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Executive Summary
 Wage inflation caught up with the consumer prices index but pressure on 
disposable incomes remains

 Job security is increasingly a confidence issue with thousands of high street 
retailers and bank branches set to close

 Positive employment figures mask a rise in the number of people in part-time 
work who would prefer to have a full-time job

 There is still too much political and economic uncertainty surrounding Britain’s 
exit from the EU – it is now negatively impacting on activity in the mortgage market

 Banks and building societies cannot be expected to plan bullishly for a future that 
remains a black hole of political and economic uncertainty

 As a result they are planning bearishly, constraining lending, focusing on vanilla 
customers who arguably need the least help and curtailing investment

 AMI understands that developers sell, on average, 1.2 homes per site, per week

 It has been brought to our attention that this slow sales rate is directly related to 
a conscious decision to control supply and therefore price

 If this is not landbanking, then perhaps the definition requires a rethink. Builders 
are controlling supply to control pricing and values. If the argument that building 
more homes is the best way to ease the UK’s affordability crisis, then the developers’ 
stranglehold on the market must be broken. 

 For those lenders with established back books, loan-to-values have been crashing 
over the past 20 years putting significant pressure on income and profitability

 AMI would question whether the FPC has a responsibility to suggest a full or 
partial reversal of the Section 28 tax changes that appear to be causing instability in 
both the private rented sector and home ownership market



Economic Overview

Figures published in the second quarter 
have been a mixed bag. The estimate of 
quarter-on-quarter GDP growth in Q1 was 

revised up to a paltry 0.2 per cent from 0.1 per 
cent, albeit above the no-change consensus. 
Year-over-year growth, however, slowed to 1.2 
per cent from 1.3 per cent in Q4. Meanwhile 
wage inflation and the consumer prices index 
have been vying for top spot. Regardless of the 
pick-up in wage inflation, which in June sat at 
2.8 per cent against May’s CPI of 2.3 per cent, 
a slew of poor economic data points to ongoing 
weakness in the economy. 

Two separate reports published by the Office 
for National Statistics at the end of the quarter 
revealed the pressure piling onto household 
finances. Final figures for 2017 showed that 
disposable income fell 0.5 per cent while the 
savings ratio also dropped even lower, to 
4.1 per cent. Q1 2018 stats were not much 
better with incomes up just 0.3 per cent on 
the previous quarter while spending on rent 
and bills particularly pushed outgoings up 0.2 
per cent. Energy firms, for example, have been 
steadily hiking prices with average bills up £52 
for 11 million households across the UK. 

Further pressure is mounting on job security. 
Markets now see the retail sector as vulnerable 
following the recent unexpected profit 
warnings at John Lewis and Debenhams and 
confirmation from House of Fraser that it is to 
close more than half of its shops. This followed 
hot on the heels of Poundworld axing 100 
stores putting 1,500 jobs at risk and the failure 
of Maplin to find a buyer sparking the first 
of thousands of job losses. The latest to add 
its concerns to the mix was the Commercial 
Broadcasters Association, which warned Brexit 
could result in 6,000 British broadcasters 
losing their jobs, with companies such as Sony 
Pictures, Sky and the BBC set to suffer. 

In spite of this woe on the high street, retail 
sales grew at the fastest pace since September 
2017 in the year to June, according to the 
CBI’s latest monthly Distributive Trades Survey. 
Some 43 per cent of retailers said that sales 
volumes were up in the year to June, while 10 
per cent said they were down, giving a balance 
of +32 per cent.

Furthermore, 32 per cent of respondents 
expect retail sales volumes to increase in 
the year to July with 14 per cent expecting 
a decrease, giving a balance of +18 per cent. 
Interestingly, growth in internet sales volumes 
increased sharply in the year to June (+52 per 
cent from +35 per cent in May). Online sales 
are expected to ease somewhat in the year to 
July (+48 per cent).

The growth in wage inflation to 2.8 per cent 
at the end of the second quarter also masks 
several key aspects of UK employment. Those 
stuck in part-time work where they would 
prefer full-time employment remains elevated 
and above the level seen pre-crisis – suggesting 
employment could be more robust. Wage 
growth has also been weaker than the Bank 
of England expected while underemployment 
is increasing. This means that the number of 
hours worked is lower than employees would 
like them to be. Growth in the total number of 
hours worked has also slowed according to the 
Bank of England. 
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3 Supply and the labour market 

Labour demand growth remains robust and a very limited degree of slack is left in the economy. 
Productivity growth is projected to rise from its recent weak pace, but to remain well below  
pre-crisis rates. As a result, the pace at which output can grow without generating inflationary 
pressures is likely to be modest.

The outlook for GDP depends on the evolution of demand 
(Section 2) and potential supply growth. Supply, in turn, 
depends on the supply of labour and how productively that 
labour can be employed. The MPC conducted its annual 
reassessment of supply-side conditions ahead of the 
February Report. This section considers the latest data in  
the context of that assessment. 

