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Executive Summary
 The Bank of England has a duty to take a position on Brexit. Not doing so runs the
risk that its Monetary Policy Committee becomes limited in calling the right actions
needed today to allow the British economy to support itself over the coming years
 Flatlining productivity in the UK is puzzling economists; wage inflation remains
negative in real terms, dampening consumer spending and weighing on GDP
 Affordability assessments on secured debt which became mandatory under
the Mortgage Market Review should be read across to the consumer credit sector
following the Financial Conduct Authority’s assumption of its supervision in 2014
 A number of factors exist this year that could dampen any potential uptick in
gross mortgage lending
 Open banking escalates AMI’s already stated concern over whether online
decision trees – automated, and then branded advice – can actually constitute fully
regulated advice
 There is an additional question of where regulatory responsibility and liability lies
in a post-open banking world or needs to be clearly branded as execution-only with
clear disclosures that this places all liability on the consumer
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UK productivity has flatlined since the onset of the credit crunch in 2007. While slowing
productivity is typical of an economy heading into recession, its inability to recover as GDP
has done is puzzling economists around the world.

Economic Overview

CHART: Productivity, UK,
January to March 1997 to January to March 2015

T

he summer months traditionally see
a slowdown across the economy as
parliament closes and workers young
and old jet off to sunnier climes.
The past few summers have been busier
than usual, however this year seems to have
experienced a return to form. July and August
have been relatively quiet months and across
the board, things have plateaued. Mortgage
lending is relatively flat, house price inflation
is pretty flat, transaction volumes are flat and
the view from the Bank of England in its latest
Inflation Report - flat.
The uncertainty engendered by an unpopular
minority government and Brexit negotiations
has clearly resulted in nearly everyone sitting
on their hands. We are firmly in ‘wait and see’
territory. In some ways this is helpful and
suggests few people and businesses are making
rash decisions. In others it is not at all helpful.
In spite of a recent poll of 200 chief finance
officers in Britain and other European
countries by Thomson Reuters showing that
Bank of England governor Mark Carney is far
more trusted than Prime Minister Theresa May
on Brexit negotiations, the Bank of England has
kept its powder dry on the subject of the UK’s
withdrawal from the EU.
In its latest quarterly Inflation Report, the
Bank’s position on its outlook for monetary
policy remained stolidly the same as it had
been the previous quarter. Guessing games are
a fool’s errand, however the Bank of England
has a duty to take a position on Brexit. Not
doing so runs the risk that its Monetary Policy
Committee becomes limited in calling the
right actions needed today to allow the British
economy to support itself over the coming
years.

Source: Labour Pruductivity Bulletin Q1 2015, ONS
According to the Office for National Statistics, if the pre-2007 trend had continued,
productivity would now be 16 per cent higher than it actually is. Wages and living
standards would also be higher.
The productivity puzzle is not only a problem in the UK. Other countries, especially in
Europe, have also experienced unusually weak productivity growth during the recent
period.

Productivity remains
a puzzle

Economists think it's driven by a combination of things, including but not exclusively:
changing demographics, political uncertainty, a widening gap between the rich and the
poor, lower levels of business investment, insufficient infrastructure spending, technology
and innovation changing the way people work, long-term low interest rates and the fallout from 2008's financial crash.

