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Since the FT piece appeared on 1 September 2025, see expanded version, many questions have
been raised. It is inevitable that a column restricted to under 650 words leaves out helpful
explanation. This Q & A aims to clarify the policy - which proposes to reform Council Tax for
the top two valuation bands - and address any questions or misunderstandings found in the
commentary to the FT piece.

Q1: Surely the council tax is not a property tax but a payment for council services such as bin
collection, and Britain should not tax property?

This was the essence of Mrs. Thatcher’s argument for a poll tax. However, bin collection is only a tiny
fraction of current council spending. I would not be opposed to a separate local bin tax like Italy’s based
on the number of occupants and space in the property. The majority of council spending is for social
care for both adults and children, followed by education, housing, and transport. Most developed
countries, such as the US, have annual property taxes, and usually proportional to value. Indeed, the
OECD argues in favour of greater reliance on proportional annual property taxes rather than transactions
taxes (like stamp duty tax) that impede labour mobility and productivity growth. I see property tax
reform as just one element in a four-part policy package aimed to improve housing affordability and
promote growth prospects.?

Q2: Can you explain your novel scheme of deferment for pensioners?

Deferral schemes in other countries are based on cumulating a tax debt with interest charges, to be paid
off when the property is sold. However, take-up is remarkably low, probably because of complex
eligibility restrictions, and worries that possibility of high interest rates and lower house prices might
leave little when settling the debt.

YThe author is Professor of Economics at Nuffield College and Co-Director of Macroeconomics and Finance at
the Institute for New Economic Thinking, Oxford. The author is grateful to Aloysius Lip and Phillip Inman for
raising searching questions, to Michael Dent for data on transactions, to Abi Shaw for data advice, and to Stuart
Adam, Lucian Cook, James Fry, Miles Gibson and James Howat for helpful discussions. He is grateful to Janine
Aron for invaluable help.

2 See “Holistic policies to tackle the UK ’s housing crisis—and improve growth prospects’ in
https://journal.thebritishacademy.ac.uk/articles/13/2/a26
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These risks are eliminated in my simple equity-based deferral scheme, first proposed in Muellbauer
(2018). Every pensioner household would have the right to defer the property tax, but at a slightly higher
rate (0.6%) than a cash-payer. The tax authority would register a proportionate claim at the land registry
equal to the unpaid tax for each year deferred. This would be settled when the property was sold or
transferred. For example, with a 0.6% tax, after 10 years of deferral, the property owner would retain
94% of the then-current value of the registered property title. This ‘proportion of equity’ deferral
proposal is easy for taxpayers to understand. It would involve just ticking a box on the property tax
form requesting deferral, without a means test, and without complex interest rate calculations.

Q3: Is the proposed wealth tax on the top two Council bands in addition to council tax?

No. My proposal is really a straightforward reform of council tax, but applying only to bands G and H,
for political traction and ease of revaluation (about 1million properties). It requires revaluation at market
prices and then charging 0.5% per annum of value to be collected nationally (and charging 1% tax to
foreigners and for second homes). The deferral option, discussed above, is vital for cash-poor but asset
rich homeowners.

Q4: Is the proposed wealth tax envisaged to be on top of the existing stamp duty tax?

No. Stamp duty tax would be reduced to low rates if my proposed property tax was implemented. I am
suggesting a maximum stamp duty tax rate of 5% on bands G and H properties, as a major compensation
for their higher annual property tax.

If a potential buyer plans to retain a property for 10 years, the fotal bill from an upfront stamp duty
payment, plus the 10-year total of council or property tax payments, can be compared with the status
quo (i.e. the current regime of high stamp duty tax and low council taxes). Taking the annual average
of this total bill over 10 years and then dividing by the value of the property, will yield a tax rate. One
can then compare the percentage tax rates, as illustrated in the example below.

The two taxes need to be considered together.

Example

Consider a band H home worth £4 million which is a primary residence and not foreign owned. Assume
this home is assessed at £5000 per year in council tax. Take the case of a potential buyer who plans to
trade every 10 years. Currently* stamp duty would amount to £393,750, which is £39,375 per annum,
averaged over ten years. Combining an averaged year of stamp duty and a year of council tax, gives a
combined annualised tax rate of 1.11%.

Under my proposal, with a maximum rate of 5% on stamp duty (retaining the current allowances), stamp
duty would be £190,000, or £19,000 per annum, averaged over ten years. Adding the 0.5% property tax
per annum, gives combined annualised tax rate of 0.975%. Such a buyer, trading every 10 years would
be better off.

If this £4 million home was a second home and not a primary residence, it would currently** be subject
to a 5% additional premium on stamp duty (above a previous premium of 3%) giving a total figure of
£593,750, which is £59,375 per annum, averaged over ten years. Adding a year of council tax gives a
combined annualised tax rate of 1.61%. If a 100% surcharge was applied by a council for second homes,
the annualised rate would rise to 1.73%.

