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Executive Summary
 Britain is about to get divorced and that always costs money; government, trade bodies and
firms have not established the likely costs of exit and negotiating new trade partnerships in
Europe
 IMF warned the UK could see a 1.5% to 9.5% hit to UK GDP as a result of independence
from the European Union, but this is now looking to be at the lower ends of estimates over a 5
year term
 Brexit will take the heat out of the UK mortgage and property markets but we won’t see a
seismic shift back to the worst years of the financial crisis
 House prices are likely to remain flat, with opinion divided on whether the next move in
Bank Base Rate will be up or down
 Macro-economic measures designed in response to the last financial crisis in order to
protect our economy have worked to insulate form this decision but may have unintended
consequences
 The next financial crisis will hit more institutions on day one without warning, limiting the
scope of central banks and government from taking early action to restore confidence
 Institutional and pension funds are looking to partner with local authorities and housing
associations to invest in housing, a trend that will only increase
 Government is likely to consider offering incentives to those delivering new homes to the
market in the form of VAT exemptions
 Lenders and the FCA continue to fail mortgage prisoners, refusing to acknowledge those
who have no options when wishing to remortgage
 The agenda is shifting in support of AMI’s view that a wave of “invisible mortgage prisoners”
exists and these ostracised borrowers require better support
 There is anecdotal evidence that some networks are removing advisers’ permissions for
product areas they fail to advise on
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Economic Overview

T

he shock result of the Brexit referendum
on 23 June, when 52% of the British
public voted to leave the European Union, was
described as “momentous” by the International
Monetary Fund. Indeed its outcome has
already had a negative effect on currency
markets with foreign investment into the UK
dampening and hiring under pressure.
In its latest Inflation Report the Bank of
England noted that against a backdrop of
improving sentiment globally “in the United
Kingdom, activity growth slowed in Q1 and a
further deceleration is expected in Q2”.
The day the result was announced the stock
markets plunged, with the FTSE 250 closing 7%
down over the day. Interestingly however, the
FTSE 100 – which contains more international
exposure closed just 3% down on Friday 24
June – higher at the end of the week than it
started (6,021). However stock market indices
are now at a high for this year showing that the
markets do not see any sudden shocks to trade
and profitability.
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Bank of England was clearly on the front foot promising
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Output Growth

CHART 1: Output growth

The pound also took a hammering but has
stabilised, reflecting the fact that the Bank of
England was clearly on the front foot promising
to implement “additional measures” in the
form of funding to the capital markets and
the prospect of a rate cut in the short-term.
The 6% fall in its value may add to domestic
inflation, but keeps the UK an interesting place
for overseas investors. Before the referendum
was decided the Bank of England’s Monetary
Policy Committee was of the view that growth,
even without a Brexit, is likely to be weaker
than predicted in February this year.
Minutes from the report claimed:

Source: Bank of England
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It is highly likely that growth will be hit by
Brexit. Britain is effectively filing for divorce
from Europe, signalling the breakdown of a
marriage that has lasted over 40 years. Divorce
is notoriously expensive and AMI is concerned
that we still have to plan our way out, and
Britain may have to incur significant costs both
financially and socially in order to maintain
trading relationships with Europe.
While most economists are ‘monitoring’ the
situation before committing to forecasts on the
likely path of major economic indicators, the
Bank’s most recent view is not dissimilar to that
expressed last month by the IMF. Notes from
the latter’s consultation with the UK Treasury
said:
“A vote for exit would precipitate a
protracted period of heightened uncertainty,
leading to financial market volatility and a
hit to output…The long-run effects on UK
output and incomes would also likely be
negative and substantial. Most assessments
point to sizable long-run losses in incomes,
as increased barriers would reduce trade,
investment, and productivity. The wide range
of estimated losses—from 1½ to as much as
9½ percent of GDP.”
This is significant – foreign investment into
the UK is already subject to review and
therefore delayed while commercial real estate
transactions in the first quarter plummeted
around 40%. The buoyant residential mortgage
market over the same period, widely attributed
to April’s introduction of the stamp duty
surcharge on second homes and buy-to-let
investment property purchases, may well mask
more entrenched uncertainty at the higher
value end of the market where cash purchases,
often funded by foreign investors, may be
seeing a similar downturn.
Although we are of the view that residential
property transactions and values may already
be being affected in the cash purchase sector
of the market, mortgage-funded purchase and
remortgage lending has remained resilient in
the first quarter. Additionally, the market has
seen a much better remortgage drag through
from the first quarter into April and May than

