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Executive Summary

 Gross lending in 2018 is likely to supersede 2007’s peak of £365 billion

 This will not show in the MLAR figures as product transfer lending is still omitted 
from the Bank of England and Financial Conduct Authority’s statistics

 We expect the split to be broadly £270 billion in gross residential mortgage 
lending across purchase, remortgage and further advance

 There is a further £140 billion in product transfer lending where borrowers 
remain with their existing provider but refinance to a new deal

 We are pleased to note an increase in appetite to lend to the self-employed, 
even among more mainstream lenders

 The balance of lending is increasingly healthier with recently under-served 
customer profiles now being given more choice

 AMI considers there will be two base rate rises by the end of 2019.  The next rise 
of 0.25% should be in 2018 with some doubt still as to whether this will be in May, 
August or November

 While this will put pressure on some household finances, it would necessitate 
the easing of affordability stress testing requirements by the banks

 Housing market is under significant strain with transaction volumes remaining 
stubbornly low

 Digital advice providers are beginning to adjust their models to a hybrid 
approach



Economic Overview

T he UK economy remains in relatively 
good shape with the Office for Budget 
Responsibility revising up its growth 

forecasts for the next three years in March’s 
Spring Statement. Consumer price inflation also 
fell back to 2.5% in March, having been stuck 
at around 3 % for several months. While still 
above the Bank of England’s 2% target, this is 
a significant move and could ease some of the 
pressure on the Monetary Policy Committee to 
raise rates quickly to control inflation. 

Further evidence that should support relatively 
dovish monetary policy this year came in the 
form of employment figures which showed 
a continued drop in the number of people 
out of work, with the three-month average 
unemployment rate falling to 4.2% in February. 
Wage inflation remains somewhat subdued 
however, with some workers expressing 
frustration at having to accept part-time work, 
or a number of part-time roles, in place of a 
full-time job.  This may be contributing to the 
pressure on wage growth, which year-on-year 
rose by only 2.8% in the year to February. This 
means that we are back in positive real income 
growth territory, albeit marginally.

Consumer confidence – a vital influence on 
the health of the housing market - is dropping 
and is down on the start of 2016. According to 

the Bank of England, falling public confidence 
relates largely to the general economic 
situation, with fears over the fallout of Brexit 
likely to be contributing to a pervading feeling 
of uncertainty. While household spending has 
remained relatively stable there are signs that 
uncertainty is weighing on homeowners’ desire 
to move.

This shows in transaction figures as well as 
lending. Gross lending continues to be variable 
from month to month. The most recent 
figures from the Bank of England show that 
mortgage approvals fell below their previous 
six-month average for both house purchase 
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below its historical average (Chart 2.6). Moreover, most of that 
deterioration has been driven by lower household confidence in 
the general economic situation. Measures reflecting 
households’ own finances or spending have been more stable.

Interest rates also influence how much of their incomes 
households spend. A rise in interest rates will raise income for 
net savers and interest payments by net borrowers. As 
borrowers’ spending tends to be more sensitive to such 
changes, a rise in interest rates will weigh on consumption 
growth through this ‘cash-flow’ channel. In addition, rises in 
interest rates will increase the incentive to save rather than 
borrow for all households.

As explained in Box 2, the recent rise in Bank Rate is feeding 
through to higher borrowing and deposit rates for many 
households. Interest rates overall, however, remain at very low 
levels, and below those in May 2016.

Over and above changes in Bank Rate, changes in the cost and 
availability of consumer credit can also affect spending. There is 
evidence of a modest tightening in consumer credit conditions 
over the past year. For example, respondents to the Bank’s 
Credit Conditions Survey reported a reduction in consumer 
credit availability throughout 2017. Consistent with that, 
non-price terms, such as the average interest-free period on 
credit card balance transfers, tightened slightly over the year. 
However, credit conditions are still supportive and competition 
between lenders remains intense. 

Although availability has fallen slightly, demand for consumer 
credit is likely to have remained relatively strong over 2017, 
with four-quarter consumer credit growth a little under 10% in 
Q4. Credit growth has, however, slowed in the car finance 
market, reflecting, at least in part, a slowdown in the rate of 
structural change toward dealership finance.(1) There have also 
been some recent signs of an easing in wider credit demand. 
For example, respondents to the latest Credit Conditions Survey 
reported, on balance, a fall in demand for non-credit card 
unsecured lending, such as personal loans. Overall, indicators 
suggest that consumer credit growth is likely to slow slightly  
in 2018. As explained in the box on pages 16–17 of the 
November 2017 Report, however, this, in itself, is unlikely to 
have a significant impact on consumption. 

