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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



Economic Overview

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. 

Productivity remains 
a puzzle

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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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 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.  

Source: Labour Pruductivity Bulletin Q1 2015, ONS

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



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. 

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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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’. 

GRAPH: Chart 3.7, section 3 page 22 (involuntary part time work remains elevated) 
Download from here - http://www.bankofengland.co.uk/publications/Pages/
inflationreport/2017/aug.aspx  

GRAPH: Chart 4.1, section 4 page 25 (CPI inflation) 
Download from here - http://www.bankofengland.co.uk/publications/Pages/
inflationreport/2017/aug.aspx  

Source: Labour Pruductivity Bulletin Q1 2015, ONS

CHART: Productivity compared with GDP, Employment and Total Hours 
Worked, UK, January to March 1997 to January to March 2015
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participation rate.  Offsetting this, the participation rate 
among older people has increased steadily in recent years and 
is expected to continue to rise.  In addition, in the near term, it 
is also possible that weak real income growth could push up 
participation if some of those not currently looking for a job 
seek to supplement their household income by entering the 
labour market.

Beyond changes in the participation rate, labour supply will be 
determined in the long run mainly by population growth.  In 
the MPC’s projections, population growth is assumed to 
evolve in line with the ONS’s latest projection, made in 
October 2015.  Under that projection, population growth 
slows over the next three years, mainly as a result of lower net 
immigration.

In 2016, net inward migration was around 248,000, or 0.4% 
of the population.  That is the lowest figure since the four 
quarters to 2014 Q1, although it remains a little above the 
ONS’s 2015 projection.  Much of the fall, relative to a year 
earlier, reflected a reduced net inflow from the rest of the 
European Union.  Some respondents to a survey by the Bank’s 
Agents in May reported reduced availability of non-UK EU 
labour over the past twelve months.  That availability was 
expected to contract further in the coming year.

Although changes in net inward migration will lead to changes 
in labour supply, they will also affect domestic demand.  In the 
past, shifts in the path for net migration do not appear to have 
had a significant direct impact on slack or wage growth.(1)   
The prospects for net migration remain particularly uncertain 
and will depend on a number of factors, including the 
United Kingdom’s relative economic performance, the sterling 
exchange rate and government policy.

3.2 Productivity

Four-quarter hourly productivity growth is expected to have 
slowed slightly further in 2017 Q2 to 0.4% (Chart 3.9), and is 
projected to remain broadly stable over the rest of the year.  
Further ahead, productivity growth is projected to pick up 
(Section 5).  In particular, some of the recent weakness in 
productivity growth is likely in part to reflect a degree of spare 
capacity within firms, as output growth has slowed alongside 
resilient employment growth.  As that spare capacity is 
absorbed, that is likely to push up productivity growth for a 
period.

Overall, however, productivity growth is likely to remain 
subdued.  The low level of business investment (Section 2) 
continues to lead to relatively slow growth in the capital stock 
— the resources and equipment available to workers to 
produce output — which will weigh on productivity growth.  

(1) For more details, see the box on pages 30–31 of the May 2015 Report;
www.bankofengland.co.uk/publications/Documents/inflationreport/2015/may.pdf.
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Chart 3.7  Involuntary part-time work remains elevated
People working part-time, as a proportion of total employment(a)

Sources:  Labour Force Survey and Bank calculations.

(a) Percentage of LFS total employment.  Rolling three-month measures.
(b) As reported to the LFS.

62.6

62.8

63.0

63.2

63.4

63.6

63.8

64.0

2002 04 06 08 10 12 14 16

Per cent

0.0

Chart 3.8  The participation rate has been broadly stable 
in recent quarters
Labour force participation rate(a)

Sources:  Labour Force Survey and Bank calculations.

(a) Percentage of 16+ population.  The diamond shows Bank staff’s projection for 2017 Q2, 
based on data to May.
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Chart 3.6  Average hours worked are expected to have 
been broadly stable in 2017 Q2
Average weekly hours worked:  actual and usual

Sources:  Labour Force Survey and Bank calculations.

(a) Usual hours exclude leave taken and other temporary variations in hours.  Data are up to 
2017 Q1.

(b) Diamond shows Bank staff’s projection for 2017 Q2, based on data to May.
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 Section 1  Global economic and financial market developments 3

begun to pick up, but only gradually, and it remains 
significantly below pre-crisis rates.  Business investment 
growth in the United States has tended to outperform that 
in other advanced economies over recent years, and should 
support US productivity growth over time. 

