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Executive Summary

 The risk of a rise in the Bank Base Rate has receded further into the 
distance as market volatility and pressure on wage growth remains

 Concern that some lenders are pricing short-term fixes more 
competitively than longer term rates for fear of comeback from 
borrowers

 The UK is building a student debt mountain by stealth which 
will cripple the next generation of homebuyers and risks damaging 
economic stability

 Help to Buy is creating small pockets of chain building as builders 
encourage previous first-time buyers to trade up under the scheme

 Estate agents are burying their heads in the sand on stock levels 
as dependence on online property search sites dampens seller 
registrations

 Call for FCA to crack down on weaker MCD disclosure rules for 
lenders in a bid to re-level the play field for advisers



Economic Overview

UK growth has been weaker than expected 
with the latest figures from the Office 

for National Statistics revealing the economy 
grew just 0.5% in the final quarter of 2015. 
Meanwhile figures have also emerged showing 
that the government is struggling to stay 
on track with its target to cut government 
borrowing and return the public coffers to a 
surplus by the end of this parliament.

Although the March Budget statement from 
the Chancellor George Osborne claimed 
Britain’s economy was robust, he was 
nevertheless forced to admit the need for yet 
more “austerity” over the next four years. And 
immediately after his statement Robert Chote, 
the Office for Budget Responsibility’s director, 
was very public in his scepticism of Osborne’s 
claims. He warned that tax giveaways 
averaging £6bn in 2017-18 and 2018-19 would 
be followed by takeaways averaging £13bn in 
the following two years.

Volatility in international stock markets and 
the plunging oil price coupled with uncertainty 
around the potential for the British public 
to vote to leave the EU and the political 
ramifications of a Brexit for another Scottish 
independence referendum cast a long shadow.  
The lack of clarity amongst our political parties 
instils a real feeling of uncertainty.  Whilst 
David Cameron is committed to staying in the 
EU, he cannot take his party with him. Labour 
leader Jeremy Corbyn - a long term anti-
European - is playing a passive role towards 
staying in the Union to avoid broader conflict. 
This leaves the UK population with a choice 
without conviction leadership. Such a vacuum 
creates uncertainty and a loss of confidence 

which could lead through to falls in retail sales 
and a drop in wider consumer commitment to 
house purchase and financial commitments.
(see Chart 1)

The OBR has also gone on record warning that 
a volatile economic outlook has already blown 
a £56bn hole in the public finances over the 
next five years. Official forecasts from the body 
cut growth expectations in mid-March. GDP 
was revised down for 2016 to 2% compared 
with 2.4% at the time of the Autumn Statement 
for 2015 and 2016, and revised down to 2.2% 
in 2017 (2.5%) and 2.1% in each year after that 
(previous forecasts were for 2.4% in 2018 and 
2.3% in each of 2019 and 2020).
(see Chart 2)

Inflation remains flat as a pancake while tax 
revenues have been badly hit by the dramatic 
falls in the oil price we have seen over the past 
year. These are set to fall again following tax 
breaks for the oil and gas industries which are 
struggling. 

In its latest Inflation Report the Bank of 
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CHART 1: Stock market volatility



England set out its expectations that consumer 
price inflation was likely to remain below 1% 
for the rest of 2016 and admitted concern that 
this outlook was likely to put pressure on wage 
growth.

UK unemployment fell to 1.68 million 
between November and January, down 28,000 
from the previous quarter while the rate of 
unemployment remained at 5.1%, maintaining 
a decade-low. January’s figures from the 
ONS show 31.42 million people are in work, 
478,000 up on a year ago. The employment 
rate is 74.1%, the joint highest since current 
records began in 1971.

Average earnings meanwhile went up by 2.1% 
in the year to January including bonuses, 0.2% 
higher than the previous month. Excluding 
bonuses, the increase was 2.2% - weaker than 
expected. In real terms, the Bank of England’s 
figures show that post-tax labour income has 
grown 3.7% in the year to Q3 2015, boosted 
by employment growth and falling food and 
energy prices. 