Consumption growth is expected to remain subdued in the 
near term, although stable household confidence and 
supportive financial conditions mean that it is projected to 
continue to outstrip underlying income growth. Further ahead, 
consumption growth is projected to remain broadly stable at 
subdued rates (Section 5).

(1) For more detail, see the box on pages 16–17 of the November 2017 Report.
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Chart 2.4 Household real income growth has slowed
Consumption growth and contributions to four-quarter real post-tax 
income growth

(a) Wages and salaries plus mixed income.
(b) General government benefits less employees’ National Insurance contributions, plus private pension 

receipts.
(c) Non-labour income forms the remainder of total post-tax income. 
(d) Four-quarter growth. Chained-volume measures. Includes NPISH.
(e) Measured using the consumption deflator (including NPISH).
(f) Nominal post-tax income divided by the consumption deflator (including NPISH). 
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Chart 2.5 The saving ratio has fallen further over the past year
Household saving

(a) Saving as a percentage of household post-tax income. Includes NPISH. The diamond shows Bank staff’s 
projection for 2017 Q4. 

(b) Saving as a percentage of household post-tax income, excluding income not directly received by 
households such as flows into employment-related pension schemes and imputed rents. Excludes 
NPISH.
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Chart 2.6 The fall in confidence in recent years has been 
associated with lower sentiment about the general economy 
Indicators of consumer confidence

Sources: GfK (research carried out on behalf of the European Commission) and Bank calculations.

(a) Average of the net balances of respondents reporting that: their financial situation has got better over 
the past 12 months; their financial situation is expected to get better over the next 12 months; the 
general economic situation has got better over the past 12 months; the general economic situation is 
expected to get better over the next 12 months; and now is the right time to make major purchases, 
such as furniture or electrical goods. 
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rate to increase further as such people enter the labour market 
is likely to be limited. 

Slack within companies
There may be scope for companies to expand output by 
utilising their existing capital or labour more intensively. 
According to the Labour Force Survey (LFS), for example, 
average hours worked in Q3 were a little below the hours that 
households said they would like to work. And, while the share 
of part-time workers who report that they would prefer a 
full-time job has fallen, it remains above its pre-crisis average 
(Chart 3.4). As such, there is likely to be some scope for 
companies to increase output by raising the number of hours 
their employees work. There is likely to be little scope for 
companies to use their existing capital more intensively, 
however. Survey indicators of companies’ capacity pressures, 
for example, are currently around normal (Chart 3.5). 

3.2 The outlook for potential supply

Since very little slack is judged to remain in the economy, the 
speed at which output can expand without generating 
inflationary pressures will largely depend on growth in 
potential supply. That growth can be driven either by increases 
in labour supply — the size of the labour force and the number 
of hours that people are willing to work — or by growth in 
productivity — the amount produced for each of those hours 
worked. 

Labour supply
In recent decades, growth in the size of the UK workforce has 
tended to come mainly from population growth. Growth in 
the working-age population — those aged over 16 — has 
slowed in recent quarters, in part due to a slowing in net 
migration, which fell to 230,000 in the year to 2017 Q2 from 
336,000 in the previous year.

In the MPC’s latest forecasts, population growth is assumed to 
evolve in line with the ONS’s principal projection published in 
October 2017. In that projection, growth in the working-age 
population remains slower than on average over the past 
decade (Chart 3.6). Within that, the ONS projects a further 
slight fall in annual net migration, to 211,000 by mid-2020. 
Box 5 describes the implications of lower net migration for 
overall UK labour supply. 

The extent to which changes in the population affect the size 
of the workforce, however, depends on the proportion of the 
population who are active in the labour market versus, for 
instance, those in retirement or education. As explained in  
Box 5, that proportion — the participation rate — is expected 
to remain broadly flat in coming years (Chart 3.6). 
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Chart 3.4 The proportion of part-time workers unable to 
find a full-time job remains slightly elevated
People working part-time who could not find a full-time job, as a 
proportion of total employment(a)

Sources: ONS and Bank calculations.

(a) Percentage of LFS total employment. As reported in the LFS. Rolling three-month measure.
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Chart 3.3 The proportion of people not currently looking for 
work, but who would like a job, has continued to fall
Marginal attachment ratio(a)

Sources: ONS and Bank calculations.

