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Executive Summary

 Despite a small uptick in mortgage rates following the November rise in the Bank 
base rate, AMI expects margins to remain narrow for the next 12 months and rates 
very competitive

 Stamp duty cut for first-time buyers in the Budget is about politics not housing 
policy

 High LTV rates and new build rates may rise gradually during 2018 as a result

 Brexit now poses a question over the delivery of government’s promised housing 
completions as construction firms warn skilled workers are returning home in Europe

 Demographic shifts are already beginning to show in mortgage trends with terms 
becoming longer and joint applications increasingly common

 Household debt make-up is changing with ‘safe’ mortgage debt falling as student 
debt rises

 Mortgage approvals and housing transactions are likely to be flat in 2018 with 
gross lending likely to rise to £265bn as remortgage continues to gently expand

 Brokers continue to offer value, particularly in specific markets including buy-to-
let, self-employed, lending into retirement and first-time buyer

 Lenders expect brokers involved in product transfers to have taken the customer 
through the same advice process as remortgage

 Open banking rules and liability has finally been given some further clarity by 
the regulator – this poses some significant questions for mortgage brokers and the 
digitisation of advice



Economic Overview

T he fourth quarter of 2017 marked 
several important economic milestones. 
The Bank of England raised the Bank 

base rate for the first time in a decade, from 
its all-time historic low of 0.25 per cent back 
to 0.5 per cent where it had been prior to 
August 2016 since March 2009. The rise was 
widely expected and the weeks preceding it 
saw swap rates tick up by around 0.3 per cent, 
allowing lenders to justify raising mortgage 
rates by around the same margin. This has not 
continued into December and mortgage rates 
are unlikely to see much change in the early 
part of 2018. 

Markets had been pricing in a further rise 
in the base rate for February 2018, though 
uncertainty surrounding Brexit negotiations 
and the weakest growth forecasts ever 
published by the Office for Budget 
Responsibility in November may serve to stay 
the Monetary Policy Committee’s hand a while 
longer. The OBR expects GDP growth to slow 
to 1.5 per cent this year, before dipping to just 
1.3 per cent in 2019, when the UK is due to 
leave the European Union. Growth picks up to 
1.6 per cent only in 2022, still below the 1.8 
per cent seen in 2016.

On the flipside, inflation hit 3.1 per cent in 
November after strongly rising oil prices last 
month. This is its highest rate in six years and 
has forced Bank governor Mark Carney to 
write to the Treasury explaining the breach in 
the MPC’s inflation target, which will add to 
pressure on the Bank to lift base rate again to 
bring it back under control.  However the risks 
are that as these are supply side cost impacts 
not demand led, increasing rates may just add 
to economic uncertainty without reducing 
inflation.

Rather than average mortgage rates rising as 
a result of this however, AMI is of the view 

that higher risk lending may see rates start to 
climb disproportionately. The majority of lender 
appetite is for low loan-to-value clean credit 
lending; competition is likely to remain heated 
in this part of the market throughout 2018. 
The larger lenders will compete aggressively 
in this market, supported by the relatively 
cheap funding afforded by the Term Funding 
Scheme.  Given suggestions that Help to 
Buy has contributed to higher house price 
inflation, particularly in areas of the UK that 
have seen prices rise significantly over the past 
12 months including the north of England, we 
would expect lenders to remain wary of lending 
too freely at high LTVs without the aid of the 
scheme. 

Additionally, Chancellor Philip Hammond 
delivered his first Autumn Budget revealing 
a package of measures aimed at tackling the 
shortage of new homes being delivered each 
year along with a crowd pleaser for first-time 
buyers in the form of removing stamp duty on 
first-time purchases up to £300,000. 

This may contribute further to lender 
reluctance to offer super competitive rates at 
high LTV after the OBR warned any savings 
made by first-time buyers in stamp duty were 
likely to add to price inflation. Tackling the 
stamp duty conundrum was needed, but AMI is 
of the view that restricting the changes to first-
time buyers will do nothing to aid mobility in 
the market or boost transactions, which remain 
sluggish. 
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Although the latest figures from the Royal 
Institution of Chartered Surveyors showed 
a slight improvement in transactions in late 
Q3, consensus suggests that this could have 
been partly down to the expectations of an 
imminent rate rise in November as well as 
consistently low mortgage rates encouraging 
some households to move. 

