
 
Land and Buildings Transaction Tax Briefing with Professor Gavin 

McEwen 
 
Forecasting the 2015/16 yield from LBTT - issues arising 

 
1. Land and Buildings Transactions Tax (LBTT) is generally a tax on the 
purchase or commercial leasing of Land and Buildings in Scotland. The yield 
from the tax will depend on the actual number and value of transactions in the 
2015/16 and the rates and thresholds set by the Scottish Government.  In this 
briefing, I will cover the following areas: 

a. The government's forecasting methodology.  The Scottish Fiscal 
Commission (SFC) has reported on this so my comments will be 
brief. 

b. Current trends in property prices and numbers of transactions and 
whether the trend is likely to continue. 

c. Whether the structure of the tax and the announced rates and 
thresholds may impact the property market in a manner that will 
affect the LBTT yield. 

Scottish Government Forecast 
 
2. The Scottish Government (SG) has published details of its forecasting 
methodology. [The Scottish Budget: Draft budget 2015-16: Devolved Taxes 
Forecasting Methodology.]  Their forecasting of the number and value of 
transactions applies statistical methods to arrive at long-term trends.  For 
example, they anticipate a return to the long-term trend of 6% annual turnover 
of housing by the end of the decade following the untypical, depressed market 
following the financial crisis of 2008. They base their forecasting on Scottish 
housing data.  UK trends are distorted by a rapidly rising market in the South 
East of England and London in particular.  Their methodology has led to more 
cautious projections for residential housing transactions in the current year 
and in 2015-16 than the Office for Budget Responsibility (OBR). 



Scottish Government 
 

3. Commercial transactions are more volatile in number and value than 
residential transactions. As the Scottish commercial property market has not 
diverged from the UK market to the same extent, the SG has adopted the 
OBR assumptions on UK growth in prices and volume and applied these to a 
three-year average of outturn receipts.  The three-year average, rather than 
latest outturn, is adopted because of the volatility of the market. The following 
table giving their forecast also illustrates the potential swing from year to year 
in the outturns for 2012-13 and 2013-14.  

 
 

4. The SFC, in their report of 9 October 2014, endorse the SG's forecasts 
as reasonable. However, they express concern at the quality and quantity of 
specifically Scottish data available as a basis for forecasting as the reliability 
of the statistical methods employed in forecasting residential yield depends on 
having a significant quantity of relevant data. The simplicity of the 
extrapolations of price and volume of residential transactions limits the 
possibility of sensitivity analysis to the range but not the likelihood of forecast 
errors. They would also like to see future forecasts taking account of factors 
such as external financial conditions and behavioural responses of taxpayers 
to changes in tax rates, for example. For commercial property, they accept 
that basing the forecast on the OBR UK projections is reasonable in the 
absence of specific Scottish information. However, this very absence of 



information makes it impossible to assess whether using UK projections in a 
Scottish context is appropriate. 

5. Projections from past data and trends are essential in forecasting but 
have two inherent weaknesses. One is that a trend relates to a period of years 
and any one year may lie above or below the trend without in any way 
violating it. The other is the difficulty or even impossibility in the socio-
economic sphere of taking account of all relevant variables. The sentiment of 
buyers and sellers may be affected by many psychological and economic 
factors and the market will also be influenced by the availability of finance, 
land, construction skills and the release of land for development.  As the table 
below reveals, the UK yield from SDLT halved from 2007-08 to 2008-09 and it 
would be foolish to suggest that something similar could not happen at some 
point to LBTT. Despite the SFC's assessment of the SG forecasts as 
reasonable, it is important to cast around for any signs or signals that 2015-16 
might not be "on trend". 

 

HMRC UK Stamp Tax Statistics 2013-14 

Other information on trends and the property market 
 
6. While LBTT will be calculated in a different manner, the tax base is 
substantially the same as Stamp Duty Land Tax (SDLT). The historic yield 
from SDLT in Scotland is a good indicator of the likely volatility of LBTT yields 
in future years, starting with 2015/16. The chart below illustrates the 
significant increase in SDLT residential yield in 2006/07 and 2007/08 during 
the property bubble and the subsequent significant drop. The yield from SDLT 
in Scotland has grown modestly from the low point of 2009/10 but in 2013/14 
has only just exceeded the level reached in 2005-06 before the boom and 
bust.  