(a) Number of those aged 16–64 who say they are not actively looking for work but would like a job, 
as a percentage of the 16–64 population. As reported in the LFS. Rolling three-month measure.
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Chart 3.5 Survey measures suggest capacity pressures are 
around normal 
Survey indicators of capacity pressures(a)

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

(a) Measures are produced by weighting together surveys from the Bank’s Agents (manufacturing and 
services), the BCC (non-services and services) and the CBI (manufacturing, financial services, 
business/consumer/professional services and distributive trades) using shares in nominal value 
added. Agents data are last available observations for each quarter. The BCC data are not 
seasonally adjusted. 



and remortgaging in February, to 63,910 and 
46,622 respectively.

There remains an education piece for lenders 
and brokers to illustrate that borrowers who 
fall outside of the vanilla criteria are able to 
secure a mortgage under the rules introduced 
as part of the Mortgage Market Review. 
Indeed, several products have launched in the 
past few months that should go some way to 
aiding that discussion with borrowers who 
have felt restricted in the aftermath of MMR. 
These relate specifically to part and part capital 
repayment and interest-only mortgages as 
well as home loans designed for those with 

impaired credit who wish to rehabilitate their 
finances through the responsible management 
of a mortgage.

Interest rate 
expectations

T aken together, the economic data 
suggest good reason for the Bank of 
England to be wary of raising the base 

rate too far too fast. Should nothing occur to 
dent confidence and investment further, then 
only a 0.5 per cent rise in the base rate by 
the end of 2019 would seem most likely and 
achievable. There is, however, still the very real 
possibility that Brexit throws this off course 
completely.

But as it stands, there will be a 0.25 per cent 
base rate rise in 2018 with a 60 per cent 
probability of it occurring in May, 75 per 
cent certainty by August and 90 per cent 
probability by November 2018. There will be 
a minority who feel rising rates acutely, given 
their disposable incomes are already virtually 
non-existent. However, it is likely that these 
households are already flagged as potentially 
vulnerable by lenders, which are therefore 
prepared to use a range of forbearance 
measures to help manage any payment shocks 
initiated by a rise in base rate. Many are 
insulated for some time by having a fixed rate 
mortgage.

A potential exacerbating factor in the timing 
of the first potential rate rise – in May - is the 
withdrawal of Support for Mortgage Interest in 
April. This benefit ceased from the start of the 
new tax year, and has been replaced by a loan 
with interest accruing and the final outstanding 
amount repayable on the sale of the property. 
Alarmingly however, less than a quarter of SMI 
claimants have agreed to convert the benefit to 
a loan, meaning they will already be suffering a 
payment shock on their mortgages. 

These are also the borrowers most likely to 
be stuck on lenders’ variable rates, unable to 
remortgage (or ignorant of their options under 
transitional rules). As a result, a further base 
rate rise in May could put enough pressure on 
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below its historical average (Chart 2.6). Moreover, most of that 
deterioration has been driven by lower household confidence in 
the general economic situation. Measures reflecting 
households’ own finances or spending have been more stable.

Interest rates also influence how much of their incomes 
households spend. A rise in interest rates will raise income for 
net savers and interest payments by net borrowers. As 
borrowers’ spending tends to be more sensitive to such 
changes, a rise in interest rates will weigh on consumption 
growth through this ‘cash-flow’ channel. In addition, rises in 
interest rates will increase the incentive to save rather than 
borrow for all households.

As explained in Box 2, the recent rise in Bank Rate is feeding 
through to higher borrowing and deposit rates for many 
households. Interest rates overall, however, remain at very low 
levels, and below those in May 2016.

Over and above changes in Bank Rate, changes in the cost and 
availability of consumer credit can also affect spending. There is 
evidence of a modest tightening in consumer credit conditions 
over the past year. For example, respondents to the Bank’s 
Credit Conditions Survey reported a reduction in consumer 
credit availability throughout 2017. Consistent with that, 
non-price terms, such as the average interest-free period on 
credit card balance transfers, tightened slightly over the year. 
However, credit conditions are still supportive and competition 
between lenders remains intense. 

Although availability has fallen slightly, demand for consumer 
credit is likely to have remained relatively strong over 2017, 
with four-quarter consumer credit growth a little under 10% in 
Q4. Credit growth has, however, slowed in the car finance 
market, reflecting, at least in part, a slowdown in the rate of 
structural change toward dealership finance.(1) There have also 
been some recent signs of an easing in wider credit demand. 
For example, respondents to the latest Credit Conditions Survey 
reported, on balance, a fall in demand for non-credit card 
unsecured lending, such as personal loans. Overall, indicators 
suggest that consumer credit growth is likely to slow slightly  
in 2018. As explained in the box on pages 16–17 of the 
November 2017 Report, however, this, in itself, is unlikely to 
have a significant impact on consumption. 