Landlords continuing to offload properties 
being bought up by first-time buyers could 
also be a factor, as the effect of switching from 
tax relief on mortgage interest to a tax credit 
continues to prompt smaller scale buy-to-let 
investors to exit the market. Evidence to date 
indicates this is still a trickle rather than a flow. 
That said, RICS expects lower price inflation 
and sales volumes over the next few months, 
marking more depressed activity in the market 
than during the same period in 2017.

Brexit

A fter getting a reasonably positive 
response from markets trading 
immediately after Prime Minister 

Theresa May reached a divorce deal over how 
Brexit talks would progress in early December, 
relations between the European Union and 
Government appear still to be on relatively 
moveable ground. 

Key considerations affecting the housing and 
mortgage markets include migration and trade 
agreements as these will have significant 
impacts on the value of sterling, foreign 
investment appetite and resource to deliver 
homes promised by the UK government.  
The Governor of the Bank of England, in his 
discussions after the last inflation report, 
was clear that the path indicated was based 
on a smooth Brexit with continuing open 
trade and no limitations on financial services 

transactions.  Anything less would adversely 
impact the Bank’s assumptions.

Construction firms have openly warned that 
their workforces are already leaving the UK 
and returning to Europe, partly due to the 
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The other four fifths of investment comprises spending on  
new dwellings and improvements to existing dwellings.  New 
housing starts have picked up by 20% since the start of 2016, 
although they fell back slightly in Q2.  Housing investment 
growth overall is projected to be fairly subdued in coming 
quarters (Table 2.B).

2.3 Government spending

Public sector net borrowing was estimated to have been  
£32.5 billion between April and September 2017, the smallest 
figure at this point in the fiscal year since 2007.  In addition, 
estimates of borrowing in the fiscal year 2016/17 have been 
revised down significantly since the initial estimate, in part 
reflecting an upward revision to income tax and VAT receipts.

The MPC’s forecasts are conditioned on the Government’s tax 
and spending plans detailed in the Spring 2017 Budget.  Under 
these plans, the fiscal consolidation continues, weighing on 
overall GDP growth over the MPC’s forecast period.

2.4 Business investment

Following recent upward revisions, business investment is 
estimated to have grown by 2½% in the year to 2017 Q2 
(Chart 2.7), slightly above its past average rate.  Nevertheless, 
past falls mean that the level of investment remains low 
relative to the size of the capital stock.  That will continue to 
weigh on growth in the capital stock and thus on productivity 
and potential supply growth (Section 3).

Survey evidence suggests that the continuing strength of 
global demand (Section 1) and high profit margins on export 
sales following sterling’s depreciation are likely to be 
supporting investment in export capacity.  In addition, the rate 
of return on capital, as measured by the ONS, remains high 
and spare capacity appears to be fairly limited (Section 3).

Set against that, the depreciation of sterling will also  
have raised the cost of investment because, with the  
main exception of buildings, investment is relatively  
import-intensive.  In addition, a number of surveys suggest 
that the anticipation of Brexit and related uncertainties are 
weighing on investment.  For instance, in a recent survey on 
investment intentions by the Bank’s Agents, economic 
uncertainty, expected changes to future UK trading 
arrangements and other Brexit factors were the most 
commonly cited factors weighing on investment plans. 

While retained earnings are the most important source of 
finance for capital spending, borrowing conditions can also 
affect investment.  The cost of corporate bond issuance 
(Section 1) and of bank borrowing have fallen and credit 
availability for many businesses has improved in recent years.  
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Chart 2.6  House price inflation has stabilised having 
slowed earlier in 2017 
Mortgage approvals for house purchase and house prices

Sources:  Bank of England, IHS Markit, Nationwide and Bank calculations.

(a) Average of the quarterly Halifax/Markit and Nationwide house price indices.
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Chart 2.7  Business investment growth has picked up 
since early 2016
Business investment and survey indicators of investment 
intentions(a)

Sources:  Bank of England, BCC, CBI, CBI/PwC, ONS and Bank calculations.

(a) Survey measures are scaled to match the mean and variance of four-quarter business 
investment growth since 2000.  CBI measure is the net percentage balance of respondents 
reporting that they have increased planned investment in plant and machinery for the next 
twelve months.  BCC measure is the net percentage balance of respondents reporting that 
they have increased planned investment in plant and machinery;  data are not seasonally 
adjusted.  Agents measure shows companies’ intended changes in investment over the next 
twelve months;  last available observation for each quarter.  Sectors are weighted together 
using shares in real business investment.