        HMRC UK Stamp Tax Statistics 2013-14 
 

7. This modest growth from the post crisis low point seems to largely 
parallel average house prices in the chart below. Average house prices relate 
to residential property sales rather than leases or commercial property but 
residential leases in Scotland are largely outside the scope of SDLT and 
LBTT, while the volume of commercial transactions is much smaller than that 
of residential property. Average house prices grew throughout the early years 
of the century, peaking in 2008 and falling back in 2009. Thereafter, there has 
been very modest growth. The LSL/Acadata index   has not quite returned to 
the 2008 peak while the ONS regional house price index for July 2014 has 
just surpassed its June 2008 pre-crisis peak. 

LSL Property Services/Acadata Scotland House Price Index July 2014 

 
8. The tax yield is dependent on the number of transactions, as well as the 
prices, and the slump in SDLT receipts after boom relates more to lower 
volumes than lower prices. In volumes too, the position post financial crisis 
also seems to be one of modest growth.  The following table from the LSL 
Acadata August House Price Index shows monthly numbers of transactions 



from 2010 to 2014 and illustrates little variation in numbers until the middle of 
2013. The rising trend continues in 2014 but in July the peak was only 5% 
above the previous year and August showed a decline from June and July. 
While there is speculation that this decline was attributable to the following 
month's Independence Referendum, 2013 also showed a fall in August. As a 
result, August 2014 shows 7% growth over the previous August.  

 LSL Property Services/Acadata Scotland House Price Index August 2014 

 
9. The headline in the July LSL Acadata report warned of a future slowing 
supply of houses. The Managing Director of one of Scotland's independent 
property consultancies echoed this concern. He told me that there was a 
serious shortage of housing in Scotland and that already Edinburgh and the 
North East of Scotland are overpriced. This is driven by lack of building land 
and lack of labour skills to build houses. Rising prices and limited supply 
create social and economic difficulties but may also lead to purchasers and 
lenders seeking to profit from the rising prices. This can push prices to an 
unsustainable level when any factor denting confidence can lead to a sudden 
fall. This leaves those who bought at the top of the market with negative 
equity and lenders with bad debts and insufficient security.  

10. The timing of such a correction is very difficult to forecast but a steadily 
rising market should not be presumed. To stabilise the market, a significant 
increase in affordable rental accommodation is needed.  Financial institutions 
currently have funds and are showing some interest in the sector. 
Government encouragement is required, and local authority participation, to 
make it happen. Unless significant new availability of housing is found rising 
prices will be followed at some point by a market correction. The lack of house 
building since the financial crisis is evident in this table from the ONS release 
of 22 September 2014, Trends in the United Kingdom Property Market: 



 

http://www.ons.gov.uk/ons/rel/hpi/house-price-index-guidance/trends-in-the-uk-housing-
market-2014/housing-trends-article.html 

 
11. On the other hand, a director of one of Scotland's major house building 
firms informed me that he expected house building activity to build up rapidly. 
His firm works to a five year horizon and they do not expect to be constrained 
by unavailability of building land in that period. While the number of 
developers in Scotland reduced during the recession, there are sufficient in 
the market place to develop the land available. Planning consent is the 
principle brake on the market and will restrict growth but apart from that the 
land and the finance are there to build the houses. 

12. Savills, the global real estate advisors, in a September posting on their 
website [http://www.savills.co.uk/promotions/savills-scottish-property-outlook-
seminar-2014.aspx], expected that prime residential values would grow by 
23% (equivalent to 5.5% growth per annum) in the period to 2018 and 
mainstream values by 19% (equivalent to 4.5% per annum) in the same 
period. Ran Morgan, Head of Scottish Operations at Knight Frank, is quoted 
in This Money, 19 September 2014, as expecting that prime property values 
will rise by 3% by the end of this year and by a further 3% - 6% in 2015. 
These anticipated price increases may reflect scarcity, however, and lower 
volumes may offset higher prices in the LBTT yield. 

13. Although the residential property market underpins the tax yield, the 
impact of non-residential property should not be ignored. The size of 
commercial property transactions can be such that the presence or absence 
of large property transactions in a year can make an impact on the tax yield 
from commercial property. For example, in the period 2006/07 to 2011/12 
SDLT on non-residential transactions in Scotland was typically around 40% of 
the total but in 2010/11 it was 50% of the total despite the tax take from 

http://www.ons.gov.uk/ons/rel/hpi/house-price-index-guidance/trends-in-the-uk-housing-market-2014/housing-trends-article.html
http://www.ons.gov.uk/ons/rel/hpi/house-price-index-guidance/trends-in-the-uk-housing-market-2014/housing-trends-article.html
http://www.savills.co.uk/promotions/savills-scottish-property-outlook-seminar-2014.aspx
http://www.savills.co.uk/promotions/savills-scottish-property-outlook-seminar-2014.aspx


residential property being higher than in the previous or subsequent year. This 
represented a tax take from non-residential property £50m higher than in the 
previous year and £45m higher than in the following year. In budgeting, it will 
be prudent not to project on the basis of such windfall years and this is one 
reason the SG has based its non residential projections on an average of 
three years outturn receipts. 