previously anticipated. It may be that a rise
in remortgage activity, perhaps spurred by
uncertainty over the future direction of interest
rates in the event of a Brexit, was partly
responsible for the spike in lending witnessed
in March this year. While buy-to-let has seen
the anticipated drop off – albeit at a slower
rate than expected as many transactions failed
to complete before the stamp duty deadline
– remortgage has remained healthy. Having
said all of this UK house prices have been
remarkably resilient and there is no evidence to
date that this will change. The demand supply
imbalance which remains is a strong underpin
to value, when contextualised against low
interest rates and rising earnings.
The latest figures from the Council of Mortgage
Lenders show remortgage activity totalled
£6bn, up 25% on March and 40% compared to
a year ago. This came to 34,800 loans, up 23%
month-on-month and 30% compared to a year
ago. Landlords meanwhile borrowed £2.5bn,
down 65% month-on-month and 7% yearon-year. This came to 16,100 loans in total,
down 64% compared to March and down 10%
compared to April 2015.
Despite the anticipated dip in lending in April,
investment in the residential housing market
has been stable with completions and new
starts rising at the beginning of the year. The
Bank of England has warned this could reverse
however if uncertainty caused by a Brexit
were to hit investor confidence. Even in the
event the UK had voted to remain in the UK
economists at the Bank were projecting that
housing investment will grow at just under 5%
over the medium term while annual house price
inflation is expected to slow to roughly 6% by
early 2017.
AMI is now of the view that house price
inflation will drop off to close to 0% over the
year while transaction numbers will fall back
slightly. The UK property market remains a
collection of regional markets, where we will
see lots of different characteristics. This is
not going to represent a seismic event for
the mortgage and property markets however.
Transactions are not likely to fall back to
the lows seen in 2009 when they bottomed
out at 845,750. Rather we anticipate 2016
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TABLE 1: UK Property Transactions Count - June 2016. Annual, Quarterly and Monthly Tables, Residential - Historic
Number of residential property transaction completions with value £40,000 or above1 2 3
Seasonally
adjusted*

Not Seasonally adjusted*
England

Scotland 3

Wales

Northern
Ireland

UK

UK

Annual (calendar year)
2006

1,404,710

144,400

71,010

50,330

1,670,450

1,668,830

2007

1,361,510

147,210

68,080

37,010

1,613,810

1,618,660

750,930

96,360

38,850

14,060

900,200

917,100

2009

735,220

71,840

36,490

14,800

858,350

847,320

2010

761,000

73,120

37,260

14,390

885,770

879,180

2011

762,140

70,740

37,870

14,040

884,790

883,700

2012

803,800

73,830

39,280

15,570

932,480

931,930

925,230

85,520

44,850

18,850

1,074,450

1,067,630

2014

1,050,630

94,430

50,310

23,380

1,218,750

1,222,760

2015 R

1,054,370

100,320

51,010

23,880

1,229,580
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Jun-15
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9,610

4,720

2,240

114,770

105,340

Jul-15

103,160

10,240

4,980

2,230

120,610

103,320

Aug-15

94,260

8,760

4,440

2,020

109,480

104,270

Sep-15
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8,710

4,370

2,140

109,160

105,040

Oct-15
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119,950

106,800

Nov-15
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9,000

4,700

2,180

109,370

104,850

Dec-15

98,400

8,230

4,900

2,160

113,690

106,510

Jan-16

72,750

6,430

3,260

1,590

84,030

105,510

Feb-16

80,110

5,670

3,810

1,720

91,310

108,940

Mar-16
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171,370
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R
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transaction levels to come in somewhere
closer to the level seen in 2014 at 1,223,260.
Rather, the uncertainty caused following the
referendum result is likely to take the heat
out of the market. AMI is concerned that
uncertainty could have a material impact on
homeowners’ confidence and may depress new
lending for the remainder of the year at least.
This view is in line with that expressed earlier
this year by the IMF which stated:
“Markets may anticipate such adverse
economic effects, provoking an abrupt
reaction to an exit vote that effectively
brings these costs forward. This could entail
sharp drops in equity and house prices,
increased borrowing costs for households

CHART 2: Housing starts and completions

Source:
BankBank
of England
Source:
of

England

AMI is concerned that consequent uncertainty following
EU could have a material impact on homeowners’ confid
new lending for the remainder of the year at least. This v
expressed earlier this year by the IMF which stated:
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and businesses, and even a sudden stop of
investment inflows into key sectors such
as commercial real estate and finance. The
UK’s record-high current account deficit
and attendant reliance on external financing
exacerbates these risks.”

CHART 3: International short-term interest rates

We therefore expect that gross lending is more
likely to finish the year closer to 2015 levels,
without the growth anticipated when the 2016
estimates were prepared.

Interest Rates

A

MI is still of the view that the base rate
may not rise this year. Following the
referendum result, a cut in the Bank base
rate is as likely in the short-term. The latest
Inflation Report from the Bank of England
suggests that in the United Kingdom, the
market-implied path for Bank Rate reaches
0.8% in three years’ time, compared with a little
over 1% at the time of the February Report.
The effect - as yet unknown - of currency
fluctuations, import inflation and any pressure
on growth is likely to affect rate expectations
significantly. The Bank will now have to weigh
the damage a rate rise could do to confidence
and growth against the likely rise in inflation
as a result of Brexit. The next August meeting
will be a finely balanced affair with the need to
carefully analyse all of the latest data.