The Bank is concerned that medium term 
performance is adding to  stock market 
volatility which is likely to put pressure on 
consumer spending as companies suspend 
dividend payments.  This has longer term 
implications for pension funds and for the 
valuations of the FTSE100 in particular.  
There will also be implications from a tax 
perspective following changes to capital gains 

tax announced in the Budget in March.  Many 
investors may look to realign their portfolios

AMI is reasonably comfortable with the 
current salary increases seen in recent pay 
negotiations; earnings growth at this level is 
sustainable – any higher could prove a trigger 
for the Monetary Policy Committee to begin 
raising Bank Base Rate. 

Interest rates and 
monetary policy

As predicted in the Q4 issue of our 
Economic Bulletin, AMI is still of the view 

that the base rate will not rise this year and 
now believes that a rise may not come before 
the second half of 2017, potentially later than 
this. 

The MPC voted to maintain the base rate at 
0.5% unanimously again in March and we 
are of the view that this outlook is unlikely to 
change any time soon. In February Jon Cunliffe, 
deputy governor at the Bank of England 
responsible for financial stability, gave a speech 
at the British Property Federation which paves 
the way for loose monetary policy for some 
time to come and which AMI believes rules 
out the plausibility of a rate rise for longer than 
markets are expecting.

In it he outlined that in the 10 years between 
1997 and 2007, the annualised growth rate of 
real credit in the UK was 7%, relative to real 
GDP growth of 3%. That meant credit grew at 
more than double the rate of the economy over 
the period. The recession that followed the 
financial crisis saw a sharp correction. Credit 
went into reverse, shrinking annually by around 
2.5% a year in real terms from 2010-2014. By 
2014 the stock of credit had dropped from its 
peak of 177% of GDP to 140% - and remains 
around that level. 

While Cunliffe noted that the financial crisis 
of 2007 was not triggered by UK households’ 
build up of debt, that debt made our economy 
much more vulnerable when the shock hit us. 
He said: “Bank lending to households made a 
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particularly large contribution to credit growth 
in the first half of the 2000s. Households have 
a house on their balance sheet to set against 
the debt. The debt stock has grown but so has 
the value of the housing assets it is financing. 
The total size of the household sector’s balance 
sheet grew over the period. But the debt is 
fixed while the value of the asset can vary 
quite widely. And large balance sheets can be 
vulnerable at times of stress.”

The aggregate household debt service ratio 
in the UK rose to 13% in 2007 but is now at 
its 2001 level of around 8%, a little below its 
historic average since 1988. But while the ratio 
is back at 2001 levels, its composition is now 
very different. In 2001, the debt stock was 
around £800 billion and the interest rate was 
6.7%. Today it is over £1.6 trillion and the rate 
has fallen to 3.6%. 

Cunliffe has been frank that the Bank has 
questions about the vulnerability this poses 
to the economy’s stability: if rates rise too 
fast households will see that ratio shift, with 
the cost of servicing their debt rising in an 
environment where wages are giving no visible 
signs of supporting those increased costs. 

The risk then becomes that the asset values 
which sit behind that debt, in effect supporting 

it, drop to accommodate borrowers’ reduced 
ability to service new debt. The Bank’s 
monetary policy has spent the past 10 years 
supporting house prices – AMI does not 
believe therefore it makes logical sense that it 
would pull the plug now and raise rates, risking 
the stability of an already fragile economy.

Student debt
Additionally AMI is concerned more generally 
about the rising level of student debt in the UK. 

