buyers Index,
Alliance & Leicester Mortgages
movingimproving index
Cost of buying for first-time buyers (5% deposit,
solicitors fees, stamp duty, search and land registry)
Source: Woolwich Cost of Moving Home Survey 2006

Recommendations
Housing is one of Policy Exchange's strongest areas of research. Our three-part
series on housing (Unaffordable Housing - Fables and Myths; Bigger Better Faster
More - Why some countries plan better than others and Better Homes, Greener Cities;
all authored by Alan W. Evans and Oliver Marc Hartwich) received wide coverage and
acclaim, and has had considerable influence on the political discourse on this issue.
The first report, Unaffordable Housing, was named “Pamphlet of the Year 2005" at
Prospect's Think Tank of the Year Awards.
Our work on housing coheres with our localist principles. Through rigorous
research and international comparisons, we demonstrate that Britain's old, small and
expensive housing is the product of a centralised and inflexible planning system. We
also suggest policy reforms that would give people the housing they want at prices they
can afford to pay, including the decentralisation of planning powers and linking central
government funding for local authorities to their population size, thus giving them an
incentive to attract more residents by offering good value housing.
We believe that housing means more than bricks and mortar or a roof over one’s
head. Housing has an enormous influence on the way we live and how we interact with
each other. Above all, good housing and especially home ownership is something that
most people aspire to. Polls regularly show that most of us wish to own our houses and
that the by far most popular property type is a house with a garden in a green and
pleasant environment.
Yet with past house price increases, this aspiration has become less and less
realistic for large parts of the younger generation. Limited land supply combined with
high demand for housing has led to property prices which prevent them from buying
their own homes.
But as we have shown earlier, property prices alone are not the only factor that has
now become a worry to many first-time buyers. There are lots of other costs associated
with buying a property, including bank fees, legal fees and stamp duty. Not all of them,
obviously, can be influenced by government. But where government does have an
influence on them, we believe that it should try everything to alleviate Britain’s growing
affordability crisis.
We therefore suggest that first-time buyers should on average not be
required to pay stamp duty on their property purchases. This was the case in 1997,
and we think it is time to go back to this situation. It could be achieved either by setting
the stamp duty threshold above the average first-time property price, or by exempting
first-timers from this tax altogether, as was done in the Republic of Ireland in June 2007.
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