Systemic Risk

F

ollowing the 2007/8 financial crash the
Basel Committee, Prudential Regulation
Authority and the ICC Banking Commission all
reviewed their capital requirements of banks
and banking institutions. Capital requirements
have risen dramatically over the past nine
years, from an average of somewhere around
2.5% of balance sheet assets to in excess of 10%.
Indeed the IMF has welcomed this improved
resilience, noting in particular that “banks have
more than doubled their risk-weighted capital
ratios from pre-crisis levels, strengthened
liquidity, and reduced leverage. Stress tests

Source:
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and Bank
Source:
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and Bank of England
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from spiralling out of control.
Time to cut central bank rates and enforce
quantitative easing programmes is essential
to maintain confidence in the system. Blanket
regulation that homogenises business models
across the system runs the risk of regulating
outliers out of existence, thereby removing
the red flags central bankers rely on as early
warnings, signalling the need for action. The
IMF has also hinted at this.
“Much progress has been made toward
the goal of ensuring that the failure of a
financial firm, regardless of its size, would
not compromise financial stability or burden
the taxpayer. Further efforts are needed to
complete the reform agenda in this area and
ensure the resolvability of financial firms,
especially those of systemic importance. In
particular, the authorities should build on
current arrangements to develop operational
principles for funding of firms in resolution,
and work with international partners to
develop an effective resolution regime for
insurance firms that could be systemically
significant.”
Regardless of whether a future financial crisis
is credit-based in the way the previous one
was, any number of causes could still cause
chaos in the financial system on day one. A
collapse in oil prices or a terrorist attack has
the potential to cause a collapse of confidence
which lead to asset prices falling, the cost of
capital rising, unemployment increasing putting
wages under press and pushing the cost of
borrowing up. This is a systemic risk to all firms
and one we are not satisfied has yet been
addressed. We and indeed the rest of the world
must be acutely conscious of these risks in the
aftermath of the changes now faced by Britain’s
economy and banking institutions.

Invisible
Mortgage Prisoners

A

MI is strongly of the view that lenders
and the Financial Conduct Authority
continue to fail mortgage prisoners, refusing

to acknowledge those who have no options
when wishing to remortgage when they are
conducting assessments to measure the socalled success of the Mortgage Market Review.
We believe that the agenda is now shifting
and that others share AMI’s view that a wave
of invisible mortgage prisoners exists and
these ostracised borrowers require better
support from mortgage providers. Our research
suggests that up to one million mortgage
prisoners are being neglected by the FCA and
lenders because they do not fall within the
remit of the regulator’s review of responsible
lending.
Indeed the regulator has gone on record to
admit it “hadn’t looked at whether trapped
borrowers exist or don’t – we are just looking
at the rules and their flexibility”.
AMI members tell us that brokers are seeing
many, many borrowers who continue to
struggle to remortgage – despite transitional
arrangements still in place even following the
Mortgage Credit Directive implementation.
Borrowers in the areas of interest-only, lending
into retirement, self-employed, contract
workers, foreign currency earners and ex-pats
still need attention if the market is to serve the
whole.

Institutional Support
For Housing

I

nstitutional and pension funds are already
partnering with local authorities to invest in
housing, a trend that will only increase over
the coming years. Legal & General is a notable
leader in this field and has just announced yet
another large scale investment with Newcastle
City Council and Newcastle University to
help build and finance the £350m Newcastle
Science Central development.
Housing is a good match for pension funds
in particular which require stable income and
capital growth over a long duration.
We believe it is likely that the government
will want to encourage more of this type of
investment, particularly in an effort to boost
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private investment in infrastructure in the
north of England, to support more jobs and
encourage more housing to be built. AMI is
of the view that government needs to offer
incentives to those delivering new homes to
the market in the form of VAT exemptions. This
would tally with recommendations made by the
IMF which included:
“A top priority is to continue efforts to boost
housing supply, which supports growth by
fostering construction and bolsters financial
stability by increasing home affordability,
thereby reducing households’ need to take
on high debt. Such efforts should include
easing planning restrictions, mobilizing
unused publicly-owned land for construction,
and reforming property taxes to encourage
more efficient use of the housing stock.”

Non-Selling

I

t would be too early to identify a trend but
AMI is aware of anecdotal evidence that some

networks are removing advisers’ permissions
for product areas they fail to advise on.
In most cases this relates to the non-selling
of protection policies by mortgage advisers.
While protection is not a mandatory sale when
a customer takes a mortgage it is prudent
for advisers either to recommend protection
to a customer or to refer the customer to an
alternative source of protection provision or
advice.
We believe that increasingly networks are
opting to create specialist panels to enable
efficient referrals of protection and other
specialist advice such as equity release to
advisers who have strong expertise in those
areas.
This would be a positive outcome for both
intermediaries and customers as it has the
potential to allow the former to focus on
mortgage advice excellence and the latter to go
through the mortgage process without missing
out on vital advice about how to protect their
financial wellbeing.

