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The risks from rising real house prices
In the August issue of this Review, we examined the risks from rising global indebtedness (Naisbitt, 2018). The commentary 
focussed on the increase in debt of non-financial companies and in emerging economies and how debt to GDP (or income) ratios 
had risen since the Great Recession. In analysing the causes of the recession, especially in the US, one issue that, combined with 
high levels of indebtedness, has been much discussed was the rapid rise in real house prices (or house price to income ratios) prior 
to the recession (see e.g. Mian and Sufi, 2014). With the long expansion phase since the recession bringing the rise in indebtedness 
into focus, it is natural to consider how real house prices in the advanced economies have fared in the expansion.

As figure 1 shows, in real terms (i.e. after being deflated by a consumer price index) house prices globally are about 15 per cent 
higher since economic growth resumed. Figures from the Bank for International Settlements (BIS) show that real house prices in 

Source: Calculations from Dallas Federal Reserve database The author 
acknowledges use of the dataset described in Mack and Martínez-
García (2011) .

Figure 2. Real house prices, non-Euro Area advanced 
economies (index, 2005=100)

Figure 3. Real house prices, Euro Area countries (in-
dex, 2005=100)

Source: Calculations from Dallas Federal Reserve database.

Figure 4. Household debt service ratios (per cent)

Source: BIS total credit statistics database.
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Figure 1. Real residential property prices (index, 
2010=100)

Source: BIS, Statistical release: BIS real residential property price 
statistics, 28 November 2018.
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Source: Calculations from Dallas Federal Reserve database Source: New York Federal Reserve.

The risks from rising real house prices (continued)

Figure 5. House price to income ratio (index, 
2005=100)

Figure 6. Estimated natural rate of interest (per cent)

the advanced economies have increased by just over 20 per cent since 2011. Emerging economies, too, have seen house prices 
rise in real terms since 2011, but at about half the pace of that in the advanced economies. 

Figure 2 shows movements in real house prices relative to their pre-recession levels in selected advanced economies. The 
prolonged increases in house prices in Canada, Australia and New Zealand stand out. But real house prices in the US and the 
UK have also shown relatively rapid growth since 2012, even though the levels of real house prices in those economies have 
only broadly recovered the pre-recession levels. Figure 3 shows that the major economies in the Euro Area have had a different 
experience – real house prices in Ireland, Italy and Spain are still below pre-recession levels. In Germany, however, real house 
prices have risen by around 20 per cent since 2012, which is a marked contrast with the behaviour there of real house prices in 
the years leading up to the recession.

One driver of higher real house prices is lower interest rates. A feature of the economic expansion phase has been that interest 
rates have generally been held at ultra-low levels in many advanced economies. This has reduced the cost of mortgage borrowing 
and, as consequence, in the UK and US interest payments as a share of income are at much lower levels than before the recession, 
as illustrated in figure 4. Lower rates have supported the increase in both household borrowing and house prices. 

A widely used measure of housing affordability is the ratio of house prices to income (or GDP). For the advanced economies 
highlighted here, this dimension of affordability is starting to look strained as real house prices have risen ahead of real incomes. 
The consequences are shown in figure 5, with house price to income ratios now at peak levels in Australia and Canada and close 
to previous peak levels in the UK and US.

The rise in real house prices to record (or near record) levels has been at a time when the pace of economic growth in the 
advanced economies over the past decade has generally disappointed expectations based on pre-recession growth trends and 
when households’ real income growth has been slow. But the effect of low interest rates has been aided by the falls unemployment. 
In the US, the unemployment rate has fallen to nearly a 50 year low and in the UK and Canada to 40 year lows. Improved 
employment prospects may well have strengthened households’ expectations for their future income streams. Whether any such 
effect can explain the sustained rise in house prices relative to income is difficult to judge and other factors are also important in 
determining real house prices internationally (see e.g. Muellbauer, 2018).

As with debt, the key issues for the economies concern the risks from the position and ‘where next?’. Policy interest rates in the 
US have been on a steady, but gradual, upward path since late 2015. Elsewhere, countries with high and rising real house prices 
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The risks from rising real house prices (continued)
have seen only small increases in policy rates over the past five years. With high debt levels and high house prices in historic terms, 
it appears that the key vulnerability for housing markets will be to rising interest rates or downward revisions of expectations 
of future incomes. Estimates of natural rates of interest are lower than before the recession and the prospect for policy interest 
rates, as judged from market implied forward rates, is for gradual and limited increases. Such an outlook suggests that debt service 
ratios are unlikely to rise substantially.
 
As housing markets showed in the first half of the 2000s, it is very difficult to be at all definitive about house prices being ‘too high’ 
or, if they are thought to be ‘too high’, how they may adjust. But the extent of the recent increase in the US has been sufficient to 
lead Robert Shiller to write that “we are, once again, experiencing one of the greatest housing booms in United States history.…
it [rising house prices] can’t go on forever, of course. But when it will end isn’t knowable. The data can’t tell us when prices will 
level off, or whether they will plunge catastrophically. All we do know is that prices have been roaring higher at a speed rarely 
seen in American history….. How long this will last and where it is heading next are impossible to know now” (Shiller, 2018). 

To the extent that the relatively high level of real house prices was a concern for financial stability before the recession, the increase 
in recent years should revive concerns. Compared to a decade ago, many central banks’ policy remits have been broadened to 
include financial stability concerns and macro-prudential policies now provide additional policy tools for central banks to adopt 
to act on potential housing market and debt issues. So it is likely that housing markets, once again, will be a key focus for financial 
stability policy. If, after the increases this decade, house prices are now judged to be ‘too high’ in some economies, the challenge for 
policy makers could well be to ensure an orderly correction while maintaining sustained economic growth and on-target inflation.
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