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UK MACRO UPDATE: IS THE BOE GETTING NERVOUS? 

 

 
There seems to be growing concern about the housing market inside Threadneedle Street. But it is much less obvious what 

they will do about it. It is not part of the BoE’s remit to control the housing market. Even if it were, that is an impossible 

aim given the massive lack of housing supply. The BoE will probably act too little or too late to stop a housing boom. We 

expect house prices to rise 10% this year and next. The BoE will probably curtail the government’s Help-to-Buy “mortgage 

guarantee” scheme in the scheduled September Review.  

 

For now, the growing housing boom will support the recovery.  The debt people are taking on will be backed by housing 

assets (when the valuation of the latter has to keep rising for the former to be affordable is one signal of a bubble). However 

a housing boom and rise in leverage will make the UK much more vulnerable to a rise in interest rates or economic down-

turn when it eventually comes.  

 

The UK will continue to go through housing cycles that destabilise the economy until the authorities get a grip on housing 

supply. Tight planning constraints prevent adequate supply, which means housing can sometimes seem like a one way bet. 

Rather than putting all the eggs in the basket of credit rationing, which will never be able to prevent the destabilising nature 

of the housing market, the much better option would be to simply build more houses.  

 

Thorny house price problem 

The BoE’s broad macro remit is to control inflation and safeguard financial stability. But that does not mean controlling 

house prices, per se. For financial stability, a housing boom and bust can be a systemic threat to banks through losses on 

loans and the wider economic impact. But one way of controlling that risk is to ask banks to hold more capital, rather than 

attempting the impossible task of stopping house prices rising. In any case, the household debt-to-income ratio is at a 10 

year low right now and it is still falling. Household borrowing rose just 1.4% yoy in January. 

 

So what are the problems with house prices rising? With supply very tight in the UK, very low interest rates and government 

subsidies can easily stoke up the market. For a while that can boost consumption by raising construction, consumer confi-

dence and access to credit. Economic growth is certainly of importance for the BoE. But house prices are about more than 

just picking the strength of a recovery. For housing, a healthy recovery can easily turn into a boom and then a bubble. A 

subsequent crash could cause a recession, with households become much more worries about the future, even if the finan-

cial sector were protected by high capital levels. It may be better to run with slightly lower economic growth now to lower 

the chances of a bad house price crash in the future. 
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Change in tone 

Back last August, Mark Carney dismissed housing concerns. The BoE did not expect monthly mortgage approvals to reach 

even 60,000 – a depressed level - until the end of 2013. Carney emphasised that the BoE’s growth forecast at the time was 

based on no further falls in household saving. Fast forward to today. Mortgage approvals are up another 25%, way ahead of 

BoE expectations. House prices are now rising 10% yoy. The saving rate has fallen. The power of their monetary policy has 

evidently taken the BoE by surprise. 

 

The BoE’s language is changing as a result. In a speech 10 days ago, when talking about the search for yield Mark Carney 

said “It doesn’t take a genius to see that similar risks exist today”. That is quite a change of tone from last August. The 

BoE’s Financial Policy Committee – that safeguards financial stability – said yesterday that in Q3, high loan to income ratio 

mortgages accounted for a record share of new mortgages (records began in 2005). The number of mortgage products of-

fering higher loan to value ratios had doubled in the previous six months. The indications are that the UK is in the early 

stages of embarking on another house price run up. 

 

Expect gradual action and earlier, faster rate hikes 

We expect the BoE to recommend scaling back the Help-to-Buy in September’s scheduled review. The impact of low inter-

est rates on house prices also adds to the reasons for an early start to interest rate hikes. The BoE has been clear so far that 

its macroprudential policy tools – credit rationing instruments – would be the first line of defence against threats to financial 

stability. The BoE’s Financial Policy Committee’s have now said their stress tests this year will examine the resilient of banks 

to a housing crash. But credit flows are not rising fast in the UK, and loan to value ratios on new mortgages are still con-

tained, so it is hard to see what would trigger credit rationing measures aimed specifically at the housing market. We expect 

the 25bp first rate hike in Q1 2015, followed by three more 25bp hikes by the end of the year. 
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