14. The forecast yield of LBTT will be based on a forecast of the number 
and value of relevant transactions. The larger proportion (67% in the SG 
forecast) will be residential property transactions. Key influences on this 
sector will be: 

a. the availability of homes for sale; 
b. the availability of mortgage finance and the prospects for interest 

rates; 
c. the confidence of prospective homebuyers in job security and wage 

prospects; and 
d. a buoyant and mobile labour market. 

 
15. The non-residential sector will be depended on factors such as: 

a. the availability of funds and the cost of finance for developers and 
businesses; and 

b. confidence in growth of the economy and in future profits to fund 
rents and financing. 
 

16. Large "one-off" property transactions which may have boosted SDLT 
yield in certain past years should not be assumed to repeat. 

Impact of LBTT rates and bands on the property market 
 
17. Given a forecast of the number and value of transactions and the bands 
and rates announced in the draft Budget, the calculation of the yield is a 
matter of arithmetic. However, there is clear evidence that the SDLT "slab" 
system of rates influences the distribution and values of transactions leading 
to peaks below thresholds and troughs above. The change to the LBTT 
progressive system may therefore influence the number and value of 
transactions. A comparison of the proposed LBTT Thresholds and Rates with 
SDLT (chart below) shows that there are winners and losers both with 
residential and non-residential transactions. The top of the nil rate band for 
residential transactions has been raised from £125k to £135k and the 2% rate 
applies only to the excess over £135k up to £250k leaving all such 
transactions more lightly taxed than under SDLT. A 10% rate applies on the 
excess over £250k up to a higher threshold of £1m. Above £1m the rate is 
12%. The crossover point is £325k above which the LBTT charge exceeds 
what the SDLT charge would have been. For non-residential transactions, the 
nil rate band stays the same with 3% applying on the excess up to £350k and 
4.5% applying to the excess thereafter. The crossover point for commercial 
transactions is £1,950k. 



 

Source: KPMG, Land and Buildings Transaction Tax, October 2014 
 
18. The impact of the slab structure is clearly seen in the graph below. The 
number of house sales spike at £125k and £250k, the thresholds of the 1% 
and 3% SDLT bands. There is an absence of sales in the price range 
immediately above these bands. In their evidence to the Government's LBTT 
consultation, Homes for Scotland, representing the house building industry, 
commented: 

 "It is currently very challenging for home builders to sell homes in the 
£125k to £135k and £250k to £270k price ranges because buyers feel they 
are paying too much for very little advantage which results in a skewed 
pricing and product structure on new housing developments. As prices 
start to edge near the £250k mark, home builders now design that specific 
product size out of their range altogether, as the market will not pay."  
 

19. This suggests that the progressive rate structure of LBTT may result in 
an increased supply of houses, either new build or sales of existing stock, in 
the range immediately above the SDLT thresholds and a corresponding 
reduction in the spikes. Now that we know the proposed rates and thresholds, 
houses at the existing spike of £125k will no longer be subject to tax and 
those below and above the £250k spike will pay less than they would have 
under SDLT. The spike at £125k can be expected to disappear but the fact 
that LBTT starts to be payable above £135k may introduce a new, but 
possible less dramatic, spike at that level.  Although the LBTT is charged at 
2% only on the excess over £135k, there will be psychological pressure to 
purchase "LBTT free". The expected smoothing of the distribution around 
£125k will have no impact on yield and any bunching of transactions below 
£135k will reduce yield. With 10% tax being charged on the excess over 
£250k, there may be some psychological pressure to keep prices below that 



level, thus maintaining the spike, but the impact should not be as great as 
under SDLT. 

 

Registers of Scotland 

20. The property consultant I interviewed did not think that the change to a 
progressive structure would have much impact on the property market.  
Decisions on buying and selling houses are driven by factors other than tax - 
the need and ambition to buy and the availability of finance and properties. 
The tax amounts at stake will generally be insufficient to make a difference to 
a decision to buy. He was sceptical of the view  that the removal of the slab 
structure of SDLT would lead to significant change in the structure of housing 
construction in Scotland. On the other hand, the director of the house building 
company I spoke to was clear that the slab structure of SDLT distorts the 
supply of homes. There is a clear gap in the market between £250k and 
£260k with a typical house in the Scotland's central belt being sold for £265k. 
His firm welcomes the move to a progressive system where tax thresholds will 
no longer be a key factor in designing and pricing houses.  