Consumption growth is expected to remain subdued in the 
near term, although stable household confidence and 
supportive financial conditions mean that it is projected to 
continue to outstrip underlying income growth. Further ahead, 
consumption growth is projected to remain broadly stable at 
subdued rates (Section 5).

(1) For more detail, see the box on pages 16–17 of the November 2017 Report.
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Chart 2.4 Household real income growth has slowed
Consumption growth and contributions to four-quarter real post-tax 
income growth

(a) Wages and salaries plus mixed income.
(b) General government benefits less employees’ National Insurance contributions, plus private pension 

receipts.
(c) Non-labour income forms the remainder of total post-tax income. 
(d) Four-quarter growth. Chained-volume measures. Includes NPISH.
(e) Measured using the consumption deflator (including NPISH).
(f) Nominal post-tax income divided by the consumption deflator (including NPISH). 
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Chart 2.5 The saving ratio has fallen further over the past year
Household saving

(a) Saving as a percentage of household post-tax income. Includes NPISH. The diamond shows Bank staff’s 
projection for 2017 Q4. 

(b) Saving as a percentage of household post-tax income, excluding income not directly received by 
households such as flows into employment-related pension schemes and imputed rents. Excludes 
NPISH.
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Chart 2.6 The fall in confidence in recent years has been 
associated with lower sentiment about the general economy 
Indicators of consumer confidence

Sources: GfK (research carried out on behalf of the European Commission) and Bank calculations.

(a) Average of the net balances of respondents reporting that: their financial situation has got better over 
the past 12 months; their financial situation is expected to get better over the next 12 months; the 
general economic situation has got better over the past 12 months; the general economic situation is 
expected to get better over the next 12 months; and now is the right time to make major purchases, 
such as furniture or electrical goods. CHART:  Housing market activity has slowed

Source: Bank of England
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2.3 Housing

Activity in the housing market is a good indicator of 
consumption, as decisions about whether to buy a house and 
how much to consume tend to be driven by common factors 
such as income growth and confidence. It also affects 
consumption directly. For example, increases in house prices 
can affect spending by raising the value of homeowners’ 
equity, which can be used as collateral against which to 
borrow. This effect is estimated to be small, however.(2) 
Developments in the housing market will also affect aggregate 
demand through housing investment. That picked up in Q3 
(Table 2.A), with quarterly growth above its past average rate. 

Around four fifths of housing investment consists of new 
buildings and improvements to existing buildings. Housing 
investment over 2017 has been supported in part by new 
home building, with housing starts having increased since 
2016 Q1 (Chart 2.7). Contacts of the Bank’s Agents have 
reported that starts have been supported in part by demand 
for new-build properties from first-time buyers using the  
Help to Buy equity loan scheme. Starts fell back in 2017 Q3, 
however, which will weigh slightly on housing investment 
growth in the near term. 

The remaining fifth of housing investment is made up of 
services associated with property transactions. While housing 
market transactions have been broadly stable in 2017 H2, 
mortgage approvals for house purchase drifted lower  
(Chart 2.8). Housing market activity will have been supported 
by the low level of mortgage interest rates. Although the 
increase in Bank Rate in November has begun to be passed 
through to mortgage rates, those interest rates remain low, in 
part as a result of continued strong competition among 
lenders (see Box 2).

Annualised house price inflation was 5% in Q4, according to 
the average of lenders’ indices, above expectations at the time 
of the November 2017 Report. More recent data, however, 
suggest that house price inflation was weaker in January than 
on average in Q4. While price expectations 12 months ahead 
remain positive, the RICS survey pointed to some weakness in 
the near term, with respondents, on balance, expecting house 
price falls over the next three months, driven in particular by 
London and the South East.

Overall, activity in the housing market is projected to pick up a 
little in the near term, while house price inflation and housing 
investment growth are expected to slow slightly. Measures 
detailed in the November 2017 Budget to support 
homeownership — such as stamp duty relief for first-time 
buyers, an expansion of the Help to Buy equity loan scheme 
and measures aiming to boost housebuilding — may support 
activity, particularly for first-time buyers. The impact on the 
overall housing market is likely to be small, however.  