Emerging market economies
Four-quarter growth in China has been broadly stable over 
the past two years and was 6.9% in 2017 Q2 (Table 1.A).  
Industrial production growth has been strong, in part 
reflecting the strength of global demand.  Domestic demand 
growth has also been resilient, although that has been 
supported by rapid credit growth, raising concerns about 
financial stability over the medium term.  There remain 
significant challenges for the authorities in maintaining current 
rates of GDP growth while managing and reducing those risks 
to financial stability.(1)  

Having slowed significantly in preceding years, growth in 
other EMEs has continued to recover over the past year.  
Russia and Brazil, which have accounted for much of the 
slowing in recent years, appear to have emerged from 
recession, although the outlook for Brazil remains 
vulnerable to political risks.  Recoveries in world trade 
and advanced-economy demand growth should also help 
to support EME growth.  Nevertheless, growth is expected 
to remain below pre-crisis rates. 

Growth in many EMEs has been supported by an easing in 
financial conditions and, for commodity exporters, the rise in 
commodity prices since early 2016 (Section 1.2).  Net inflows 
of private sector capital into EMEs have picked up slightly in 
the first half of this year and EME equity prices have risen 
further.  Several major EMEs appear to have increased their 
resilience to macroeconomic shocks, with current account 
deficits narrowing, foreign exchange reserves rising, and 
government finances becoming somewhat less reliant on 
commodity production.

1.2 Commodity markets and developments 
in inflation

The improving outlook for global economic activity appears 
to have pushed up some commodity prices.  In particular, 
industrial metals prices have risen slightly since May and are 
significantly higher than a year ago (Chart 1.5). 

By contrast, oil prices have fallen in recent months as 
developments in oil supply appear to have outweighed 
stronger demand prospects.  US dollar oil prices have fallen by 
8% since the run-up to the May Report (Chart 1.5).  Market 

(1) For more detail on the financial vulnerabilities in China, see the June 2017 Financial 
Stability Report;   
www.bankofengland.co.uk/publications/Documents/fsr/2017/fsrjun17.pdf.
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Chart 1.4  The composition of advanced-economy 
growth has rotated towards investment
Contributions to four-quarter GDP growth for selected advanced 
economies(a)

Sources:  IMF WEO, OECD, Thomson Reuters Datastream and Bank calculations.
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4 Costs and prices 

Although CPI inflation has been volatile, it has risen over 2017 and was 2.6% in June.  It is expected 
to remain around 2¾% in the near term, boosted by higher import prices as a result of the 
depreciation in sterling, before easing back towards the 2% target during 2018.  Growth in firms’ 
imported costs appears to have started moderating.  Domestically generated inflation appears to 
have remained relatively subdued and inflation expectations remain consistent with the MPC’s 
2% target.

4.1 Consumer price developments and the 
near-term outlook

CPI inflation was 2.6% in June, having picked up from 2.3% in 
March.  This outturn was in line with the projection at the time 
of the May Report (Chart 4.1), although inflation has been 
volatile in recent months.  In particular, shifts in the timing of 
discounting have led to swings in clothing and footwear price 
inflation.

Sterling depreciated sharply following the EU referendum and 
has remained 15%–20% lower than its November 2015 peak 
since then.  As a result, firms’ imported costs have risen 
sharply since mid-2016 (Chart 4.2) leading to upward pressure 
on many retail prices (Section 4.2).  The speed at which firms 
pass movements in sterling through to consumer prices varies 
across products.  Fuel prices responded to the depreciation 
quite quickly and over recent months the effect of higher 
import prices has become more widespread across CPI 
components (Chart 4.3).  Reflecting this, margins on 
consumer goods and services are estimated to have recovered 
somewhat, having been squeezed by rising imported costs in 
2016 H2 (Chart 4.4).

As well as firms’ external costs, the path for inflation will 
depend on developments in domestically generated inflation 
(DGI) (Section 4.3).  DGI will reflect developments in domestic 
labour costs (Chart 4.2), as well as firms’ margins.  These can 
be influenced by companies’ and households’ inflation 
expectations.

CPI inflation is projected to remain around 2¾% in coming 
months (Chart 4.1).  The boost from the 2016 pickup in fuel 
prices has started to drop out of the annual comparison, which 
will drag on inflation, while higher import prices continue to 
push it up.  Inflation is expected to start to fall back towards 
the 2% target during 2018, primarily reflecting past increases 
in energy prices falling out of the annual comparison.

