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UK: HOUSE PRICE INFLATION STABLISES 

Berenberg Macro Flash 
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House price inflation is steadying around 10% yoy. The Halifax reported prices fell 0.6% in June. That was a modest 
correction after a huge 3.9% gain in May, leaving house price inflation at 8.8% yoy. These indices are extremely volatile, so it 
is worth looking at the average of the Halifax and Nationwide indices to get a better view of the underlying trend. On that 
basis, house price inflation has averaged 2.5% qoq since last October and registered a 2.4% increase over the last three 
months. The pace of price gains is not slowing, but it has stabilised. Tighter regulations and the real chance of an interest 
rate hike this year has steadied leading indicators and actual price inflation at current strong rates. We look for house prices 
to gain 10% in 2014 and 10% in 2015. 
 
Strong economic background and a supply shortage should continue to support house price inflation. Leading 
indicators remain strong, while the BoE’s intention to hike interest rates gradually means borrowing costs will remain sup-
portive for several years. Consumer’s job worries are the lowest in 16 years, while insufficient housebuilding perpetuates a 
supply shortage. Tighter regulations introduced in April through the Mortgage Market Review are mainly an administrative 
problem for banks. It now takes much longer to process applications, which has slowed housing transactions without hurt-
ing prices much. We expect mortgage approvals to return to their upward trend over the next few months. 
 
The BoE will move only gradually against house prices. The BoE have shown a high tolerance for house price infla-
tion. They seem content to allow prices to rise 20% over the next two-and-a-half years, forecasting that such an increase 
would not result in a dangerous debt build up. Still, the BoE began taking gradual action on house prices last month, by 
capping loan-to-income ratios and we expect more to follow, starting with further reining in the government’s Help-to-Buy 
mortgage guarantee scheme in September.  
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