(2) For more details, see the box on pages 18–19 of the November 2016 Report.
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Chart 2.7 Housing starts have been rising but fell slightly in Q3
UK private housing starts(a)

Sources: Department for Communities and Local Government and Bank calculations.

(a) Number of permanent dwellings started by private enterprises up to 2017 Q3 for England and 
Northern Ireland. Data from 2011 Q2 for Wales and 2017 Q2 for Scotland have been grown 
in line with permanent dwelling starts by private enterprises in England. Data are seasonally adjusted by 
Bank staff.
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Chart 2.8 Housing market activity has slowed slightly
Mortgage approvals, housing transactions and house prices

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

(a) Number of residential property transactions for values of £40,000 or above.
(b) Average of the quarterly Halifax/Markit and Nationwide house price indices.

Developments anticipated in November 
during 2017 Q4–2018 Q2

Developments now anticipated during 
2018 Q1–Q3

Cost of credit Broadly unchanged

• Credit spreads to be broadly flat. • Credit spreads to be broadly flat.

Consumer spending Broadly unchanged

• Real post-tax household income to 
increase slightly in 2018 H1.

• Quarterly consumption growth to 
average ¼%.

• Quarterly real post-tax household 
income growth to average ¼%.

• Quarterly consumption growth to 
average ¼%.

Housing market Revised down slightly

• Mortgage approvals for house purchase 
to average around 68,000 per month.

• The average of the Halifax/Markit and 
Nationwide house price indices to 
increase by just under ¾% per quarter, 
on average.

• After picking up in Q3, quarterly housing 
investment growth to average just 
over ¼%.

• Mortgage approvals for house purchase 
to average around 65,000 per month.

• The average of the Halifax/Markit and 
Nationwide house price indices to 
increase by just under ½% per quarter, 
on average.

• After picking up in 2017 Q4, housing 
investment to be broadly flat.

Business investment Broadly unchanged

• Quarterly growth in business investment 
to average ¾%.

• Quarterly growth in business 
investment to average ¾%.

Trade Revised up

• Net trade to provide a small boost to 
quarterly GDP growth.

• Net trade to provide a significant boost 
to quarterly GDP growth.

Table 2.B Monitoring the MPC’s key judgements
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finances at the lower end of the affordability 
scale that will see a rise in arrears rates at the 
very least, whether or not this feeds through to 
possessions.
At the other end of the scale however, a 
rise in the base rate would ease pressure on 
stress-testing undertaken by lenders assessing 
new mortgage applications, which could help 
to improve affordability for borrowers with 
more stable finances, as at that end of the risk 
spectrum not all the increase might be passed 
on in higher rates.

Mortgage rates and 
competition

T he Bank of England noted in its February 
Inflation Report that UK bank funding 
spreads have narrowed significantly over 

the past two years, putting pressure on the 
profitability of mortgages. While November’s 
rise in the base rate has fed into marginally 
higher market and swap rates, margins are still 
very slim – especially on lower loan-to-value 
and high credit quality business.

Pricing competition is fierce, with effective 
mortgage rates lower than they were in 2016. 
This could reflect recent years’ focus on 
remortgage having paid off, with the net result 
that there are now far fewer borrowers sitting 
on standard variable rates out of apathy rather 
than choice or necessity.

That said, as in the weeks before the November 
base rate rise, we have seen a certain amount 
of jostling on price between lenders, though 
averages did come back down the following 
month.

Perhaps partly linked to this, AMI 
has been pleased to note an increasing 
willingness among mainstream and high 
street lenders to consider more complex 
income borrowers. The self-employed 
sector of the mortgage market has been 
under-served for several years with small and 
medium-sized building societies and specialist 
lenders making up the bulk of this segment. 
However, pressure on margin appears to 
be encouraging more lenders to consider 
borrowers whose incomes do not necessarily 
fit a straightforward mould. 

The Bank of England has warned lenders 
against moving up the risk curve, however, 
we are of the opinion that the vast majority 
of mortgage lending remains well within 
acceptable affordability and risk parameters. 
More adventurous product development 
should be encouraged and is not a proxy for 
higher risk lending. 

In the periphery of the more specialist sectors 
of the lending market – including short-term, 
development and in some cases second charge 
– a tight rein should be kept over rising loan-
to-income ratios and LTVs.Source: Bank of England

CHART:  UK banks’ indicative longer-term funding spreads
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0.5% to 1%.(6) The setting of the countercyclical buffer will 
not require banks to strengthen their capital positions. It will 
require them to incorporate some of the capital they currently 
have in excess of their regulatory requirements into their 
regulatory capital buffers.

