Expected Bank of England rate cut to boost UK housing market ahead of Christmas
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The Bank of England is widely expected to deliver a base rate cut at its meeting scheduled for one week before Christmas, offering what many anticipate will be a festive boost to the UK housing market. The central bank’s recent decision to hold the base rate at 4.0% was narrowly divided, with five members of the Monetary Policy Committee (MPC) favouring the status quo and four advocating a 0.25% cut. This delicate balance underscores the ongoing debate among policymakers about how best to respond to current economic trends.
Recent data have strengthened the case for a rate cut in December. Inflation has eased to 3.8%, below earlier expectations, while wage growth is softening and the broader economy has shown signs of slowing activity in the third quarter of the year. Nigel Green, chief executive of financial advisory firm deVere Group, noted that this combination signals an economy losing momentum and highlights the likelihood of a near-term rate reduction. Governor Andrew Bailey, however, has emphasised prudence, stating the MPC wants “to be sure that inflation is on track to return to our 2% target before we cut [rates] again.” The Bank’s projections foresee food price inflation remaining elevated this year due to global agricultural prices but easing in 2026. Meanwhile, consumption patterns have shifted as households seek to limit spending, with retailers reporting weaker sales, particularly affected by second-hand market competition and softer demand in services such as accommodation and dining.
This cautious stance follows a year of gradual rate reductions that began in August 2024, when the Bank first responded to inflationary pressures linked to global events such as the Russia-Ukraine conflict. Despite the easing, UK inflation remains the highest among G7 countries, hovering near 3.8%, almost double the Bank’s target rate. The tone from the Treasury suggests further fiscal tightening is on the way, with the forthcoming Budget expected to include tax rises intended to reduce public debt and help rein in inflation, a move that could further slow economic growth.
The housing market stands to benefit from the anticipated easing of interest rates, which Savills forecasts will contribute to a significant rise in average house prices, potentially increasing by 22.2% from 2025 to 2030. This growth is expected to be particularly strong in northern regions such as Yorkshire, the Humber, and Scotland, driven by improved affordability and economic conditions, while London and the South East are predicted to see more modest gains due to already high property prices. Lower interest rates combined with higher incomes and a stronger economy are set to accelerate property price increases in the latter part of the decade. First-time buyers are expected to drive much of this activity, supported by greater affordability and eased mortgage regulations. However, market confidence remains a critical factor, and the buy-to-let sector is likely to face consolidation amid evolving regulatory changes such as the Renters' Rights Bill.
Mortgage rates have recently dipped below 5% for the first time since September, even as the Bank holds the base rate at 4%. Major lenders like Santander and Barclays have already reduced their two-year and five-year fixed rates, reflecting market expectations of forthcoming cuts. The average two-year fixed mortgage rate now sits at 4.94%, with five-year deals around 5%, signalling optimism for borrowers. Meanwhile, standard variable rates remain high at an average of 7.27%, prompting advice for those on such deals to consider fixing their rates or switching products to avoid elevated costs. The government continues to support mortgage holders through initiatives such as its mortgage charter, while homeowners with surplus income are encouraged to make overpayments to reduce future financial burdens.
The Bank of England has emphasised a cautious and gradual approach to monetary policy adjustments. At its September meeting, the MPC reiterated that monetary policy is not on a predetermined path and will respond to incoming evidence about inflation and economic activity. Wage growth remains elevated but is expected to slow significantly, while the labour market shows signs of easing with an unemployment rate forecast to rise towards 5% and remain near that level into 2028. This slower pace of wage growth and rising joblessness underpin the Bank’s view that disinflationary pressures are continuing but require vigilance, as temporary spikes in inflation could still influence wage and price setting.
Furthermore, the chief economist of the Bank, Huw Pill, has articulated a commitment to a conservative approach in monetary policy focused on price stability. Speaking at the University of Birmingham, he underscored the need for simple, robust principles in the face of economic uncertainty and highlighted that monetary policy has limited ability to influence long-term growth and employment. Pill’s remarks reinforce the Bank’s dedication to ensuring inflation returns to the 2% target, even if that means maintaining a somewhat restrictive policy for longer than some might wish.
In summary, while the Bank of England’s recent hold on interest rates reflects caution amid an uncertain economic environment, widespread expectations of a December rate cut suggest a gradual shift in policy to support the housing market and broader economy. This likely easing of borrowing costs, combined with improving affordability and evolving government policies, positions the UK housing market for notable growth in the coming years, especially outside the traditionally expensive southern regions.
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