Chart 4.1  CPI inflation has picked up since the start of 
the year
CPI inflation and Bank staff’s near-term projection(a)

(a) The beige diamonds show Bank staff’s central projection for CPI inflation in April, May and 
June 2017 at the time of the May Inflation Report.  The red diamonds show the current staff 
projection for July, August and September 2017.  The bands on each side of the diamonds 
show the root mean squared error of the projections for CPI inflation one, two and three 
months ahead made since 2004.
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Chart 4.2  Import prices have pushed up firms’ costs
CPI inflation and estimated contributions to four-quarter growth 
in unit costs for consumer goods and services(a)

Sources:  Office for Budget Responsibility (OBR), ONS and Bank calculations.
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applicable, the weights capture each factor’s contribution to all stages of the domestic 
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(c) Quarterly average of monthly data, seasonally adjusted by Bank staff.

Source: Labour Force Survey and Bank calculations

CHART:  CPI inflation has picked up since the start of the year



AMI QUARTERLY ECONOMIC BULLETIN  Volume 37  Q3 2017

Consensus suggests that pressure on inflation 
should ease off later this year as the sharp 
slump in Sterling felt in the aftermath of the 
Brexit referendum result falls out of year on 
year comparisons. Oil prices had also fallen 
back in recent months, easing inflation, 
however this has reversed more recently. 
Even if CPI falls back to target however, wage 
growth prospects are unclear as traditional 
economic theory - arguing that as slack in 
the jobs market reduces, employee power to 
demand higher wages rises - appears to have 
broken down. If poor productivity continues, 
it will also weigh on this picture, leaving 
consumers feeling as though they have less 
money in their pockets.

Consumer debt, 
spending and 
inflation 

G DP growth is expected to flatline at 0.3 
per cent in Q3, though the Bank has 
warned that this could be optimistic 

given survey indicators for Q2. At its meeting 
ending on 14 June, the MPC noted that GDP 
growth had declined markedly in Q1 2017, in 
part reflecting weaker household spending. 
The 18 per cent depreciation of sterling since 
November 2015 is raising UK import prices and 
weighing on household real income growth.

Mounting pressure on households’ disposable 
income is fuelling concerns that consumers 
are relying on debt to get by. Consumer debt 
has become something of a whipping boy over 
the course of 2017, with the Bank of England 
warning credit card, personal loan and car 
finance firms against sloppy or lax affordability 
underwriting earlier this year. 

Rather than sounding alarm bells however, 
this warning heralds the likely future path 
of regulation; namely that 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

This is one side of the coin: the other 
is consumer indebtedness, which is not 
necessarily correlated to poor affordability 
underwriting approaches that may not be 
endemic across the market. Indeed, the MPC 
noted in its latest Inflation Report that it 
considers consumer indebtedness a tail risk, 
not a current issue. This may in part be due 
to overall household debt levels reducing as a 
result of low interest rates applied to mortgage 
debt. 

Furthermore, during the August Inflation 
Report’s accompanying press conference, Mr 
Carney went on to note that the percentage 
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Monetary policy since the May Report

The MPC’s central projection in the May Report was for 
four-quarter GDP growth to slow over 2017, settling at around 
1¾% over the rest of the forecast period.  Subdued 
consumption growth was projected to be largely balanced by 
rising net trade and investment.  Inflation was projected to 
remain above the 2% target, reflecting higher import prices 
stemming from the past depreciation of sterling.  Conditional 
on the path for Bank Rate implied by market interest rates 
prevailing at the time, wage growth and domestic price 
pressures were projected to pick up over the forecast, such 
that inflation was projected to be rising in the third year even 
as external price pressures faded.  That central projection was 
also conditioned on the announced Term Funding Scheme, 
and on the stocks of purchased gilts and corporate bonds 
remaining at £435 billion and £10 billion respectively.

At its meeting ending on 14 June, the MPC noted that 
GDP growth had declined markedly in 2017 Q1, in part 
reflecting weaker household spending.  It remained to be seen 
how large and persistent this slowdown in consumption would 
prove, with mixed signals from various indicators.  For 
instance, there had been further signs of a slowing in the 
housing market but consumer confidence had remained 

relatively resilient.  Surveys of exports and investment, 
however, were fairly upbeat.  That in part reflected robust 
near-term momentum in global activity.