The narrowing in funding spreads over recent years has 
contributed to low levels of retail interest rates (Chart B 
in Box 2). The recent rise in Bank Rate and increases in its 
market-implied path are expected to feed through gradually 
into higher rates for households and companies. Nevertheless, 
overall, bank funding costs and retail interest rates remain low 
by historical standards.

(6) For further detail on the FPC’s decision, see the November 2017 Financial Stability 
Report.
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Chart 1.11 UK bank funding spreads have narrowed 
significantly over the past two years
UK banks’ indicative longer‑term funding spreads

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

(a) Unweighted average of spreads for two-year and three-year sterling quoted fixed-rate retail 
bonds over equivalent-maturity swaps. Bond rates are end-month rates and swap rates are 
monthly averages of daily rates.

(b) Constant-maturity unweighted average of secondary market spreads to mid-swaps for the 
major UK lenders’ five-year euro-denominated bonds or a suitable proxy when unavailable. 
For more detail on unsecured bonds issued by operating and holding companies, see the 
2017 Q3 Credit Conditions Review. 

Source: Bank of England

CHART:  Effective mortgage rates are lower than in mid-2016
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fixed-rate mortgages were already increasing ahead of the 
November announcement.

Retail competition appears to have continued to squeeze 
banks’ profit margins on some products, pushing down interest 
rates and offsetting some of the rise in Bank Rate. Indeed, a 
two-year fixed rate for a new mortgage at 90% loan to value 
has fallen despite the rise in Bank Rate (Table 1), although 
these only account for a small share of total lending. That 
competition, together with a narrowing in bank funding 
spreads (Chart 1.11), mean that rates on new fixed-rate 
mortgage products remain significantly lower than 18 months 
ago. Those past falls mean that many mortgagors have moved 
onto lower interest rates than they had previously when their 
fixed rates expired, leading to a fall in effective rates (Chart B).

Rates on other components of household borrowing — such as 
consumer credit and student loans — are less responsive to 
changes in Bank Rate and tend to be driven predominantly by 
other factors. Accordingly, quoted rates on consumer credit 
have generally changed little since August (Table 1).

Sight deposit rates have typically responded gradually to 
changes in Bank Rate over the past. Prior to the financial crisis, 
sight deposit rates were several percentage points below 
Bank Rate and lending rates. There are limits to the extent to 
which banks can lower deposit rates, however. So sight deposit 
rates did not fall as much as Bank Rate during the crisis and in 
recent years they have been slightly above Bank Rate. As 
Bank Rate rises, the corresponding rise in deposit rates is 
therefore likely to be somewhat less. Quoted rates on new 
household sight deposits have risen slightly in recent months 
(Table 1). Similarly, the effective rate on sight deposits, which 
account for around two thirds of the total stock of deposits, 
has risen by around 10 basis points (Chart B). 

Quoted rates for some new time deposits have fallen in recent 
months (Table 1), although the effective rate on the stock of 
time deposits has risen a little. Lower quoted rates probably 
reflect developments in the cost and availability of other 
sources of bank funding. Indeed, the rates on fixed-rate retail 
bonds and the rates banks pay to raise funds in financial 
markets have fallen since early 2016 (Section 1.3).

Households’ and companies’ spending decisions will be 
affected by their expectations of future interest rates, as well 
as current rates. According to a recent IHS Markit survey, 
three quarters of households expect Bank Rate to rise further 
over the next 12 months (Chart C). The Bank’s Agents also 
report that businesses expect modest rises in Bank Rate, and 
85% of respondents to the latest Deloitte CFO Survey 
anticipated a rise during 2018. 
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Chart B Effective mortgage rates are lower than in 
mid‑2016
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Chart C Households expect Bank Rate to rise further 
Cumulative distribution of households’ expectations for the 
timing of the next rise in Bank Rate(a)

Sources: IHS Markit and Bank calculations.

(a) Responses to the IHS Markit Household Finance Index survey for January 2018, excluding 
those responding that they did not know.
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Lending expectations

I n spite of relatively subdued confidence 
and activity figures, AMI is of the view that 
2018 will be the strongest year for the 

mortgage market since its peak in 2007. This is 
largely down to a significant focus on product 
transfers by lenders aiming to preserve margin 
by keeping refinance costs down on existing 
book loans. 

