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UK HOUSE PRICES SHAKE OFF WOBBLES 

Berenberg Macro Flash 

 
Tighter regulations have squeezed the number of mortgage approvals but house prices have ploughed on regardless. This 

morning the Nationwide index reported house price inflation of 11.1% yoy in May, a touch above the consensus of 

10.9%yoy and the highest since mid-2007. Tighter mortgage rules have disrupted the process of approving mortgages, but 

seem to have done little to affect underlying demand pressures. The central bank still has the pedal to the metal with interest 

rates while the government has put an enormous housing subsidy scheme into play. These are not conditions in which 

house price inflation magically slows all by itself. The BoE should act this month to cut the risks of price rises spiralling yet 

higher. The Help to Buy scheme should be cancelled in September, in our view. 

 

Credit flows remain weak while house prices are surging, which puts the BoE in a quandary. The Financial Policy Commit-

tee’s mandate is to watch out for risks to financial stability. If debt is not rising quickly, it is harder to see those risks. Still, 

we expect the financial policy side of the BoE to take some gentle action by tightening affordability criteria in their meeting 

later this month. The risks they need to deal with are two fold. First, if house prices keep rising, debt will eventually start 

picking up rapidly. Second, a housing boom normally ends in a bust, and that could be damaging for the economy and 

therefore banks. 

 

Brussels weighed into the UK housing debate yesterday by recommending that the Help-to-Buy scheme be reined in. There 

may be a knee-jerk reaction among politicians to reject that advice because it comes from meddling Brussels. But the advice 

should be taken seriously because it is right. Now is not the time to be subsidising people to buy houses with just a 5% 

deposit. The scheme is creating dangerous expectations among homebuyers and reopening a market for low deposit mort-

gages. UK housing is too expensive, yes. The solution is not to subsidise demand, but to build more houses. 
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