UK housing market at risk as Chancellor's tax plans threaten stability
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Chancellor Rachel Reeves faces a strategic crossroads in her approach to the UK housing market as she seeks to raise an additional £30 billion in tax revenues or spending cuts in the upcoming Budget. Among the ideas circulating within the Treasury is increasing taxes on high-priced homes, targeting wealthier homeowners in an attempt to balance the books. However, evidence suggests this course of action may backfire, weakening the housing market and paradoxically leading to lower tax revenues.
The upper-tier property market, especially in London, is already showing signs of strain. According to data predating the recent tax speculation, prime central London has seen a significant slowdown, with a third fewer transactions and roughly 80% of homes selling below their asking prices, often at discounts averaging nearly 9%. The top-end of the market has experienced a 3.6% fall in selling prices year-on-year, a trend largely attributed to the departure of non-domiciled residents following changes to tax and residency regulations earlier this year. Anecdotal reports suggest some wealthy UK families have moved their purchasing power to more prosperous outer London areas such as Chiswick, Putney, and Richmond, where the market conditions are relatively softer.
While the exodus of around 75,000 non-doms has had localized effects, it is dwarfed by the broader population of affluent UK taxpayers—6.7 million households in the richest ten percent, holding an average wealth of over £1.2 million. Any move by the Chancellor to impose extra taxes on homes valued over £1 million could depress the top-end property market nationwide, with potentially wider economic consequences. The housing market plays a crucial role in shaping consumer confidence through the "wealth effect," where rising home values boost owner spending on goods and services, stimulating the economy. Conversely, a slump in property prices tends to depress spending and can trigger negative equity among recent buyers, damaging both social stability and economic vitality.
Current market data corroborates the fragile state of UK property. Halifax reports a mere 1.3% rise in house prices over the year to September 2025—the slowest increase since April 2024—and prices even declined month-on-month by 0.3%, contradicting economists' expectations of growth. This slowdown is attributed to economic uncertainty, borrowing costs, and widespread fear of prospective tax hikes. London recorded a minimal annual price growth of 0.6%, while regions like Northern Ireland showed stronger gains, highlighting persistent regional disparities. The stamp duty hike in April 2025, coupled with rumours about new taxes targeting properties over £500,000 and capital gains tax extensions to main residences, has further suppressed high-end sales, with demand for properties over £1 million dropping by 11%.
Financial experts have sounded warnings about the proposed tax reforms. For example, Coventry Building Society points out that replacing buyers' stamp duty with a seller's tax on homes above £500,000, instituting stamp duty instalment payments, imposing capital gains tax on primary residences, and expanding National Insurance contributions on rental income could constrict market mobility. Such measures might discourage owners—especially wealthier ones—from selling, reducing the available housing stock for first-time buyers and potentially hiking rents as landlords pass on increased costs. The ripple effects could particularly harm younger generations striving to enter the market, undermining intergenerational support mechanisms like the "Bank of Mum and Dad," which helped over half of first-time buyers with substantial financial assistance last year.
Despite these challenges, some market observers remain cautiously optimistic. Mortgage lender Nationwide projects a 2-4% house price increase in 2025, buoyed by expectations of lower interest rates and rising incomes that may ease affordability pressures. Meanwhile, the Bank of England's anticipated rate cuts—potentially lowering the base rate to 3.75% by year-end—could further support the housing market and aid first-time buyers. Nonetheless, these positive signs compete with ongoing concerns about more stringent taxation and the lingering effects of prolonged economic uncertainty.
The government’s recent overhaul of the tax treatment of non-domiciled individuals underlines its broader aim to create a more equitable tax system by replacing domicile-based reliefs with a residence-based regime. These changes, effective from April 2025, are designed to attract talent and investment but have already contributed to shifts in London’s luxury housing market dynamics. The full impacts of these reforms on property values and economic growth remain uncertain but warrant close scrutiny as Chancellor Reeves formulates her fiscal strategy.
In sum, the evidence suggests that aggressive taxation of high-value homes risks destabilising the upper segments of the housing market. Given the interconnectedness of property prices, consumer confidence, and economic growth, policymakers face a delicate balancing act. While the government’s need to increase revenues is clear, moves perceived as punitive to property owners could ultimately undermine the very fiscal objectives they aim to achieve. As the housing market remains fragile, the Chancellor would do well to tread cautiously, for a market crash could reduce tax receipts rather than bolster them.
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