(b) Chained-volume measure.  Data are adjusted for the transfer of nuclear reactors from  
the public corporation sector to central government in 2005 Q2.  The diamond shows  
Bank staff’s projection for 2017 Q3.

Sources: Bank of England, IHS Markit, Nationwide and Bank calculations

CHART:  House price inflation has stabilised having 
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CPI inflation has risen further above the 2% target as companies pass on the higher costs stemming from the lower 
level of sterling. Unemployment has continued to fall and the extent of spare capacity in the economy now seems 
limited. Moreover, the pace at which the economy can grow without generating inflationary pressure has fallen 
over recent years. Over the MPC’s forecast period, conditioned on a path for Bank Rate that rises to 1% by the 
end of 2020, demand is projected to grow at a pace that uses up the remaining slack in the economy. As imported 
inflationary pressures wane, domestic pressures build. Inflation is projected to remain slightly above the 2% target 
at the three-year point. At its meeting ending on 1 November 2017, the MPC voted to increase Bank Rate to 0.5%.

Source: Bank of England

Sources: ONS and Bank calculations
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individuals to enter the labour market in order to supplement 
their household income, or to remain in work for longer than 
they otherwise would have.

Growth in labour supply will also be determined by population 
growth.  In the MPC’s latest forecasts, population growth is 
assumed to evolve in line with the ONS’s projection published 
in October 2015.  In the ONS’s most recent projection, 
published on 26 October 2017, the population grows a little 
more slowly in coming years than previously projected. 

A key influence on population growth is net migration to the 
United Kingdom.  Net migration levels fell from 327,000 in 
the year to 2016 Q1 to 246,000 in the year to 2017 Q1, due 
mainly to a fall in net migration from the European Union 
(Chart 3.8).  The ONS projects net migration to fall somewhat 
further in coming years, although that path is very uncertain 
and will depend on a number of factors including the 
United Kingdom’s relative economic performance, the sterling 
exchange rate and government policy. 

Although changes in net migration affect labour supply, they 
also affect domestic demand.  As a result, past shifts in net 
migration do not appear to have had a significant direct 
impact on slack or aggregate wage growth.(1)  But intelligence 
from the Bank’s Agents suggests that, were migration to fall 
abruptly, that could have more significant short-term 
consequences for supply — and hence for inflationary pressure 
— in some sectors that have become reliant on migrant 
labour.

Overall, labour market indicators point to some rebound in 
employment growth in Q4, following weakness in Q3, and a 
further slight fall in unemployment (Chart 3.6).  Beyond that, 
labour demand and supply growth are projected to be modest, 
and unemployment to be broadly flat (Section 5).  

3.3 Productivity

Given the tightening in the labour market and projected 
modest labour supply growth, the outlook for overall supply 
growth will increasingly depend on growth in productivity.  
Hourly productivity fell by 0.1% in the year to Q2 (Chart 3.9), 
as output growth slowed while growth in hours worked held 
up (Section 3.2).  That was weaker than expected in August, in 
part due to a downward revision to four-quarter GDP growth 
in the latest data (Section 3.1).  Productivity growth is 
expected to pick up very gradually in the near term as any 
remaining spare capacity within firms is absorbed, but to 
remain weak relative to its past average.

(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 3.6  The unemployment rate has fallen further 
Unemployment rate and Bank staff’s near-term projection(a)
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Chart 3.8  Net inward migration has fallen
Net inward migration by nationality(a)

Sources:  ONS and Bank calculations.
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uncertainty of their tenure and citizenship 
status in Brexit’s aftermath. But the continued 
lack of clarity around major trade agreements 
is also continuing to weigh on the pound, 
strengthening the euro and reducing the 
value of taking British construction work over 
European work. 

A recent report by the Home Builders 
Federation found more than one in six people 
working on house building sites across Britain 
come from other EU countries while in London, 
more than half of site workers come from 
Europe. The HBF found more than half of those 
come from Romania, with 12 per cent from 
Poland and almost 10 per cent from Ireland. In 
London some building skills are dominated by 
EU workers.

More than 70 per cent of carpenters, 63 per 
cent of demolition and ground works workers, 
61 per cent of general labourers, 54 per cent of 
plasterers, painters and decorators, 44 per cent 
of bricklayers and nearly 40 per cent of roofers 
come from other EU countries.