The most recent figures from the Student 
Loans Company shows £9bn was lent to 
students to fund higher education in England 
alone for the academic year 2013-14. Net 
repayments were just £1.5bn while the 
outstanding balance at the end of the financial 
year was £54.4bn – an increase of 18% 
compared to the previous year. On average 
students in England who started to repay their 
debt in 2013 owed £18,650. The average debt 
for the 2014 repayment group was £20,100.
(see Chart 3)

In Northern Ireland the outstanding balance 
for the same year was £2.2bn; for students in 
Scotland it was £3.1bn and for students 
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in Wales it was £2.6bn.  

This is relevant in two contexts: firstly the 
value of university education has come down 
in terms of its effect on earnings capacity; 
secondly, Britain is building a debt mountain 
for the next generation which is already 
dramatically affecting affordability and is set 
only to get worse.

Bank of England research shows that since 
1995, the effect of having a degree has fallen 
substantially. In 1995 a degree would on 
average increase wages by 45% relative to 
having no qualifications at all; by 2015 this 
premium had fallen to 34%.

The outstanding balances are also rising 
dramatically year-on-year and with university 
tuition fees up to £9,000 per academic year 
– not including living expenses – this debt is 
going to build. Payments are already failing to 
keep pace and with pressure on earnings, this 
ratio will only worsen. 

The question is whether the government will 
be forced to forgive this debt at some point in 
the future – it is increasingly becoming a real 
risk for the economy and in future will drag 
even more heavily on affordability for those 
wishing to buy their first home.

Housing and 
mortgages
As we predicted in December last year the first 
quarter has seen strong lending figures with 
the strongest gross lending total in February for 
a February since 2008. The Mortgage Credit 
Directive implementation deadline in March 
has no doubt had a role to play in this as well 
a push by investors purchasing buy-to-let 
properties ahead of the implementation of the 
3% surcharge in stamp duty from April 2016. 

The  Council of Mortgage Lenders estimates 
that gross mortgage lending reached £17.6bn 
in February, 30% higher than February 2015 
(£13.6bn).  The CML is of the view that the 
underlying lending picture is stabilising. 

Sentiment and activity are showing early 
signs of improvement, and should be further 
supported by the effects of stamp duty reform 
while lenders expect lending volumes to 
improve over the next quarter.  March is likely 
to be significantly more than the £16bn last 
year but we should not expect quarter 2 to 
move on in the same way as last year. However 
around £240bn gross lending for the years 
remains a positive prospect.

However AMI is concerned that in some 
pockets of the market lenders are reluctant 
to offer borrowers longer term stability on 
remortgage rates. Our members have noted 
that building societies in particular are focusing 
their efforts on making shorter term fixed rates 
more competitive so that borrowers are less 
able to fix payments over five years without 
moving borrowers. This appears to 
be a consequence of pressure on their 
prudential model.  Whether this also 
reflects uncertainty or a lack of confidence 
to sell longer term fixed rates to borrowers 
remortgaging through execution-only mortgage 
sales is unknown.
(see Chart 4)
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Broader investment in housing has slowed 
recently; spending on services associated with 
property transactions, on newly built dwellings 
and on improvements to existing dwellings has 
dropped over the past year.
(see Chart 5)

Interestingly consumer credit lending has 
picked up much faster than either business or 
secured household lending. This is surprising 
given the rates on offer in the secured markets; 
we expect to see more detailed figures 
published by the Financial Conduct Authority 
sometime in the next quarter.
(see Chart 6)

Housing supply
The single biggest issue facing the housing and 
mortgage markets remains the lack of supply of 
residential property and the latest Budget did 
little to boost the delivery of new homes. That 
said the Starter Homes initiative is pending 
and we are beginning to see builders work 
with those who bought through Help to Buy 
in previous years remortgage, leverage up and 
trade up to larger family homes through the 
scheme – creating their own chains. 

This is positive for the market and is creating 
confidence to build more homes – particularly 
larger family houses. 

The other side of the supply equation is the 
stock of existing homes coming onto the 
market. Figures published in February by 
HMRC showed the number of UK residential 
property transactions increased 9.7% year-
on-year in January. That month there were 
105,940 transactions on a seasonally adjusted 
basis, which was a 2.8% fall on December’s 
figures.