T

he latest figures from the Office for
National Statistics show UK growth was
a modest 0.3 per cent in the second
quarter of 2017, only around half the growth
rates seen in the US and the Eurozone in that
quarter. Household spending growth has
slowed from 0.4 per cent to 0.1 per cent, while
business investment recorded no growth in Q2
following a 0.6 per cent expansion in Q1.
UK productivity has flatlined since the onset
of the credit crunch in 2007. While slowing
productivity is typical of an economy heading
into recession, its inability to recover as GDP
has done is puzzling economists around the
world.
According to the Office for National Statistics,
if the pre-2007 trend had continued,
productivity would now be 16 per cent higher
than it actually is. Wages and living standards
would also be higher.
The productivity puzzle is not only a problem
in the UK. Other countries, especially in
Europe, have also experienced unusually weak
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productivity growth during the recent period.
Economists think it’s driven by a combination
of things, including but not exclusively:
changing demographics, political uncertainty,
a widening gap between the rich and the
poor, lower levels of business investment,
insufficient infrastructure spending, technology
and innovation changing the way people work,
long-term low interest rates and the fall-out
from 2008’s financial crash.
CHART: Productivity compared with GDP, Employment and Total Hours
Worked, UK, January to March 1997 to January to March 2015
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The most recent figures from the ONS put output per hour – the main measure of labour
productivity – down by 0.1 per cent in the second quarter of 2017. This compares to a fall
of 0.5 per cent between January and March, with the slowdown the result of slower gross
value added (GVA) growth relative to the increase in total hours worked. This, the ONS
analysis concluded, was driven predominantly by growth in employment.
The latest unemployment figures show those out of work falling to the lowest rate since
1975, at just 4.4 per cent, while wage growth rose to 2.1 per cent, ahead of expectations.
However, inflation sat at 2.6 per cent in July, rising to 2.9% in August, leaving real income
growth in negative territory. The MPC has warned it could be some time until wage growth
returns – the proportion of those working part-time jobs who would rather be in full-time
employment has been persistently above pre-financial crash levels. The Bank believes this
demonstrates ‘some scope for average hours worked to rise further before pay pressures
return to normal’.
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Monetary policy since the May Report

(a) Sterling‑only end‑month quoted rates. The Bank’s quoted interest rate series are weighted average rates
from a sample of banks and building societies with products meeting the specific criteria (see
www.bankofengland.co.uk/statistics/Pages/iadb/notesiadb/household_int.aspx). Data are non seasonally
adjusted.
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US PCE inflation to remain around 2%.
Rest of the world

Broadly unchanged
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• Average four-quarter PPP-weighted EME • Average four-quarter PPP-weighted EME
growth of around 4¾%; GDP growth in
growth of around 4½%; GDP growth in
China to average around 6¾%.
China to average around 6½%.

The exchange rate

of the population suffering from debt distress
has halved over the past five years. In 2012,
some 2.25 per cent of those were struggling to
service their debt; today that figure has fallen
to 1.25 per cent.
That said, some 40 per cent of consumer
credit applicants are being approved for prime
customer rates, which seems too high. Interest
rates on a £10,000 personal loan are close
to record lows and the average interest-free
period on credit card balance transfers has
doubled since 2011. Lenders responding to
the Credit Conditions Survey reported that
unsecured credit availability had tightened
modestly in Q2 and was expected to tighten
further in Q3, although the level of competition
between lenders remains strong.
This has begun to emerge in the form of
providers reducing the number of months
available at 0 per cent on balance transfer
credit cards towards the end of August. The
reining in of lending in this sector is likely to
continue, most probably through the reduction
of 0 per cent transfer and purchase periods for
switching and new customers.

Lower than expected

• Sterling ERI to evolve in line with the
conditioning assumptions.

• The sterling ERI is 2% lower. Sterling ERI
to evolve in line with the conditioning
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Chart 1.8 Market-implied paths for short-term rates
have risen in the United Kingdom and euro area

CHART: Market implied paths for short term rates

International forward interest rates(a)
Per cent
Solid lines: August Report
Dashed lines: May Report

Four‐quarter growth in consumer credit
has already slowed slightly since late 2016,
although it remained high at around 10 per
cent in Q2. Dealership car finance accounted
for a little over a third of that growth, with the
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The MPC did unanimously vote to close the
Term Funding Scheme in March 2018, as
originally planned, which AMI considers is
the Bank’s chosen approach to winding down
monetary support for the British economy.
Rather than raising rates as Janet Yellen has
done across the Atlantic, Mr Carney appears to
be preparing to turn off the money taps first.   
The Bank has also raised the countercyclical
capital buffer rate levied on banks’ total riskweighted assets from 0 per cent to 0.5 per cent
in June, which has pushed up bank funding
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costs. This is likely to rise again in November,
barring any significant economic shift in
outlook, to 1 per cent. Raising bank funding
costs in this way is likely to feed through to
commercial and residential borrowing rates
later this year.
Bank of England analysis from the
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In contrast to the weakness in house price inflation and
housing activity, housing investment grew by 1.8% in Q1,
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Mortgage lending
and housing market
health