According to the Bank of England’s analysis net 
migration to the UK is also falling already, from 
327,000 in the year to Q1 2016 to 246,000 in 
the year to Q1 2017, mostly driven by fewer 
arrivals from the EU. This not only has massive 
implications for the number of skilled workers 
available to support the construction of new 
homes in the UK, it also raises the almost 
opposite question of whether our existing 
population growth forecasts are accurate 
following Brexit.

The Office for National Statistics already 
believes net migration will continue to slow, 
but by how much remains ‘very uncertain’ 
according to the Bank of England. Do we 
really need as many homes as government is 
projecting if our population is not growing so 
fast?

Problems delivering the number of new homes 
promised by government could be felt further 
should UK productivity not improve. As noted 
in several previous AMI bulletins, productivity 
has failed to recover following a pick up in GDP 
and employment following the financial crash 
in 2008.

Economists continue to disagree as to the 
reasons for this but, should it remain flat or 
in negative growth territory, there would be 
potential implications for construction output 
when combined with a smaller resource pool of 
skilled workers. 

The weaker pound has also weighed on foreign 
investment into the UK property market, with 
broker firms reporting across the board that 
they have noticed a dampening in demand. 
That said, limited company buy-to-let remains 
resilient, with landlord appetite moving out 
of the South East of England and further 
north where yields remain healthy. Smaller 
scale development and office conversion to 
residential also seems relatively robust.

Sources: ONS and Bank calculations

CHART:  Productivity has barely risen over the past decade
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Some of the recent weakness in productivity growth may have 
been caused by a shift in the composition of employment 
growth.  Employment growth in the year to 2017 Q2 was 
more concentrated in occupations and industries associated 
with lower wages than usual (Section 4).  To the extent that 
these characteristics are also associated with lower levels of 
productivity, this shift in workforce composition will have 
dragged on aggregate productivity growth as well as pay 
growth.  But these compositional effects will only bear down 
on productivity growth for as long as such shifts continue. 

More broadly, productivity growth has been so weak since the 
onset of the financial crisis that the level of productivity is 
barely above its pre-crisis peak a decade ago (Chart 3.10).  
Part of that weakness in recent years has been caused by slow 
growth in the capital stock — the resources and equipment 
available to produce output — relative to hours worked 
(Chart 3.9).  That is the result of weak business investment 
(Section 2).  In addition, the efficiency with which labour and 
capital are put to use — known as total factor productivity 
(TFP) — is estimated to have fallen sharply during the financial 
crisis and remained subdued since then.  That weakness in 
TFP growth has been a global phenomenon, perhaps in part 
reflecting low diffusion of technology between the most 
productive firms and the rest.(1)  The persistent weakness of 
productivity growth has meant that the MPC’s forecasts for 
productivity have been revised down repeatedly in recent 
years. 

In addition to the factors that have weighed on it since the 
crisis, productivity growth is likely to be further constrained by 
firms’ anticipation of and response to post-Brexit trading 
arrangements.  Uncertainty around the outlook for these 
arrangements is likely to weigh on investment in the capital 
stock (Section 2).  Any reduction and reorientation of trade 
and supply chains is also likely to weigh on TFP growth, for 
example as some companies in the United Kingdom shift from 
supplying customers in the European Union to those in the 
rest of the world, and may result in some existing supply 
capacity becoming obsolete.(2)  

Taken together, these factors are consistent with productivity 
growth remaining subdued in coming years.  Alongside modest 
labour supply growth, that will weigh on growth in the 
United Kingdom’s overall potential supply capacity, which in 
turn will limit the speed at which output can grow before it 
leads to domestic inflationary pressure (Section 5). 

(1) For more details, see Haldane, A (2017), ‘Productivity puzzles’;   
www.bankofengland.co.uk/publications/Pages/speeches/2017/968.aspx and  
Andrews, D, Criscuolo, C and Gal, P (2016), ‘The global productivity slowdown, 
technology divergence and public policy:  a firm-level perspective’, OECD.

(2) For more details, see Carney, M (2017), ‘[De]Globalisation and inflation’;   
www.bankofengland.co.uk/publications/Pages/speeches/2017/996.aspx and the box 
on page 29 of the August 2016 Report;  www.bankofengland.co.uk/publications/
Documents/inflationreport/2016/aug.pdf.

Developments anticipated in August 
during 2017 Q3–2018 Q1

Developments now anticipated during 
2017 Q4–2018 Q2

Unemployment Revised down slightly

•	 Unemployment	rate	to	remain	around	its	
current rate of 4½%. 

•	 Unemployment	rate	to	remain	around	
its current level of 4¼%.