Under my proposal, with a maximum rate of 5% on stamp duty and retaining the current allowances,
stamp duty plus a 1% per annum property tax would give a combined annualised tax rate of 1.5%. A
buyer trading every 10 years would be better off.
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* Current rates of stamp duty for primary homes (first-time buyers have greater concessions) are: up to £125,000:
0%; the next £125,000: 2%; the next £675,000: 5%; the next £575,000: 10%; and the remaining amount: 12%.
**Current rates of stamp duty for second homes are: up to £125,000: 5%; the next £125,000: 7%; the next
£675,000: 10%; the next £575,000: 15%; and the remaining amount: 17%.

Similar calculations for a £1.5 million band G property suggest that under my proposal the annualised
tax rate would be very slightly higher than under the current regime. With planned holding periods of
longer than 10 years, the contribution of the stamp duty element to the overall average tax rate declines.
And the contribution of the annual tax rate under my proposal increases. The opposite holds for shorter
planned trading periods.

The key point is that the proposed cut in stamp duty provides a great deal of compensation for potential
buyers, especially the more frequent traders, against the increase in the proposed annual property tax.
Arguably, this offers too much compensation. The proposed annual property tax is proportional. The
stamp duty tax is very steeply progressive. Consideration should therefore be given, when eliminating
the most progressive parts of the stamp duty tax regime, to adding a progressive element to the proposed
annual property tax. This would amount to an extra tax, perhaps 0.5%, on the excess of property value
above £3 million.

QS: Is your proposal unfair to those with homes in lower bands (especially outside the South) who
would pay more as a fraction of value than, say, band F properties in many parts of London and
the Southeast?

I have long been sympathetic to Fairer Share’s campaign for a proportional property tax to replace all
bands in the current council tax and to lower the rates of stamp duty tax. However, the politics of
wholesale reform are fraught, and stepwise reform is more achievable. Moreover, revaluing all
properties, rather than just the upper two bands (around a million properties), would be very time
consuming. The government may only have one term in office. The government needs to initiate
reforms that can be well embedded in the lifetime of this parliament. The reform of the other council
tax bands should progress gradually thereafter. This should be popular as, for example, a primary band
F home in Gateshead valued at £500,000, currently paying around £3,720 in council tax, would pay
£2,500 with a 0.5% property tax.

Q6: Is your proposal unfair to those in band G properties in left-behind locations compared to
band F and even band E in the South?

Some of the lower priced band G homes in left-behind locations in England with high council tax rates
could see a fall in bills, with only moderate increases for the average band G homes in such places. The
fact that some properties in bands F and even E in the most advantaged parts of the South might be
paying less as a fraction of value illustrates the extreme unfairness of the current council tax system.
The reform proposed addresses only the most egregious part of the unfairness. But note that cash-poor
pensioners in left-behind places would also benefit from the simple deferment option under my scheme,
see Question 3.

Q7: Why do you want to tax property including buildings in addition to the land they sit on -
many economists prefer land value taxes?

In an ideal world, I would favour a split-rate property tax that I call the ‘Green Land Value Tax’. This
would tax land more heavily than buildings, but buildings with low carbon emissions would receive
substantial discounts, to reflect the huge damage of carbon emissions from housing on the global
climate. I see my current proposal, which includes a tax on high values of agricultural land and
unoccupied land, as a first, and a politically feasible step, towards that longer-term goal.
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Q8: Why not simply add some extra tax bands at the top, as in Wales, and leave the rest of council
tax unchanged?

Wales is undergoing a revaluation of properties, and the Welsh government has chosen the route of
adding bands near the top of the distribution, rather than working with current property values (which
is the standard practice in most countries). Adopting extra bands means that, as a proportion of property
value, the highest priced properties in the top band will still pay less tax than the other properties in the
top band, and a lot less than those in lower bands, which is unfair. The argument for extra bands appears
to be that they may result in fewer valuation appeals than point valuations. I think this is wrong, and
economists at the Institute of Fiscal Studies (IFS) agree. An owner whose home is below the average
value for the band, especially when near the lower end of the band, will feel aggrieved and be likely to
appeal as the financial cost of being wrongly classified one band too high can be great, especially where
bands are wide. By contrast, if tax reform is based on the value of the property rather than the band, a
5-10% error in being valued too high has relatively small financial consequences. Moreover, in the UK,
where a high official valuation gives advantages in access to equity withdrawal and in resale
opportunities, it is far from obvious that an owner would appeal a 5-10% suspected over-valuation,
when there is always a margin of uncertainty around any point valuation.