CPI inflation had reached 2.9% in May, and core inflation had 
also risen.  Both stood at rates above the MPC’s expectations 
at the time of the May Report.  In contrast, wage growth had 
moderated further in April from already subdued rates, even as 
the unemployment rate had fallen to 4.6%.

The MPC’s May projections showed that the economy was 
expected to operate with a small degree of spare capacity for 
most of the forecast period, justifying the tolerance of some 
degree of above-target inflation.  The continued growth of 
employment could suggest that spare capacity was being 
eroded, lessening the trade-off the MPC was required to 
balance.  Key considerations would be the evolution of 
inflationary pressures, the persistence of weaker consumption 
and the degree to which it was offset by other components of 
demand.  In light of those considerations, five members 
thought the current policy stance remained appropriate to 
balance that trade-off.  Three members considered it 
appropriate to increase Bank Rate by 25 basis points.  All 
members agreed that any increases in Bank Rate were 
expected to be at a gradual pace and to a limited extent. 

investment and saving preferences, due to factors such as the 
increasing average age of the global population.(1) 

Exchange rates
Changes in relative growth prospects and interest rates tend 
to be associated with movements in exchange rates.  Amid 
improving euro-area growth prospects, the euro has 
appreciated against a range of currencies in recent months, 
including sterling (Chart 1.9).  

Sterling has remained around 15%–20% below its 
November 2015 peak since the EU referendum (Chart 1.9).  
In the run-up to the August Report, the sterling ERI was 2% 
lower than at the time of the May Report, and 18% below 
its peak.  Market contacts ascribe much of the fall to changes 
in investors’ perceptions of the UK growth outlook and risks 
around the United Kingdom’s departure from the 
European Union.

Corporate capital markets
Developments in capital markets matter for the ease and cost 
of raising finance for companies.  The improvement in the 
global growth outlook over the past year (Section 1.1), 

(1) For more details, see the box on pages 8–9 of the November 2016 Report;   
www.bankofengland.co.uk/publications/Pages/inflationreport/2016/nov.aspx and 
Vlieghe, G (2016), ‘Monetary policy expectations and long-term interest rates’;  
www.bankofengland.co.uk/publications/Documents/speeches/2016/speech909.pdf.
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CBI Distributive Trades Survey reported that sales of household 
electrical goods fell over the year to June.

The pace at which households adjust their consumption to 
slowing rates of real income growth will depend on a number 
of factors.  In the short run, households may change the 
amount they save or borrow to allow for only a gradual 
adjustment.  The extent to which households can do that, 
however, will depend in part on their current holdings of 
savings and debt, which vary significantly across households 
(see the box on pages 14–15).

The extent to which households borrow in order to fund 
spending may also be affected by consumer credit conditions.  
These have eased in recent years, as banks’ funding costs have 
fallen (Section 1) and competition between lenders has 
increased.  Interest rates on a £10,000 personal loan are close 
to record lows (Table 2.B) 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,(1) although the 
level of competition between lenders remains strong.

Four‑quarter growth in consumer credit has slowed slightly 
since late 2016, although it remained high at around 10% in 
Q2 (Chart 2.5).  Dealership car finance accounted for a little 
over a third of that growth, with the remainder accounted for 
by credit card and other borrowing, such as personal loans.(2)  
The Prudential Regulation Authority’s (PRA’s) review of 
consumer credit lending, published in July, found that the 
resilience of lenders’ consumer credit portfolios had been 
falling.(3)  Lenders with material exposures to consumer credit 
will be asked to respond to that review.  In addition, the 
Financial Policy Committee (FPC) is bringing forward the 
assessment of stressed losses on consumer credit lending in 
the Bank’s 2017 annual stress test, in order to inform the 
assessment at its next meeting of any additional resilience 
required in aggregate against this lending.  The FPC increased 
the countercyclical capital buffer rate, levied on banks’ total 
risk‑weighted UK assets, from 0% to 0.5%.  It expected — 
absent a material change in the outlook — to raise the rate to 
1% at its November meeting (Section 1).(4)

The pace at which households adjust their spending growth in 
response to the squeeze in real incomes will also depend on 
their expectations for future income growth.  Having remained 
broadly stable in the preceding months, the GfK measure of 

(1) For more details, see the 2017 Q2 Credit Conditions Survey;  www.bankofengland.
co.uk/publications/Documents/other/monetary/ccs/2017/17q2.pdf.