While the market continues to recover since 
the sharp fall in residential transactions at 
the end of 2007 it cannot be concluded that 
transactions are back to full health yet. Pre-
Credit Crunch the number of transactions had 
risen constantly over a number of years to 
reach a peak of around 150,000 per month. But 
since February 2014 the number of seasonally 
adjusted transactions has broadly stabilised at 
around 100,000 per month.
(see Chart 7)
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Chart 4A
Total UK Residential Property Transactions

HM Revenue and Customs
UK Property Transactions Count - February 2016

4 Historic: Commentary and Charts

Residential transactions
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The long term movement in the number of residential property transactions shown in Chart 4A reflects the 
general performance of the housing market over the past nine years. The clearest feature of the time series 
is the sharp fall in residential transactions at the end of 2007, coinciding with the housing market slump and 
credit crunch. Prior to this point, the number of transactions had risen constantly over a number of years to 
reach a peak of around 150,000 per month. Since December 2008, there was a slow but steady upward 
trend in the seasonally adjusted count. From February 2014 to April 2015, the number of seasonally 
adjusted transactions stabilised at around 100,000 per month but has since risen steadily.
The seasonally adjusted transaction estimate shows a distinct peak at December 2009. This is associated 
with the end of the Stamp Duty Land Tax 'holiday', during which the lower tax threshold was temporarily 
raised to £175,000. The forestalling effects of this 'holiday' coming to an end also show as higher than 
normal transactions in the previous few months as homebuyers brought forward their purchases. There is a 
corresponding drop in the early months of 2010.
There is another, smaller, peak and trough in March and April 2012 due to the ending of the SDLT first time 
buyers' relief. This relief was in effect from 25 March 2010 to 24 March 2012 inclusive. Around 7,000 
transactions per month benefitted from this relief, although this number doubled in its final month.
Comparison of the not-seasonally adjusted and seasonally adjusted data in Chart 4A shows that activity in 
the residential housing market is strongest in the summer months with a clear low point around the end of 
the calendar year.

CHART 7: Total UK Residential Property Transactions

Source: HMRC



Estate agents are loath to admit that the 
migration of would-be buyers online to 
research the market is driving this. Rather 
than decide to move house, visit several 
estate agency branches and register their own 
property for sale at the same time as being 
shown properties they might purchase – sellers 
are surfing the net. 

While the convenience for the property 
shopper has been undeniably improved, 
the flipside is that their choice of stock has 
diminished significantly. There is significant 
apathy among sellers reluctant to list their 
homes for sale until they’ve found the 
property they wish to buy. And agents are not 
getting the face time with potential sellers to 
encourage them to list.

Until the reality of this dynamic is faced by 
estate agents, AMI is concerned that stock 
levels will remain under pressure.  The high 
street estate agency model needs to find a 
new way of engaging with potential buyers 
that brings their property to market earlier. 
Given the margins in this industry it is a nettle 
that needs grasping with both imagination and 
significant effort.

Regulation
Following the implementation of the Mortgage 
Credit Directive on 21 March 2016, disclosure 
rules have changed. Banks and building 
societies have seen the regulatory onus on 
them to disclose their terms and conditions 
and payment structures weaken under MCD 
– upfront they are permitted under European 
regulation to disclose orally.

Under Mortgage Market Review rules they, 
like intermediaries, had to submit full 
disclosure to clients before they commenced 
conversations. AMI is disappointed to see that 
the FCA has not chosen to require lenders to 
continue to adopt the same stance as brokers 
on this point: MMR was designed to level 
the playing field so that borrowers received 
a consistent level of service regardless of the 
path they chose to take when applying for a 
mortgage. 

We strongly urge the FCA to reconsider this 
rule and revert back to its much fairer and more 
robust disclosure rules under MMR. 
This is fairer to consumers on all levels.
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