
M A C R O  N E W S                                    0 7 / 1 0 / 1 4  
 

Rob Wood, UK Economist | Rob.Wood@berenberg.com | +44 20 3207 7822 

1/2    

UK: MORTGAGE DISRUPTION SET TO EASE 

Berenberg Macro Flash 

 
Q3 Household secured 

credit availability, past 

3 months 

Household secured 

credit availability, 

next 3 months 

Corporate credit availa-

bility, past 3 months 

Actual -28.5 17.7 2.6 

Previous 8.2 -1.3 4.8 

 
Tighter mortgage regulations hit credit availability in the third quarter. The Bank of England’s third quarter Credit 
Conditions Survey published this morning suggests that the disruption is passing now. Banks tightened household credit 
availability significantly in the third quarter, partially in response to tougher mortgage rules introduced with the so-called 
Mortgage Market Review. Those changes have weighed on the housing market over the past six months. Mortgage approv-
als growth has slowed to a standstill, while the RICS survey of estate agents showed buyer interest no longer rising and the 
pace of price increases declining. Importantly though, the lenders surveyed by the Bank of England expect that disruption to 
ease in the fourth quarter, meaning the nascent housing slowdown could end and possibly reverse. Lenders expect to in-
crease secured credit availability and the proportion of loans approved by the most since late-2013 (see chart). 
 
Banks expect credit demand to improve too. Banks report that households’ desire to borrow also fell in Q3. But with 
credit set to become easier in the fourth quarter, lenders also expect demand for those funds to increase. All that being said, 
banks are still planning to be more cautious than earlier this year in ways that could continue to particularly impact the Lon-
don market. Banks intend to increase the availability of high deposit mortgages more than for low deposit mortgages. They 
are tightening loan-to-income ratio limits, which will particularly bite in the capital, where valuations are most stretched. 
Lenders are becoming less willing to extend loans to borrowers with less than 10% equity in the house, after expanding into 
that segment of the market significantly during 2013, prompted by the government’s Help-to-Buy mortgage guarantee 
scheme. Indeed, that behaviour shows that the Help-to-Buy scheme has had a significant indirect impact on the housing 
market: it has encouraged banks back into the low deposit mortgage market. Bank’s may have become more cautious as a 
result of the possibility that the BoE would rein in the scheme last month – an option the BoE chose not to take up. 
 
But signs of investment intentions topping out. The UK recovery has lost some momentum in recent months, especially 
on the manufacturing side as the fall-out from events in Ukraine spreads. We expect that to have only a small impact on 
overall GDP growth as manufacturing accounts for just a tenth of UK output, but the risk to our call for GDP growth to 
trough at 0.6% qoq in Q4 is that slowing momentum could hit investment intentions. Today’s credit conditions survey 
showed some signs of that. Firms’ demand for credit rose a little less rapidly than earlier this year, and banks reported that 
companies need for funds for capital investment was expanding much less rapidly than six months ago. 
 
Not a major worry yet. As with the signs from the PMIs, that apparent change in investment intentions is so far just a 
gradual slowdown from very rapid rates of growth. Nevertheless, we are cautious about growth over the next six months. 
Eurozone data continue to disappoint, geopolitical risks have risen this year, the forthcoming general election creates do-
mestic political risks and the majority of the public expect rate hikes within the next twelve months. All of those could cause 
UK growth to ease a little in the near-term. Our forecast envisages GDP growth slowing to 0.6% qoq in Q4 before picking 
up again through next year as many of the risks fade. In particular, Eurozone confidence could stabilise soon if the conflict 
in Ukraine remains frozen. 
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Net percentage balance of banks reporting that credit supply/demand improved. Proportion of loan’s approved and changed in credit availability on the left-hand 
axis, demand for credit on the right-hand axis. Source: BoE. 
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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.  
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