Participation Broadly unchanged

•	 Participation	rate	to	remain	around	its	
current level of 63½%.

•	 Participation	rate	to	remain	around	its	
current level of 63½%.

Average hours Broadly unchanged

•	 Average	weekly	hours	worked	to	fall	to	
around 32. 

•	 Average	weekly	hours	worked	to	be	
broadly flat at just over 32.

Productivity Broadly unchanged

•	 Quarterly	hourly	labour	productivity	
growth to average just under ½%.

•	 Quarterly	hourly	labour	productivity	
growth to average just under ½% in  
2018 H1.

Table 3.C  Monitoring the MPC’s key judgements
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Moreover, that potential rate now seems lower than in the 
past, reducing the speed at which demand can grow 
sustainably.  

An important indicator of labour market slack is the 
unemployment rate, which peaked at over 8% in 2011.  It has 
since fallen back to 4.3%, its lowest rate in 42 years and below 
the MPC’s estimated equilibrium unemployment rate of 
around 4½%.  As set out in a box in the February 2017 Report, 
there remains considerable uncertainty around this estimate.  
Developments in output and inflation suggest that there may 
be a little spare capacity in the economy.  Taking all the 
evidence together, the MPC judges that the output gap 
narrowed over 2017, and by more than expected three months 
ago.

With little slack remaining, the speed at which the economy 
can grow will depend on the pace at which its supply capacity 
expands.  During the economic recovery, potential supply 
growth was driven to an unusual extent by potential labour 
supply rather than potential productivity.  Growth in potential 
labour supply reflected falling equilibrium unemployment and 
high net inward migration flows (Section 3).  More recently 
potential labour supply growth has eased, and is projected to 
remain stable over the forecast period, based on ONS 
projections for population growth, which incorporate a further 
fall in net inward migration flows (Section 3).  That means 
supply growth will be more reliant on productivity growth.   

Productivity has barely grown over the past ten years, 
compared with growth rates of around 2¼% a year on average 
before then.  The weakness in recent years in part reflects low 
levels of investment and the resulting low growth in the 
capital stock.  It also reflects unusually weak growth in total 
factor productivity (TFP), the efficiency with which companies 
use their resources to produce output.  The MPC, like other 
forecasters, has repeatedly marked down its projected 
recovery in productivity growth over recent years. 

Firms’ anticipation of and response to post-Brexit trading 
relationships are also likely to weigh on productivity growth.  
Uncertainty is probably holding back investment 
(Key Judgement 2).  A need to reorientate production and 
supply chains would be likely to weigh on TFP growth, as 
would a reduction in openness.  Taking all influences together, 
potential productivity is projected to grow at around 1% a 
year.  Measured hourly productivity growth has been very 
weak in recent quarters.  It is projected to pick up above 
potential as that weakness unwinds, before falling back 
(Chart 5.6) towards its estimated trend rate.

The MPC judges that UK potential supply growth is likely to 
remain modest over the forecast period at around 1½%.  
With little spare capacity at the start of the forecast period, 
that means that demand can grow only at a modest pace if 
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Demographic shifts

For many decades the profile of mortgage 
lending remained largely unchanged. This 
has rapidly shifted in the past decade 

however, with notable changes including the 
lengthening of mortgage terms from 25 years 
to 35 years and a rise in the number of joint 
mortgage applications. 

This reflects not only higher house prices and 
stagnant wage growth failing to keep pace 
putting significant pressure on affordability 
but also the impact that tighter regulation 
from both the Financial Conduct Authority 
and Prudential Regulation Authority has had. 
Higher LTV lending is already much diminished 
due to capital cost constraints for lenders, 
putting additional pressure on affordability for 
younger, single and lower income buyers. 

At the other end of the spectrum, the market 
appears to be beginning to adapt to the needs 
of older borrowers, albeit slowly. In the past 
quarter we have seen several developments 
including a referral partnership to transform 
Co-operative Bank interest-only customers 
to lifetime mortgage borrowers with Legal & 
General. A similar partnership already exists 
between L&G and Santander. Nationwide also 
revealed a move to offer its existing interest-
only borrowers equity release plans from its 
own balance sheet – a notable move given the 
capital treatment of equity release is assessed 
on an actuarial rather than individual term basis. 

Household debt make up is also undergoing 
significant shifts. The Bank of England has 
noted that half of all UK households with a 
mortgage say they have found it easier or 
cheaper to get a personal loan than to raise 
further funds through a remortgage, second 
charge or further advance. 