Mortgage rates for low LTV borrowers continue 
to be ferociously competitive, with skinny 
margins further eroded by the cost of acquiring 
new customers from competitors. Preserving 
existing custom is increasingly the strategically 
sensible play by lenders focused on the 
mainstream borrower. This is, in AMI’s view, 
one of the driving reasons for lenders to have 
begun a wholesale move to paying brokers 
procuration fees on product transfer business. 

Strategically this also makes sense in the 
context of lower consumer confidence about 
the wider economy feeding through into lower 
expectations of being able to qualify for a 
mortgage with another lender. The product 
transfer segment of the market is consequently 
growing significantly, with several major 
lenders now of the view that gross product 
transfers made during 2018 across the market 
likely to hit £140 billion. 

Added to AMI’s gross lending forecast for 
purchase, remortgage and further advance 
in the residential market of £270 billion, this 
would take the mortgage market this year to a 
gross figure of £410 billion – well in excess of 
the £365 billion seen in 2007.

Brexit

T he Bank of England’s latest Inflation 
Report was explicit: the direction of 
monetary policy and any guidance given 

by the MPC relies wholly on the transition 
out of the European Union going relatively 
smoothly. 

A statement in February’s report said: 
‘Developments regarding the United Kingdom’s 
withdrawal from the European Union — and 
in particular the reaction of households, 
businesses and asset prices to them — remain 
the most significant influence on, and source 
of uncertainty about, the economic outlook. 
In such exceptional circumstances, the MPC’s 
remit specifies that the Committee must 
balance any trade-off between the speed at 
which it intends to return inflation sustainably 
to the target and the support that monetary 
policy provides to jobs and activity.’

We are pleased to note that the Bank of 
England and Financial Conduct Authority 
have both responded to March’s transition 
agreement with confirmation that EU 
regulation will continue to apply in the UK 
until 2020 with further detail to be provided 
at a later date. However, all regulators 
continue to keep their powder bone dry on 
their expectations of the country’s economic 
reaction to its exit from the EU. 

Forecasts continue to be based on a range of 
possible outcomes with rare focus given to 
worst case scenarios, which have real potential 
to damage the UK economy. The political 
pressure on outside bodies not to address the 
very real possibility of the country going into 
economic shock after the split appears naïve. 
The Bank of England covers this in its narrative, 

Source: Bank of England
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Box 3
Brexit and business investment

The prospect of the United Kingdom’s departure from the 
European Union (EU) appears to have been a key influence on 
companies’ investment decisions over the past year or so. As 
set out in this box, Brexit-related effects appear to have 
weighed on investment plans. As a result, growth in business 
investment — which, on a four-quarter basis, has picked up 
since 2016 H1 to 1.7% in 2017 Q3 — is likely to have been 
weaker than it would otherwise have been, given strong global 
demand and supportive financial conditions. 

Brexit could affect investment decisions in a number of ways. 
First, the anticipation of changes to UK trading arrangements 
could change the incentives for businesses to invest. It may 
discourage some export-focused businesses — particularly 
those exporting to the EU — from investing in additional 
capacity, while for others the anticipation of domestic 
substitution away from imports or improved trading 
relationships with non-EU countries could encourage higher 
investment. Second, uncertainty around what shape trading 
arrangements eventually take could cause companies to defer 
or cancel investment plans in the short term. Third, as 
discussed in Section 2.6, the Brexit-related fall in sterling could 
also affect investment: on the one hand, pushing down 
investment by increasing its cost; and on the other hand, 
pushing up investment by increasing profit margins on exports, 
and therefore the incentive to expand capacity. 

Overall, a range of indicators suggests that Brexit-related 
uncertainty and expectations around lower future sales are, on 
balance, weighing on business investment growth. Estimates 
derived from the Bank’s Decision Maker Panel (DMP) Survey 
suggest nominal investment was around 3%–4% lower over 
the year to 2017 H1 than it would otherwise have been. In view 
of the impact of the fall in sterling on the cost of investment 
goods, the impact on real business investment is likely to have  
been larger. Given the continuing negotiations over the  
United Kingdom’s future trading relationship with the EU, there 
are risks in both directions to the path for business investment 
in coming years. If uncertainty persists, the drag on capital 
expenditure could intensify as businesses delay plans further. 
By contrast, those deferred plans may be brought forward if 
businesses gain clarity about future trading arrangements, 
pushing up aggregate investment growth. 