21. Both these discussions took place before the proposed rates and 
thresholds were known. A new spike may arise at £135k in 2015-16 creating a 
trough between £135k and £145k. If 600 of the nearly 800 transactions at 
£140k in 2013 migrate in 2015-16 to £135k the LBTT lost will be £60k or 
0.02% of the forecast residential LBTT yield of £295m. If the spike in 
transactions at £250k were to reduce by 700 transaction from its 2013 level of 
just below 1,400 transactions and an additional 700 transactions took place at 
an average price of £255k, in the current trough, the additional LBTT collected 
would be £350k which is 0.12% of the forecast residential LBTT yield. It 
seems likely therefore that any change of behaviour in terms of spikes or their 
elimination will have an insignificant impact on LBTT yield. 



22. As house prices rise above £325k, the LBTT charge becomes 
increasingly higher than the SDLT charge.  If this has a dampening effect on 
house prices at the upper end of the market, the anticipated LBTT yield could 
be reduced. The SFC refer to this on page 4 of their report [Report of the 
Scottish Fiscal Commission, 9 October 2014]. They indicate in footnote 3 that 
they will review the evidence presented to the Finance Committee on this 
issue. If we take a house priced at £750,000, not untypical of a Victorian 
family house with garden in Edinburgh or Aberdeen, the LBTT cost to a 
purchaser will be £52,300 as opposed to SDLT of £30,000. From one 
perspective this is only a 2.86% increase in the cost to purchase of £780,000. 
But from the perspective of a family seeking a mortgage, a further £22,300 
may be too much. Only 1% of housing transactions in Scotland are likely to be 
priced over £500,000. We could take our example of the £750,000 Victorian 
family house as representative of the over £500,000 property market. 
Suppose its price is depressed by just less than half the tax increase and 
reduces to £740,000. The LBTT lost will be £1,000. There are an anticipated 
100,000 residential property transactions in 2015-16 and if there is a loss of 
£1,000 on 1% of these, the aggregate loss of tax will be £1m or 0.34% of the 
LBTT yield. If this is the order of impact of the rates on prices of higher end 
properties, the overall impact on LBTT yield will be insignificant. 

23. The property consultant I discussed matters with considered that tax 
was unlikely to be a major influence on the non-residential property market.  
With a progressively rising effective tax rate leading to higher taxes than at 
present at the top end, he conceded that the tax would be a factor in the 
financial appraisal of large property deals. To achieve the same rate of return 
the price paid would reduce in proportion to the increase in tax.  Even here, 
he thought that in a competitive market, and the market is currently 
competitive, the adjustment was as likely to be to the rate of return as to the 
price. 

24.  If, as he reports, the market is competitive, then opportunities are likely 
to be pursued regardless of the increased cost of LBTT on properties over 
£1,950k and the scenario of property developers shunning Scotland seems 
most unlikely. Given pressures to achieve a rate of return on investment, 
there may be some downward pressure on prices as a result of higher tax 
bills. Given the impact on the non-residential tax yield of high value one-off 
transactions, it is impossible to attempt a broad brush estimate of the impact 
of price reductions such as I attempted above for residential property. 
However, the SG estimates the LBTT yield, which is intended to be revenue 
neutral compared with SDLT, at £146m while the OBR estimated that SDLT, if 
charged in Scotland, would yield £159m.  This suggests that the expected 
non-residential yield is reasonably conservative and able to absorb some 
impact on property prices but we need to bear in mind the SFC's view that the 
forecast of non-residential yield is liable to significant uncertainty. 

Conclusion 
 
25. In conclusion, I consider key areas of focus in scrutinising the LBTT yield 
forecast in the 2015/16 Budget should be: 

http://www.scottishfiscalcommission.org/media/media_364407_en.pdf
http://www.scottishfiscalcommission.org/media/media_364407_en.pdf


a. the underlying assumptions about the number and value of property 
transactions in the year and the potential impact of economic and 
social factors on the property market in 2015/16; 

b. whether the rates and thresholds set will themselves impact on the 
number and value of transactions in unanticipated ways which may 
significantly reduce the anticipated yield; 

c. what contingency there is in the Budget should the property market 
underperform; and  

d. although not considered above, the level of Block Grant Adjustment 
resulting from the devolution of property taxing powers will be as 
important a factor as the LBTT yield in the Budget. 
 
 

Gavin McEwen 
23 October 2014 