(2) For more details on the different forms of consumer credit, see the box on 
pages 18–19 of the June 2017 Financial Stability Report;  www.bankofengland.co.uk/
publications/Pages/fsr/2017/jun.aspx.

(3) For more details, see the PRA statement on consumer credit;  www.bankofengland.
co.uk/pra/Documents/publications/reports/prastatement0717.pdf.

(4) For more details, see the June 2017 Financial Stability Report;  www.bankofengland.
co.uk/publications/Pages/fsr/2017/jun.aspx.
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Chart 2.4  Private new car registrations and consumer 
confidence have fallen
Consumer confidence and private new car registrations

Sources:  GfK (research carried out on behalf of the European Commission), Society of Motor 
Manufacturers and Traders (SMMT) and Bank calculations.

(a) Data are to June 2017.
(b) Average of the net balances of respondents reporting that:  their financial situation has got 

better over the past twelve months;  their financial situation is expected to get better over 
the next twelve months;  the general economic situation has got better over the past 
twelve months;  the general economic situation is expected to get better over the next 
twelve months;  and now is the right time to make major purchases, such as furniture or 
electrical goods.  Data are to July 2017.

Table 2.B  Interest rates on household lending have remained 
stable in recent months
Average interest rates on household lending

Monthly averages

2005– 2009– 2013– 2016 2017 2017 2017 
08 12 15 Q1 Q2 July

Interest rates (per cent)(a)

Two‑year fixed‑rate 
  mortgage (75% LTV) 5.4 3.7 2.3 1.7 1.4 1.4 1.5

Two‑year fixed‑rate 
  mortgage (90% LTV) n.a. 6.0 4.1 2.6 2.5 2.5 2.5

£10,000 unsecured loan 7.8 9.0 5.3 4.1 3.7 3.8 3.8 

(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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Chart 2.5  Consumer credit growth has remained robust
Contributions to four‑quarter consumer credit growth(a)

Sources:  Bank of England and Bank calculations.

(a) See www.bankofengland.co.uk/statistics/Pages/iadb/notesiadb/Changes_flows_growth_
rates.aspx for a description of how growth rates are calculated using credit data.

(b) Sterling net lending by UK monetary financial institutions (MFIs) and other lenders to 
UK individuals (excludes student loans).  Non seasonally adjusted.

(c) Identified dealership car finance lending by UK MFIs and other lenders.

Sources: Bank of England and Bank calculations.

CHART:  Consumer credit growth has remained robust



AMI QUARTERLY ECONOMIC BULLETIN  Volume 37  Q3 2017

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. 

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 
remainder accounted for by credit card and 
other borrowing, such as personal loans.

Monetary policy 

T ighter spending power, higher than 
target inflation and fears that cheap 
credit is fuelling consumer debt taken 

together have significant implications for the 
future path of interest rates. Former MPC 
economist Andrew Sentance, now in residence 
at PwC, has reiterated his call for the Bank to 
get a move on with raising the base rate. 
 
He said: ‘The Bank of England may take 
comfort from the fact that inflation is not 
continuing to rise over the summer months. 
But there is still a strong case for starting to 

edge UK interest rates upwards from their 
exceptionally low level, following the lead taken 
by the United States Federal Reserve.’
At its latest meeting the MPC voted 7-2 to 
maintain BBR at 0.25 per cent. Despite its 
increasingly hawkish tone, AMI believes the 
first rise is more likely to come in February than 
November.

After spiking up in June, swap rates then edged 
downwards with the rate on a two-year swap 
dropping by 10 basis points to 0.57 per cent 
over July, while the rate on a five-year swap 
fell by 9 basis points. This brought swap rates 
broadly back into line with averages over the 
past nine months, That said, swap rates have 
more recently begun to rise again with the two-
year swap rate increasing from 0.54 per cent 
to 0.82 per cent over the month to the start of 
October. This in turn appears to have prompted 
at least a temporary rise in average mortgage 
rates.’

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 risk-
weighted assets from 0 per cent to 0.5 per cent 
in June, which has pushed up bank funding 

 Section 1  Global economic and financial market developments 5

Interest rates
The improving growth outlook has been reflected in higher 
market interest rates across advanced economies over the 
past year.  And UK and euro-area long-term interest rates 
(Chart 1.7) and market-implied paths for policy rates 
(Chart 1.8) have risen further since May.  In contrast, 
US market interest rates were broadly unchanged over 
the past three months, although they remain higher than 
a year ago. 