Survey evidence on the impact of Brexit on business 
investment
Since the referendum, a range of business surveys has, on 
balance, pointed to a negative effect on investment from 
uncertainty around the United Kingdom’s future trading 
arrangements (Chart A). Most surveys, however, only provide 

evidence on what share of businesses are planning to adjust 
investment, and not by how much.

Data from the DMP Survey can provide quantitative  
evidence on how much business investment has been  
affected by anticipation of Brexit and associated uncertainty. 
The DMP Survey is a monthly survey of senior executives,  
set up to monitor the impact of Brexit on companies’  
decision-making. As of November 2017, the survey panel 
consisted of around 2,400 companies, with around  
1,200 responding to the survey that month. Unlike most  
other business surveys, the DMP Survey asks participants  
for the probabilities they ascribe to various outcomes in  
a number of areas relating to their business, from which 
average expected outcomes can be calculated.(1)  

The DMP Survey results suggest that Brexit weighed on 
business investment growth in the year to 2017 H1. Businesses 
that rank Brexit among their top three sources of uncertainty 
have, on average, reduced investment spending, as have 
businesses that, on balance, expect a negative impact from 
Brexit on their sales (Chart B). Comparing those responses with 
the responses of firms that do not see Brexit as an important 
source of uncertainty and/or do not expect a negative impact 

(1) For more details, see ‘Tracking the views of British businesses: evidence from the 
Decision Maker Panel’, Bank of England Quarterly Bulletin, 2017 Q2.
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Chart A Brexit has affected investment plans for a 
significant proportion of companies
Surveys of the impact of Brexit on investment

Sources: Bank of England, CBI, Deloitte CFO Survey, EEF, Lloyds Bank/London First and 
Thomson Reuters.

(a) Factors influencing investment over the next 12 months relative to the previous 
12 months. A company is defined as expecting a negative effect if they report that economic 
uncertainty, expected future international trade arrangements or other Brexit factors are acting 
to reduce investment.

(b) Response to ‘How has Brexit impacted your organisation’s investment decisions?’. Companies 
could select the following responses: ‘positive’, ‘no impact’ or ‘negative’.

(c) Response to ‘Overall how do you think the UK’s exit from the EU will affect your business’ 
decision around capital expenditure?’.

(d) Companies’ investment intentions following the EU referendum. A company is defined as 
expecting a negative effect if they report that they are holding off or limiting investment until 
there is further clarity on Brexit.

(e) Percentage of respondents who report that they have been delaying investment 
decision-making in response to the EU referendum.

(f) Percentage of respondents who report that they have held off from expanding operations in the 
United Kingdom in response to Brexit.
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but not in scenarios or predictions. In the 
event of a hard Brexit, they will need to face 
into trade dislocation in the short-term and 
regulators will need to step in if the country is 
to insulate itself from the worst case scenarios.

Digital mortgage 
provision

A MI has repeatedly raised concerns 
as to the language used by online 
mortgage advisers as well as the 

potential for regulatory conflicts to arise. It is 
therefore interesting to note how this market is 
developing. 

A number of the market’s largest broker firms 
have launched or are about to launch their 
own online offerings for consumers wishing 
to transact on their computer or by mobile. 
However, what has been noticeable about 
these offerings is the decisive move to offer 
a hybrid model that affords customers the 
best of both online and face-to-face advice. 
Largely this is delivered through a mixture 
of automated interaction via mobile and 
supplemented with tailored advice over 
the phone. Combining personal advice with 
the best of technology has always been the 
approach favoured by AMI as it reflects more 

accurately the needs of the borrower. 

Simultaneously, newer entrants to this market 
which had been focused on delivering fully 
automated advice appear to be favouring this 
hybrid model as well, with a noticeable shift 
away from the so-called benefits of removing 
all human interaction in the mortgage advice 
process. Those that have not made this 
adjustment have been forced to abandon 
customer-facing propositions. 

There is an additional advantage to delivering 
a hybrid model. Lenders have anecdotally 
noted a higher instance of potential fraud 
flags in cases submitted online without human 
touch points. Whether this is a failure of the 
technology to catch these applications or 
simply those trying to commit fraud exploiting 
this technology is unclear. However, it is a 
trend the industry must be mindful of: it is 
damaging to progress across the sector if 
technology is failing to deliver and, indeed, 
improve case quality. 

Customers too have high expectations of 
the experience they are entitled to in the 
mortgage application process. The industry 
must continue to develop ways to meet these 
expectations, but without compromising the 
end result for the customer – that they exit 
the advice process with the best and most 
appropriate mortgage for their circumstances. 


