
MACRO  NEWS                                    2 6 / 0 6 / 1 4  
 

Christian Schulz, Senior Economist | Christian.schulz@berenberg.com | +44 20 3207 7878 

1/2    

UK BOE: GENTLE STEP ON THE BRAKES 

Berenberg Macro Flash 

 
 

The Bank of England is stepping gently on the brakes to prevent the housing market from going into dangerous overdrive. 

The steps announced by the Financial Policy Committee (FPC) today - to cap loan-to-income ratios and introduce new 

borrower stress tests - are likely to slow down modestly the housing market without derailing it. If house price rises do not 

cool, the FPC could resort to more measures. Soon, the sharp recovery in the wider economy and the fast-disappearing 

slack in the labour market will force the Bank to raise interest rates anyway, which should also have a cooling effect. We 

expect the first 25bp hike in November with a 60% probability. But in order not to have to hike rates more quickly and to a 

higher level, the Bank is also likely to deploy more measures targeted towards the housing market. We expect the BoE to 

significantly curtail, and perhaps even cancel, the mortgage guarantee part of the government’s Help-to-Buy scheme in Sep-

tember. 

 

The housing market is the UK economy’s traditional Achilles heel. With house prices rising at nearly 10% yoy in April ac-

cording to ONS data and rises spreading outside of London, the boom-bust cycle risks returning. The market for higher risk 

mortgages, i. e. those with high loan-to-value and loan-to-income ratios, is rebounding and in some pockets exceeding pre-

crisis levels. 

 

Still, it is early days. The Bank does not see an imminent risk in household indebtedness to the economy. New mortgage 

approvals remain far below pre-crisis levels as do some of the riskiest mortgage categories. There is also some tentative 

evidence that earlier macro-prudential steps have at least stopped house prices from rising even faster in recent weeks. But 

in order to further slow the market and nip the risk of an unsustainable boom in the bud, the Bank has decided to step up 

its response. The FPC published its recommendations for implementation as soon as feasible. 

 

• Limits to loan-to-income ratios: by October, banks will have to limit loans with a Loan-to-income (LTI) ratio of 

more than 4.5 to no more than 15% of their new mortgages. 

• LTI limits also in Help-to-buy scheme: separately, the Chancellor announced that LTI ratios would be capped 

to 4.5 for mortgages under the Help-to-buy scheme. 

• A new stress test: with immediate effect, banks have to assess whether borrowers could still afford the mortgage 

if the Bank Rate were to rise by 3 percentage points over the first five years of the loan. 

 

The measures are on the gentle side. The Bank stopped short of more draconian measures such as hard limits on loan-to-

value ratios or higher capital requirements. The new macroprudential toolkit is untested, warranting a gentle approach in 

order not to derail the housing market and potentially the recovery altogether. The limit to high-LTI loans will probably not 

bite much initially, as currently only 11% of all new mortgages have higher ratios. The stress test could potentially bite a bit 

earlier. But both measures will have a much bigger and earlier impact on the mortgage market in London. Already, in Lon-

don 22% of new mortgages had LTI ratios exceeding 4.5.  
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This message has been produced for information purposes for institutional investors or market professionals, it is not a 

financial analysis within the meaning of § 34b or § 31 of the German Securities Trading Act (Wertpapierhandelsgesetz), no 

investment advice or recommendation to buy financial instruments. The message does not claim completeness regarding the 

information on the developments referred to in it. On no account should it be regarded as a substitute for the recipient’s 

procuring information for himself or exercising his own judgements. The message may include certain descriptions, state-

ments, estimates, and conclusions underlining potential development based on assumptions, which may turn out to be 

incorrect. Berenberg and/or its employees accept no liability whatsoever for any direct or consequential loss or damages of 

any kind arising out of the use of this message or any part of its content. -- For full economics reports please visit our 

website or contact capitalmarkets@berenberg.de.  

Joh. Berenberg, Gossler & Co. KG 

60 Threadneedle Street 

London EC2R 8HP 

Phone +44 20 3207 7878 

www.berenberg.com 

christian.schulz@berenberg.com 