Q9: Under your proposal, the tax on band G and band H properties would be paid by the owner
rather than the occupant. Wouldn’t landlords just pass on the higher tax in higher rents?

In the short run, landlords could try to pass on the tax in higher rents. However, there are good reasons
to think that in the medium run they will not succeed in passing on high proportions of the tax rise.
Many properties, especially foreign-owned properties, are under-occupied. Rental supply is likely to
increase as owners seek new revenue to help meet the tax bill, putting downward pressure on rents. If
local property prices fall slightly as a response to the proposal, and stamp duty tax is lowered, then
owner-occupation will become a more attractive alternative to renting. This will further contribute to a
downward pressure on local rents.

A further important point concerns expensive houses which could be converted into multiple flats and
rented out. For example, assuming a 0.5% tax rate under my proposal, a house worth £4 million and
with a single tenant, might see a four-fold increase in property tax (from the current level of £5000 p.a.
to £20,000). Given the regressive nature of council tax, the same house split into four flats in band F
would pay £3610 per flat, a total of £14,440 but paid directly by the tenants. In this case, even if the
landlord succeeded in passing on the total increase in the property tax, the percentage rise in rents would
be far less than if one tenant rented the whole house.

Q10: Why do you think that top end property prices are likely to fall? In Kensington and Chelsea,
house prices apparently are already at their lowest level since 2013.

As Lucian Cook of Savills argues, the prime London residential market has been depressed by the
dramatic increases in stamp duty tax rates since 2012, the crackdown on corporate avoidance, greater
transparency on the registration of beneficial ownership, higher interest rates and geo-political factors.
However, this decline in prices followed many years of house price outperformance. How the housing
market would react to the implementation of my proposal cannot be forecast with certainty. It depends
on the size of the cut in stamp duty tax rates. In the examples with a top stamp duty rate of 5% discussed
in the reply to Question 4 above, some owners would be better off, depending on how often they trade.
Many owners would be only a little worse off. That would suggest only a moderate fall in top-end
property prices. It also depends on whether and how potential credits against future tax liabilities would
be implemented for recent purchasers who paid high stamp duty tax rates.
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Q11: Why should the UK government not worry about a fall in top-end property prices if it
occurred?

The usual concerns raised about a fall in house prices include: (i) the possibility of a risk to financial
stability if significant negative equity were to arise; (ii) a reduction in demand in the economy because
of reduced access to equity release by wealthy owners; and (iii) a fall in luxury construction as builders
face lower sales prices. Given the narrow range of properties affected, the risk to financial stability can
be dismissed. Somewhat lower spending by the wealthy should not be an issue when the government is
trying to shift demand in the economy towards investment relative to consumption. A fall in the
construction of luxury homes for the wealthy would be welcome as it would free resources in an industry
with constrained capacity for building more appropriate homes, including for social housing.

Q12: Is this proposal going to add to the exodus of high value non-doms from the UK and hence
reduce the tax base?

Non-doms tend to be internationally mobile and value flexibility. Many will see a lower stamp duty tax
regime as offering a greater benefit than the cost imposed through an annual property tax, because of
the greater flexibility associated with lower transactions taxes. A government with a more holistic
approach to economic policy might have approached the non-dom reform issue differently. Many
departing non-doms have chosen to relocate to Italy, where a flat tax, now euro 200,000, is applied to
non-Italian personal income. Italy also has a property tax on luxury homes and second homes. I believe
that imposing inheritance tax (IHT) at UK levels on non-doms was unwise and probably the main reason
for the ‘flight of the millionaires’. A more generous UK non-dom tax regime, especially on IHT, but
compensated through the proposed property wealth tax might have achieved better net revenue
outcomes. Non-doms classified as long-term residents are liable for IHT on world-wide assets. Even
now, a softening of the rules on IHT for non-doms’ non-UK assets might be beneficial for net tax
revenue in the UK.

Q13: If many retired owners defer, won’t there a problem with the cash tax revenue flow being
lower than you suggest?

The initial cash flow of revenue will be affected by the rate of deferments. However, revenue flows will
stabilise over time as properties are sold or become part of the estates of the deceased. The higher basic
tax rate of 0.6% for those deferring, compared to 0.5% for cash payers, should discourage deferment
by those possessing sufficient cash to pay the tax. The higher basic tax rate of 0.6% is also designed to
make the present value of the stock of outstanding tax liabilities approximately equivalent to the up-
front cash equivalent (under plausible assumptions). Financial markets which price government debt,
and the Office for Budget Responsibility (OBR) which monitors government finances over long
horizons, should be able to anticipate the timing issues and not regard the initial revenue shortfall as a
problem.

Q14: You argue for a reduction in the top rate for stamp duty to 5%. Won’t that reduce stamp
duty revenue from band G and band H properties, and hence the overall revenue gain for
HMRC?