This is a worrying statistic. Consumer credit 
lending has risen rapidly in recent years, 
much to the concern of the Bank of England 
which has repeatedly warned lenders to show 
restraint in affordability assessments and the 
granting of interest free introductory offers 
spanning several years.

Its continued growth and households’ clear 
reliance on unsecured credit raise perhaps 
uncomfortable questions over whether 
tightening in the mortgage market, where 
there is underlying security with potential for 
capital growth and where rates of interest are 
consequently far lower, has gone too far and 
is encouraging households to take on debt in 
other formats. 

This picture is further complicated by the 
growing number of households with expanding 
student debt – another unsecured form of 
credit that has no affordability assessment 
made whatsoever, but which poses an 
absolute and finite risk to the wider stability 
of the economy should repayments default. 
Particularly in light of the government’s 
relatively recent decision to securitise student 
loans for resale. 

CHART:  Consumer credit has grown rapidly in recent years
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Developments in consumer credit

Consumer credit includes household borrowing through credit 
cards, dealership car finance and other unsecured debt such as 
personal loans.  Although only 11% of the stock of household 
debt, strong consumer credit growth (Chart A) has accounted 
for around a third of the overall increase in net lending to 
households since 2012.  This box explores the possible drivers 
of this growth and the characteristics of the households who 
have taken out consumer credit recently.  It then examines the 
ways in which such credit can influence household spending, 
before discussing the outlook for consumer credit.

Drivers of the growth in consumer credit in recent 
years
Robust household demand is likely to have supported 
consumer credit growth over 2014–16.  Consumer confidence 
and, within that, households’ expectations of their personal 
financial situation were above their past average rates over 
much of this period (Section 2).  This, together with steady 
falls in unemployment (Section 3), will have encouraged 
households to make major purchases and, for some, to take 
out consumer credit to help smooth out the costs of financing 
those purchases.

In addition, there has been a material easing in consumer 
credit supply conditions in recent years, reflecting intense 
competition and falls in bank funding costs (Section 1).  For 
example, the quoted interest rate on a £10,000 personal loan 
has fallen by around 4 percentage points since 2012, reaching 
a record low in 2017 H1 (Table 1).  Other terms and conditions 
have also eased, with a marked lengthening in interest-free 
periods on credit card balance transfers.

Furthermore, there has been a structural shift in the way car 
purchases are financed, with around 90% of new cars bought 
with dealership car finance in 2016, compared with around 
50% in 2009.  Such finance typically involves personal 
contract purchases (PCP), a type of agreement with fixed 
monthly payments that are lower than other forms of car 
finance.  That is because at the end of the loan customers 
either make an additional payment for a pre-agreed amount 
to purchase the car or return the vehicle to the dealer.  This 
structural shift will have boosted consumer credit growth, 
partly because the entire amount of PCP loans are recorded as 
credit, even though not all customers will make that final 
payment to purchase the car.

Dealership car finance has accounted for around half of the 
overall increase in consumer credit since 2013 (Chart A), and 
will have boosted overall consumer credit growth.  As much of 
that shift in the way car purchases are financed has now 
occurred, the strong contribution from dealership car finance 
to consumer credit growth has started to fall and is likely to 
ease somewhat further in coming years.(1) 

Around half of the growth in the stock of consumer credit over 
2015 and 2016 is estimated to have been concentrated in 
borrowers who did not previously have such debt.  According 
to Bank/NMG surveys carried out in 2017, households who 
had recently taken out consumer credit were more likely to 
have high incomes.  Around 40% of households with 
consumer credit also held savings in excess of the balance on 
their consumer debt.  And around half of households who also 
had a mortgage reported that, on balance, it was cheaper or 
easier to obtain a personal loan than to increase their 
mortgage borrowing.

(1) 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.
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Chart A  Consumer credit has grown rapidly in recent 
years
Contributions to four-quarter consumer credit growth(a)

(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).  Not seasonally adjusted.

(c) Identified dealership car finance lending by UK MFIs and other lenders.  Not seasonally 
adjusted.

Table 1  Consumer credit conditions have eased materially over 
the past few years
Average interest rates and other terms on consumer credit lending

Monthly averages

2005– 2009– 2013– 2016               2017 
08 12 15 Q1 Q2 Q3 Oct.