In the United States, the Federal Open Market Committee 
(FOMC) in June again raised the target range for the federal 
funds rate, to between 1% and 1¼%.  The median FOMC 
member’s projection is for the federal funds rate to rise to a 
little below 3% by the end of 2019.  The FOMC also 
announced that, subject to economic conditions, it expects to 
begin to unwind its asset purchase programme.  Market 
interest rates imply that the pace of rate rises will slow over 
the next few years (Chart 1.8), to a level below the median 
FOMC member’s policy rate projection. 

The European Central Bank (ECB) has made no changes to 
policy rates or its asset purchase programme since May.  In 
July, the ECB reiterated that it would continue its programme 
of asset purchases until December 2017 and market contacts 
expect them to continue beyond that point but with a 
reduction in the pace of purchase.  The market-implied path 
for policy rates steepened somewhat towards the end of June, 
but still rises only gradually over the next three years 
(Chart 1.8).

In the United Kingdom, the market-implied path for Bank Rate 
reaches 0.8% in three years’ time, around 20 basis points 
higher than at the time of the May Report (Chart 1.8).  Within 
that, a full 25 basis point rise in Bank Rate is now implied by 
late 2018.

The MPC voted 5–3 to make no changes to monetary policy 
at its June meeting, as set out in the box on page 6.  Market 
contacts attributed subsequent rises in interest rate 
expectations to changes in the balance of policy votes and 
later communications by MPC members.  The details of the 
August decision are contained in the Monetary Policy 
Summary on pages i–ii of this Report, and in more detail 
in the Minutes of the meeting.

Market-implied paths continue to suggest that policy rates in 
advanced economies will rise only gradually in coming years 
(Chart 1.8), and long-term government bond yields remain 
historically low (Chart 1.7).  These low levels of long-term 
interest rates are likely in part to reflect continued subdued 
expectations for long-term growth, and the risk of even 
weaker growth, despite the recent improvement in 
nearer-term prospects.  But low levels of long-term interest 
rates are also likely to reflect structural shifts in global 
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Chart 1.8  Market-implied paths for short-term rates 
have risen in the United Kingdom and euro area
International forward interest rates(a)

Sources:  Bank of England, Bloomberg, European Central Bank (ECB) and Federal Reserve.

(a) The August 2017 and May 2017 curves are estimated using instantaneous forward overnight 
index swap rates in the fifteen working days to 26 July and 3 May respectively.

(b) Upper bound of the target range. 

0.5

0.0

0.5

1.0

1.5

2.0

2.5

3.0

3.5

2014 15 16 17

Per cent

United States

Germany

United Kingdom

France

May Report

+

–

Chart 1.7  Long-term interest rates have increased over 
the past year
Ten-year nominal government bond yields(a)

Sources:  Bloomberg and Bank calculations.

(a) Zero-coupon spot rates derived from government bond prices.

Developments anticipated in May during 
2017 Q2–Q4

Developments now anticipated 
during 2017 Q3–2018 Q1

Advanced economies Broadly unchanged

•	 Quarterly	euro-area	growth	to	average	a	
little above ½%.  Annual euro-area HICP 
inflation to fall back and then remain 
around 1½% during the rest of the year.

•	 Quarterly	US	GDP	growth	to	average	
between ½% and ¾%.  Annual 
US PCE inflation to remain around 2%.

•	 Quarterly	euro-area	growth	to	average	a	
little above ½%.  Annual euro-area 
HICP inflation to fall back to around 1%. 

•	 Quarterly	US	GDP	growth	to	average	
½%.  Annual US PCE inflation to remain 
below 2%.

Rest of the world Broadly unchanged

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

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

The exchange rate 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 
assumptions.

Table 1.C  Monitoring the MPC’s key judgements

Sources: Bank of England, Bloomberg, European Central Bank (ECB) 
and Federal Reserve.

CHART:  Market implied paths for short term rates
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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 
August 2017 Inflation Report

UK housing market activity and house 
price inflation have slowed over the 
past 18 months, and that slowdown 
has gathered pace since the start of 
the year. House prices were broadly 
at in Q2. And mortgage approvals fell 
to around 65,000 per month, weaker 
than expected in May. In contrast, new 
house building has been robust, with 
housing starts having increased by 26 
per cent in the year to 2017 Q1.

