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UK: PAST THE TIME FOR ACTION ON HOUSING 

Berenberg Macro Flash 

  RICS house price 

balance, Apr 

Halifax house 

prices, yoy, Apr 

Latest +54 -0.2 

Previous +57 -1.2% 

Consensus +55 0.9% 

Berenberg +52 1.3% 

The BoE needs to act on the housing market. A supply shortage, low interest rates and government subsidies have propelled 

house price inflation up strongly. The data are not beating consensus every month anymore, but they remain strong. The 

headline RICS price balance slipped a touch to 54 in April, from 57 in March. It has been bouncing round the 50-60 range 

since last September, which is consistent with 15-20% yoy house price inflation. That is well above our forecast of 10% 

price inflation for this year and next. There have been a couple of wobbles in the Halifax index, where prices fell by 0.2% 

mom in April after falling 1.2% mom in March. But the equally reliable Nationwide index recorded year-on-year price infla-

tion accelerating into double digits in April. An average of the two indices shows house price inflation of 9.7% yoy in April . 

If the central bank takes no action it risks being asleep at the wheel, allowing another bubble to develop. A bubble may 

already be developing in London. 

These are strong results given the recently introduced mortgage market review. It is the introduction of those regulations as 

well as expected BoE action that leads us to expect house price inflation to stabilise around 10% yoy rather than accelerating 

further. The review tightened the regulations on affordability tests and has cut mortgage approvals by 12% since January. 

That may have caused the wobbles in the Halifax index. Yet buyer interest is still rising at similar rates to the early-2000s 

according to the RICS survey. The regulations may have caused a backlog at banks, rather than driving a lasting fall in de-

mand. Estate agents continue to expect very rapid house price inflation, with the RICS price expectations balance little 

changed at 48 in April. Estate agents recorded similar levels of optimism when house price were increasing nearly 30% yoy 

in the early 2000s. The North West now has the highest price expectations balance, highlighting the nationwide aspect of 

the housing boom.  

Action on the housing market is overdue. The BoE has been talking a good game, saying it now has the right tools to deal 

with a housing boom. They should deploy those tools before the risks build further. We expect them to tighten affordability 

criteria next month and curtail the Help-to-Buy scheme in September. The best option would be to cancel that scheme 

entirely in our view, as it is working against the stability the BoE wants. That is politically challenging. But if the BoE wants 

to gain credibility for managing financial stability then it needs to be prepared to exert its independence. So-called macro-

prudential policy tools can buy the central bank time, but ultimately they will need to raise interest rates to cool this building 

housing boom. We expect the first hike in Q1 2015, with a real chance that it comes in November this year. We look for 

Bank of England rates to reach 2.5% by end-2016. 
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