Interest rates (per cent)(a) 

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

£5,000 unsecured loan 10.0 12.7 9.7 9.2 9.3 7.8 8.1 8.2

Other terms on credit card lending 

Average 0% balance transfer  
  term (months)(b) 8.2 12.4 19.6 25.7 29.6 28.8 28.1 n.a.

Average balance transfer fee 
  (per cent)(b) 2.3 2.9 2.9 2.6 2.4 2.3 2.2 n.a.

Sources:  Moneyfacts Group and Bank calculations.

(a) Sterling-only end-month quoted rates.  The Bank’s quoted interest rate series are currently compiled using 
data from up to 19 UK MFIs.  Data are not seasonally adjusted.  October data are flash estimates of the 
provisional estimates, which will be published on 7 November.

(b) The average 0% balance transfer term is the average of each lender’s maximum 0% balance transfer term 
available.  The average balance transfer fee is the average of the fees applied to these products.  Longer 
transfer terms and lower fees imply easier credit conditions.  Whole market data, excluding values of zero.
End-month data. 

Source: Bank of England
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Developments in consumer credit

Consumer credit includes household borrowing through credit 
cards, dealership car finance and other unsecured debt such as 
personal loans.  Although only 11% of the stock of household 
debt, strong consumer credit growth (Chart A) has accounted 
for around a third of the overall increase in net lending to 
households since 2012.  This box explores the possible drivers 
of this growth and the characteristics of the households who 
have taken out consumer credit recently.  It then examines the 
ways in which such credit can influence household spending, 
before discussing the outlook for consumer credit.

Drivers of the growth in consumer credit in recent 
years
Robust household demand is likely to have supported 
consumer credit growth over 2014–16.  Consumer confidence 
and, within that, households’ expectations of their personal 
financial situation were above their past average rates over 
much of this period (Section 2).  This, together with steady 
falls in unemployment (Section 3), will have encouraged 
households to make major purchases and, for some, to take 
out consumer credit to help smooth out the costs of financing 
those purchases.

In addition, there has been a material easing in consumer 
credit supply conditions in recent years, reflecting intense 
competition and falls in bank funding costs (Section 1).  For 
example, the quoted interest rate on a £10,000 personal loan 
has fallen by around 4 percentage points since 2012, reaching 
a record low in 2017 H1 (Table 1).  Other terms and conditions 
have also eased, with a marked lengthening in interest-free 
periods on credit card balance transfers.

Furthermore, there has been a structural shift in the way car 
purchases are financed, with around 90% of new cars bought 
with dealership car finance in 2016, compared with around 
50% in 2009.  Such finance typically involves personal 
contract purchases (PCP), a type of agreement with fixed 
monthly payments that are lower than other forms of car 
finance.  That is because at the end of the loan customers 
either make an additional payment for a pre-agreed amount 
to purchase the car or return the vehicle to the dealer.  This 
structural shift will have boosted consumer credit growth, 
partly because the entire amount of PCP loans are recorded as 
credit, even though not all customers will make that final 
payment to purchase the car.

Dealership car finance has accounted for around half of the 
overall increase in consumer credit since 2013 (Chart A), and 
will have boosted overall consumer credit growth.  As much of 
that shift in the way car purchases are financed has now 
occurred, the strong contribution from dealership car finance 
to consumer credit growth has started to fall and is likely to 
ease somewhat further in coming years.(1) 

Around half of the growth in the stock of consumer credit over 
2015 and 2016 is estimated to have been concentrated in 
borrowers who did not previously have such debt.  According 
to Bank/NMG surveys carried out in 2017, households who 
had recently taken out consumer credit were more likely to 
have high incomes.  Around 40% of households with 
consumer credit also held savings in excess of the balance on 
their consumer debt.  And around half of households who also 
had a mortgage reported that, on balance, it was cheaper or 
easier to obtain a personal loan than to increase their 
mortgage borrowing.

(1) 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.
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Chart A  Consumer credit has grown rapidly in recent 
years
Contributions to four-quarter consumer credit growth(a)

(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).  Not seasonally adjusted.

(c) Identified dealership car finance lending by UK MFIs and other lenders.  Not seasonally 
adjusted.

Table 1  Consumer credit conditions have eased materially over 
the past few years
Average interest rates and other terms on consumer credit lending

Monthly averages

2005– 2009– 2013– 2016               2017 
08 12 15 Q1 Q2 Q3 Oct.

