Reeves considers higher property taxes amid UK housing market slowdown
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Chancellor Rachel Reeves is reportedly contemplating measures to raise additional revenue by increasing taxes on high-value homes, a move that could have profound implications for the UK housing market and the broader economy. The Treasury is said to be considering options such as higher property taxes on homes worth over £1 million and potential hikes in stamp duty. This strategy aims to target wealthier households amid a pressing need for an extra £30 billion in fiscal tightening through either spending cuts or tax increases.
Current market data illustrate that the upper end of the property market is already experiencing significant strain. In prime central London—a traditional stronghold for wealthy buyers—a glut of properties is on the market with transactions down by a third. About 80% of high-end homes reportedly sell below their asking prices, with average discounts around 9%. This has led to a year-on-year price decline of approximately 3.6% in central London. This downturn predates recent tax increase rumours and seems largely driven by the departure of non-domiciled residents following legislative changes affecting tax and residency status earlier this year. Anecdotes suggest that affluent domestic buyers are taking advantage of softer prices by purchasing in more prosperous outer London areas like Chiswick and Richmond.
The broader impact of non-doms leaving London is still being assessed, but the scale is limited compared to the roughly 6.7 million households in the wealthiest 10% of the UK population, each averaging over £1.2 million in wealth, half of which is typically held in property assets. Should Reeves pursue additional taxes on all homes valued above £1 million, it could dampen high-end property markets across the country, not just in London.
The housing market's condition has real consequences for the economy, given its role in consumer confidence. Housing wealth influences spending patterns through the "wealth effect," where rising home values encourage homeowners to increase their consumption, particularly of discretionary goods and services, thus stimulating economic activity. A vibrant housing market also generates economic ripple effects through associated industries like home improvements and furnishings. Conversely, a housing slump risks pushing recent buyers into negative equity and suppressing overall economic growth.
Recent data underscore these fragile conditions nationally. Halifax has reported the slowest UK house price growth since April 2024, with prices up just 1.3% year-on-year but slipping 0.3% in September 2025 alone—contrary to economists' predictions of modest gains. This slowdown is attributed to economic uncertainty, fears over further property tax hikes, and high borrowing costs, with London prices rising only marginally by 0.6% annually. Similar subdued trends were reported by Nationwide, though projections remain cautiously optimistic for 2025, expecting 2-4% growth driven by easing interest rates and rising earnings.
Tax reform proposals set to be unveiled in the upcoming budget add complexity and caution to an already cautious market. Suggestions include replacing stamp duty with a seller’s tax on properties over £500,000, introducing stamp duty instalments, and extending capital gains tax obligations to primary residences. Experts warn these changes could deter home sales, restrict the availability of properties, raise costs for landlords (potentially pushing up rents), and inadvertently squeeze first-time buyers who rely heavily on market liquidity and support from family financial help.
Meanwhile, the UK government is taking steps to stimulate the housing market through reforms aimed at reducing transaction costs and delays. Proposed measures such as mandating the publication of searches and surveys before listing properties and introducing binding contracts intend to shorten the typical home-buying process and reduce failed transactions, which currently affect nearly one in three deals. Such initiatives, coupled with the government’s commitment to constructing 1.5 million new homes over the next five years, reflect efforts to improve market efficiency and accessibility amid ongoing challenges.
The political landscape further complicates the housing debate. At the Conservative Party conference, opposition leader Kemi Badenoch announced plans to abolish stamp duty on properties over £125,000, coupled with significant spending cuts and a controversial pledge to scrap net zero environmental goals. These proposals contrast sharply with the government's approach and signal potential shifts in fiscal policy and housing market regulation depending on future electoral outcomes.
In sum, Chancellor Reeves faces a delicate balancing act. While seeking to raise revenue from the wealthier segments through property taxes, the risk remains that overzealous measures could destabilise the housing market and undermine the wider economy. As Hamish McRae cautioned, a housing crash driven by tax hikes could paradoxically reduce government revenues and inflict broad economic damage, underscoring the need for careful policy calibration in these uncertain times.
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