Band G properties account for 3.54% and band H properties 0.60% of the stock of properties in England.
An indication of the discouraging effect of high rates of stamp duty on transactions is shown by data
from Michael Dent of PropertyData.co.uk. In the last 18 months of transactions, classified by council
tax band, there were only an estimated 2.1% of transactions in band G and 0.3% in band H, far lower
than their share of the stock of properties. Nevertheless, transactions in these bands necessarily
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accounted for a high fraction of stamp duty revenue. In 2023-24, the last year for which data are
available for residential stamp duty figures categorised by price bands, total stamp duty receipts in
England were £8.515 billion. Almost a quarter of the receipts came from properties costing £2 million
or more. It is plausible to suppose that around one third of stamp duty revenue arises from band G and
H properties, amounting to perhaps £3 billion in the current year.

How will revenue from bands G and H be affected by combining my annual property tax and proposed
cut in the maximum marginal rates of stamp duty (from 12% for primary homes and 17% for second
homes to 5% for each)? High marginal rates, the norm since 2014, have discouraged transactions in
expensive properties and encouraged owners to remain and invest in their properties. The sharp increase
in the annual property tax (though with a deferment option for pensioners) should result in significant
rearrangements of property portfolios, including downsizing in under-occupied expensive housing. A
rise in the desire to transact, combined with a sharp cut in the cost of doing so, is likely to lead to a large
jump in transactions volumes.

With the cut in stamp duty, revenue per transaction will fall, but the volume of transactions will rise
sharply. For a £4 million primary residence in band H, see Question 4, the stamp duty rate is currently
9.84%, but falls to 4.75% under my proposal. Hence, just over a doubling of transactions frequency
would keep revenue constant. For a £1.5 million band G house, transactions frequency would have to
rise by under one third to maintain revenue. For the highest priced second and/or foreign-owned
properties, where the stamp duty rate is nearly 17%, a fall to 5% would require a trebling of transactions
frequencies to keep revenue constant. These properties would see the most radical rises in the annual
property tax and the desire to transact would be at its highest. With a pent-up desire to transact after 10
years of the currently high marginal stamp duty regime, it is plausible that a rise in transactions
frequency might offset the lower revenue per transaction, even in the upper reaches of the market.

However, even with a small fall in stamp duty receipts from bands G and H alone, overall stamp duty
revenue could still rise. Purchases of houses in bands G and H by homeowners in lower council tax
bands will be catalysed by far lower stamp duty costs, more liquidity in the market for band G and H
properties, and a moderate fall in their prices. Bands below bands G and H account for roughly two
thirds of overall stamp duty revenue from residential properties in England. When homeowners in lower
bands sell to move up the housing ladder, transactions volumes will rise and raise stamp duty receipts
(stamp duty rates for these bands will be unchanged).

There are two other sources of compensating tax revenue. Increased capital gains tax receipts give a
further compensating rise for total government tax revenue, from higher transactions volumes of buy-
to-let properties in bands G and H. A third source of compensating tax revenue arises through high-end
estate agents (such as Savills, Knight Frank and others), with raised corporation tax receipts on their
profits. Given the relatively fixed costs for such businesses, a jump in transactions will result in a
disproportionate increase in profits.

In summary, relative to the revenue gains from the property tax reform for bands G and H, the downside
risk looks immaterial. Even in a worst-case scenario, where the total annual stamp duty revenue of £3
billion from band G and H properties falls by £1 billion, due to the compensating revenue gains above,
the plausible overall revenue loss will be far lower than £1 billion.

Q15: How robust is your estimate of a net potential revenue gain of up to £9 billion under your
proposal?

This is a simple question, but complex issues of valuation are at the heart of an answer.

Council tax receipts from band G and H properties in England in 2025-6 are expected to be around
£3.75 billion (details in the reference below). To estimate the potential revenue gains requires a

comparison of the current receipts with the estimated revenue from my proposed 0.5% property tax
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(which rises to 1% for second properties and foreign-owned properties). A separate document sets out
my revenue estimations on various assumptions.

The first estimation uses transactions-based valuations, but these data necessarily understate valuations
of the housing stock (data provided by Michael Dent of PropertyData.co.uk). This estimation finds that
estimated revenue amounts to £6.4 billion, above current receipts. When adding a surcharge on
properties valued above £3 million, see Question 4 above, the estimated revenue then rises to £7.3
billion, above current receipts.

The second estimation uses more plausible assumptions for the average values of properties in the top
two bands. The revenue figures then rise to £7.9 billion, and £9.2 billion (i.e. when including the
surcharge), above current receipts.

Reference:

John Muellbauer. 2025. “Potential revenue gains from reforming Council Tax for bands G and H
properties.” INET, Oxford. 14 September 2025.
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