Interest rates (per cent)(a) 

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

£5,000 unsecured loan 10.0 12.7 9.7 9.2 9.3 7.8 8.1 8.2

Other terms on credit card lending 

Average 0% balance transfer  
  term (months)(b) 8.2 12.4 19.6 25.7 29.6 28.8 28.1 n.a.

Average balance transfer fee 
  (per cent)(b) 2.3 2.9 2.9 2.6 2.4 2.3 2.2 n.a.

Sources:  Moneyfacts Group and Bank calculations.

(a) Sterling-only end-month quoted rates.  The Bank’s quoted interest rate series are currently compiled using 
data from up to 19 UK MFIs.  Data are not seasonally adjusted.  October data are flash estimates of the 
provisional estimates, which will be published on 7 November.

(b) The average 0% balance transfer term is the average of each lender’s maximum 0% balance transfer term 
available.  The average balance transfer fee is the average of the fees applied to these products.  Longer 
transfer terms and lower fees imply easier credit conditions.  Whole market data, excluding values of zero.
End-month data. 

Source: Bank of England
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Open banking

In mid December the FCA published 
clarification of the UK’s application of the 
open banking rules. Many banks affected by 

the rules due under PSD2 from 13 January that 
force major retail banks and building societies 
to give authorised third party providers 
access to customer data should the customer 
request it had previously issued warnings to 
their customers never to share their login 
information. 

The FCA has come out guns blazing against 
this and issued the following statement of 
clarification: 

‘Currently, businesses that provide AIS and PIS 
often ask you to share your bank security details 
with them, such as your login and passwords.

‘Under existing data protection law, these 
businesses must protect your data and PSD2 will 
require these businesses to put further measures 
in place to keep your credentials safe and secure.

‘Your banking terms and conditions should not 
prevent you from sharing your credentials with 
regulated AIS or PIS providers. Your bank cannot 
hold you responsible for unauthorised transactions 
just because you have shared your credentials 
with regulated AIS and PIS providers.

‘If you notice a payment out of your account that 
you did not authorise, you should contact your 
bank as soon as possible. If you did not authorise 
it you can claim a refund. You should contact your 
bank to claim a refund even if you think a PIS was 
used to make the payment.’

This is good news for those customers who 
wish to take advantage of all that open banking 
offers. It raises some trickier questions for 
mortgage intermediaries however. Online 
brokers that wish to access customer data 
through the use of APIs under PSD2, will find 
this much easier given this gold stamp from the 
regulator that customers are safe to transact 
and will be covered if anything goes wrong.  

As AMI has highlighted previously, 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.  How far particular 
lenders will want to go in accessing all this 
data remains to be seen as they will be making 
judgements based on new sets of information 
with no history cycle to apply criteria.  Also 
there may be data that once they know they 
cannot “unknow”.  This could mean that some 
cases which might have flown through would 
now be rejected due to gambling or other 
cashflow data.

Our concerns around this remain unchanged 
and unaddressed by the regulator, despite 
this recent update on PSD2. Whether a 
product recommendation made based on 
quantitative data alone can be deemed 
personal and therefore fully regulated advice 
under FCA rules is still a grey area in the 
mortgage market. Online mortgage brokers 
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. They continue to 
call this regulated advice, which AMI considers 
misleading for customers. We continue to hope 
that the regulator will provide clarity on this 
distinction. 

That said, change and ‘disruption’ is inevitable 
in every market and mortgage advice is not 
exempt from this reality. AMI expects to see 
online adviser volumes grow, particularly as 
larger and more established players enter 
the market. Both Countywide and London & 
Country have indicated plans to offer online 
services. Others are working very hard in the 
background.  Brokers must embrace technology 
or accept that the world moves on and may 
leave them behind. 
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However, AMI is of the view that change will 
not be as rapid nor as instantly transformative 
as many predict.

The mortgage market is notoriously tricky to 
navigate, understand and individuals with no 
experience value personal advice particularly 
with the human touch. Complex areas of the 
market including limited company buy-to-let, 
self-employed, contractor mortgages and later 
life borrowing will continue to need support 
from advisers for the foreseeable future. 
 
It is in the area where the move to pay 
retention procuration fees has been a move for 

good.  What is critical is that customers who 
approach their broker for advice receive that.

All firms and brokers need to ensure that 
if they are recommending that the existing 
lender is the right solution they have evidenced 
their market research and provided the same 
documentation they would provide for a 
remortgage.

The FCA has done some preliminary work in 
this area and found limited evidence of poor 
practice in the firms they have looked at, but 
we need to ensure that all brokers are working 
to the same standards.