T

his paints a reasonable rationale of
depressed activity in the housing
market. Data from the Council of
Mortgage Lenders, now UK Finance, revealed
gross mortgage lending for the second quarter
of 2017 was an estimated £60.3 billion. This
is a 3 per cent increase on the first quarter of
this year and a 6 per cent increase on the £57.1
billion lent in the second quarter of 2016.
Within this, first-time buyers borrowed £14.8
billion, up 18 per cent on last quarter and 10
per cent on Q2 2016. They took out 91,400
loans, up 15 per cent quarter-on-quarter and 6
per cent year-on-year.
Home movers borrowed £19.6 billion, up 19
per cent on Q1 and 21 per cent year-on-year.
This equated to 92,200 loans, up 17 per cent
quarter-on-quarter and 13 per cent compared
to a year ago. Home owner remortgage activity
totalled £16.9 billion, down 11 per cent by
value on Q1 but up 1 per cent on a year ago.
The number of remortgage loans totalled
96,900, down 12 per cent quarter-on-quarter
and 1 per cent on a year ago.
Gross buy-to-let totalled £8.4 billion, down 6
per cent on Q1 but up 5 per cent on Q2 2016.
This equated to 55,400 loans, down 6 per cent
on the previous quarter but up 5 per cent yearon-year.
Statistics can be fickle and percentages more
so than hard numbers. Overall residential
lending this year has been, give or take, pretty
flat at an average of £19.7 billion a month.
Purchase lending is around £11 billion a month,
remortgage around £5.5 billion and buy-to-let
roughly £2.8 billion a month.
Transactions in England and Wales meanwhile
have fallen sharply - 2016’s monthly average
was 77,000. The monthly average this year to
the end of April is just 61,000.
If it remains at roughly these levels for the

rest of the year, annual lending will just pass
£230 billion while transactions will be low, at
732,000. By contrast, 2016 saw gross lending
of £245 billion and transactions in England and
Wales at 816,000.
The annual average number of transactions in
England and Wales in 2007 stood at 1.3 million
while in 2008, it had halved to just 638,000.
Lending has undoubtedly been subdued so far
this year, with first-time buyer and remortgage
activity driving volumes. Second hand purchase
has fallen off a cliff. Homemovers are notably
down, with this key section of the market
visibly constricted by supply. Whether this is
a result of punitive stamp duty costs as many
commentators suggest, or the lack of available
and appropriate stock on the market is up for
debate.
UK Finance has hinted that weak gross lending
in the first half of 2017, does not necessarily
point to continued low volumes. Indeed, the
final quarter of the year often sees a significant
uptick in lending with second halves usually
stronger than first halves as pressure builds on
lenders to hit targets by year end.
However, a number of factors exist this year
that could dampen any potential uptick in
gross mortgage lending: a severe lack of stock,
definite worsening of consumer perception
in price inflation prospects and continued
pressure on real wage growth affecting
affordability adversely.
Intermediaries are nevertheless reasonably
well positioned to weather any potential storm.
Brokers have improved remortgage penetration
considerably over the past few years and
fierce product competition between lenders
continues to drive enquiries.