Much of the weakness in housing 
market activity over the past 18 
months reflects a fall in the number 
of buy-to-let property transactions 
following policy changes such as the 
introduction of the stamp duty charge 
for additional properties in April 2016 
- this slowdown has been particularly 
pronounced in London and the South 
East, which together account for 
around 50 per cent of buy-to-let 
transactions.

The latest fall in mortgage approvals 
however has largely reflected falls in 
the number of homemovers and first-
time buyers.
Annualised house price inflation is 
projected to pick up only gradually, 
and mortgage approvals are projected 
to remain broadly flat in the near term.
While weaker housing market activity 
will weigh on the pace of housing 
investment growth, the recent 
strength in housing starts is likely to 
support it in the near term. Housing 
investment growth is projected to be 
relatively strong in the second half 
of 2017, before falling back further 
ahead.

Section 2  Demand and output 17

Recent developments in the housing market

UK housing market activity and house price inflation have 
slowed over the past 18 months, and that slowdown has 
gathered pace since the start of the year.  House prices were 
broadly flat in Q2 (top panel of Chart A).  And mortgage 
approvals fell to around 65,000 per month (middle panel of 
Chart A), weaker than expected in May.  In contrast, new 
house building has been robust, with housing starts having 
increased by 26% in the year to 2017 Q1 (bottom panel of 
Chart A).  This box explores some of the possible drivers of 
these developments, together with their implications for the 
near‑term outlook.

Explaining the recent weakness in the housing market
Much of the weakness in housing market activity over the past 
18 months reflects a fall in the number of buy‑to‑let property 
transactions following policy changes such as the introduction 
of the stamp duty charge for additional properties in 
April 2016.  Buy‑to‑let mortgage completions fell sharply in 
April 2016 (middle panel of Chart A) and have remained 
broadly flat since then.  Perhaps consistent with that, the 
slowdown in housing market activity over the past 18 months 
has been particularly pronounced in London and the 
South East, which together account for around 50% of 
buy‑to‑let transactions.  Activity may also have been affected 
by uncertainty surrounding the EU referendum.

The most recent falls in house prices and activity do not 
appear to have been driven by weakness in the buy‑to‑let 
market, however.  The latest fall in mortgage approvals has 
largely reflected falls in the number of homemovers and 
first‑time buyers.  And the slowdown appears to have been a 
little more broad‑based across regions, with contacts of the 
Bank’s Agents reporting that housing demand has softened in 
many parts of the United Kingdom in recent months.

That more widespread slowdown is likely to have been driven 
by some of the same factors driving the weakness in spending, 
in particular the weakness in income growth (Section 2.1).  
Since households tend to have some flexibility in moving 
house, they may choose to delay moving or to reduce the 
amount they are willing to spend following a period of weak 
income growth, especially if they are uncertain about their 
likely income levels in the longer term.  That may particularly 
constrain activity in areas such as London and the South East, 
where house prices are higher relative to incomes.(1)

In contrast to the weakness in house price inflation and 
housing activity, housing investment grew by 1.8% in Q1, 
stronger than expected in May.  Around a quarter of housing 
investment is comprised of spending on services associated 
with property transactions, while the remainder is formed of 

(1) For more details on the level of house prices relative to incomes, see the box on 
page 12 of the June 2017 Financial Stability Report;  www.bankofengland.co.uk/
publications/Pages/fsr/2017/jun.aspx.
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Chart A  House prices and activity have slowed but new 
building has continued to increase
House prices, mortgage approvals for house purchase, mortgage 
completions and housing starts

Sources:  Bank of England, Council of Mortgage Lenders, Department for Communities and 
Local Government, IHS Markit, Nationwide and Bank calculations.

(a) Average of the quarterly Halifax/Markit and Nationwide house price indices.
(b) Number of permanent dwellings in the United Kingdom started by private enterprises up to 

2016 Q3.  Data for Q4 and 2017 Q1 have been grown in line with permanent dwelling starts 
by private enterprises in England.  Data are seasonally adjusted by Bank staff.

Sources:  Bank of England, Council of Mortgage Lenders, Department for 
Communities and Local Government, IHS Markit, Nationwide and Bank 
calculations.calculations.

CHART:  House prices and activity have slowed but new building has 
continued to increase
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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 year-
on-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. 