Technology

O

pen banking will hit the UK early
next year. Driven by government
and the Competition and Markets
Authority, it is largely dependent on the UK’s
eight largest banks and Nationwide sharing
customers’ data through a standard set of open
APIs - application programming interfaces -
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essentially a set of codes that allow different
technology platforms to talk to each other.
The move is designed to accelerate
technological change in the UK retail banking
sector, allowing consumers to share their data
securely between banks and with third parties.
In theory, it will enable consumers to manage
all their retail banking accounts with multiple
providers through a single digital app.
The UK-based open banking regime sits
alongside the European Commission’s Revised
Payment Service Directive (PSD2) which also
forces European banks to share customer data
via a standard set of APIs.
Given its proximity, open banking is squarely
on retail banks’ radars, but has so far mostly
been discussed in the context of pulling current
account, savings and credit card account
information into one app to allow consumers
to take more control of their funds as well as
to compare products on the basis of their own
requirements. It follows on from initiatives such
as seven-day switching for current accounts.
Relatively little has been said on the subject
of how the initiative will affect the mortgage
market by contrast.
While we do not claim to foresee any specific
outcomes, there are a number of concerns AMI
would raise in relation to the dawn of open
banking for mortgage customers - particularly
given it comes alongside the imminent
introduction of European rules under General
Data Protection Regulation, which come in
for the UK from May 2018 and which require
customer consent for sharing data.
Ahead of this, retail financial services providers
will have to make an API available to the
market by 13 January 2018 (in time for the
European directive), meaning financial services
technology is likely to move forward at
significant pace thereafter.
Currently, some lenders are more forthcoming
than others on making this interface available
to third parties, including mortgage brokers.
But in theory, open banking will enable a
technology platform that allows customers
to compare specific mortgage products from
across the market, tailored to their affordability,
on a quickly, accurately and personally
underwritten basis.

Given that mortgage underwriters should
also be able to access a customer’s current
account, savings and other debt commitments
from all providers in the market securely and
automatically through these APIs, affordability
assessments should become far more accurate
and efficiently processed.
There are some broker and comparison firms
which claim to assess the whole of the market
in this way already; we disagree that they do,
and consider that the open banking regulation
is likely to make this process much more
transparent and accessible for all firms in the
market.
AMI’s concern is how this marries with
Mortgage Market Review rules that stipulate
the need for financial advice for a large
proportion of borrowers, particularly those
deemed to be vulnerable. Age, mental or
physical infirmity as well as emotional and
familial considerations cannot necessarily be
shared through APIs.
Additionally, open banking escalates AMI’s
already stated concern over whether online
decision trees - automated, and then branded
advice - can actually constitute fully regulated
advice.
AMI has already expressed concern about
the language used by a number of mortgage
broker firms claiming to offer online automated
mortgage advice to consumers. We would
reiterate these concerns and will now go
further.
We actively believe that an imprecise
understanding of mortgage regulation,
market dynamics and the laws of consumer
protection under the purview of the
Financial Conduct Authority combined with
a disproportionately loud public voice is
misleading consumers.
In the investment world fully regulated financial
advice is considered a specific personal and
appropriate product recommendation on the
basis of evidence relating to a customer’s
entire financial position. Guidance constitutes
information provided to a customer allowing
them to make their own informed decision on
what product they want simplified advice is a
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halfway house between these two and typically
refers to the ‘advice’ offered by online services
- so-called robo-advisers. However this is an
investment market concept and in mortgages
we only have full advice with all the related
responsibilities or execution only where the
customer must know the product they want
These can recommend a product based on any
- and often limited - information provided by
the customer, meaning the recommendation
is not necessarily appropriate based on a
customer’s full circumstances, which may or
may not include future non-financial plans such
as marriage, children or divorce.
From a compliance perspective, mortgage
brokers are already asking themselves the
question of whether even complex decision
tree-based algorithms can constitute fully
regulated advice on this basis. It is for this
reason that AMI understands the volume of
mortgages completed by robo-advisers is
incidental.
There is an additional question of where
regulatory responsibility and liability lies

in a post-open banking world. It has been
suggested this world could see traditional
banking models disaggregated and
disintermediated with products becoming
modular and ‘marketplaces’ taking the place of
traditional banking models.
Not only will this have implications for financial
services capital structures and prudential
requirements, regulatory permissions will still
need to apply, but in a world where it could be
far less clear where the responsibility for advice
and liability lies.
Data protection is also a significant concern,
particularly given the growing prevalence of
cybercrime. Clear separation of responsibilities
between distributors and providers is
important, and must be addressed in further
detail by the CMA
Open banking is undoubtedly a positive
step forwards for consumers and the industry.
However, as with all progress, we would urge
the regulator to be mindful of unintended
consequences that could have a detrimental
impact on consumer finances.