The balance between demand and supply — that is, the degree 
of slack or excess demand in both the labour market and the 
wider economy — is an important determinant of wage 
growth and broader inflationary pressures. During the financial 
crisis, output fell, unemployment rose substantially and a 
significant degree of slack opened up (Chart 3.1). In the years 
following the crisis, demand could therefore grow more 
quickly than supply as spare capacity was absorbed. The 
unemployment rate, for example, fell from 8.5% in 2011 to 
4.2% in the three months to February 2018. Although output 
growth was weaker than expected in Q1, that is likely in large 
part to have reflected temporary disruption due to adverse 
weather (Section 2), which is unlikely to have had any 
significant effect on spare capacity. Overall, a very limited 
degree of slack is judged likely to remain (Section 3.1). 

Productivity growth has been persistently weak since the crisis 
(Section 3.2). Overall potential supply growth is therefore 
judged to have been lower than in the past, despite a boost 
from greater labour supply (Chart 3.1). Part of that boost 
reflected relatively strong population growth. Population 
growth has slowed and is projected to remain lower than in 
recent years. While potential productivity growth is projected 
to rise slightly, the speed limit of the economy is expected to 
remain modest relative to pre-crisis norms (Section 5). 

3.1 Labour market developments and slack

As slack has been absorbed, growth in total hours worked has 
slowed. But its precise path has been affected by volatility in 
participation and average hours worked (Chart 3.2). Both fell 
sharply during 2017 H2 and, while the drop in participation has 
unwound, average hours worked remain lower than a year ago. 
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Chart 3.1 Despite a projected rise in potential productivity 
growth, the MPC expects supply growth to remain subdued
Decomposition of estimated potential output growth(a)

Sources: ONS and Bank calculations.

(a) Annual averages. Faded diamonds and bars are projections. 
(b) Chained-volume measure. 
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Chart 3.2 Growth in total hours worked has slowed
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Sources: ONS and Bank calculations.
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Spending looks likely to have been driven 
by unsecured borrowing, which picked up in 
May after a brief dip in March. The Bank of 
England reported consumer credit expanded 
by £1.83billion, higher than City analysts’ 
expectations of a £1.3billion uplift, up sharply 
from the £425million figure in March and the 
biggest monthly increase since November 
2016. 

The June Monetary Policy Committee meeting 
voted 6-3 to keep rates on hold at 0.5 per cent, 
striking a more hawkish tone than the month 
before suggesting there is momentum to raise 
the base rate to 0.75 per cent later this year. 
Markets are unconvinced however, with odds 
for an August hike around 40 per cent, rising 
to a 60 per cent chance by the end of the 
year. The latest Inflation Report from the Bank 
of England meanwhile marks in three rises 
by 2021. These are based on there being no 
negative impact of a bad or no-deal scenario 
on the UK’s exit from the European Union 
however. Very little has been said about the 
Bank’s view of the UK’s economic resilience in 
the event that Government fails to reach an 
agreement for an orderly withdrawal.

Brexit

Both the Bank of England and the Financial 
Conduct Authority have now – finally 
– outlined their roles in preparing for 

Brexit. Both regulators confirmed they will 
begin a consultation in the autumn on how 
changes required should be approached in 
support of any changes made to UK law as a 
result of Britain’s exit from the EU. The FCA 
claims to be considering a full range of Brexit 

scenarios, including specifically a no-deal 
outcome in March 2019. All other changes 
to its handbook, other than Brexit-related 
amendments and those deemed core in this 
year’s FCA business plan, are being put on hold 
until after the transition. The Bank of England, 
meanwhile, confirmed that it will have powers 
to grant ‘transitional relief where appropriate 
to ensure that in a scenario in which an 
implementation period is not in place, firms and 
financial market infrastructures have sufficient 
time to comply with the changes’. 

A statement from the Bank of England said: 
‘Against the possibility that the implementation 
period does not take effect on the 29 March 
2019, HMT today confirmed that it will bring 
forward legislation under the EUWA shortly to 
create temporary permissions and recognition 
regimes. This will allow firms, including non-
UK central counterparties, to continue their 
activities in the UK for a time-limited period 
after the UK has left the EU even if there is 
no implementation period. Those firms that 
wish to continue carrying out business in 
the UK in the longer term will also be able to 
use this time limited period to seek to obtain 
full authorisation (or recognition) from UK 
regulators without disruption to their business.

‘If the implementation period, which has 
been agreed in principle as part of the UK’s 
Withdrawal Agreement with the EU, takes 
effect on the 29 March 2019, the UK would 
continue to be treated as part of the EU’s 
single market in financial services, meaning that 
EU law would continue to apply to UK firms as 
it does now, and firms will be able to operate 
on the same basis as they do now. The Bank 
expects firms to comply with EU law during the 
implementation period. Under the terms of the 
draft Withdrawal Agreement, EU law would 
continue to apply in the UK during that period, 
from 29 March 2019 until 31 December 
2020. UK firms should therefore plan on the 
assumption that requirements arising from new 
EU legislation that come into effect during this 
period will apply to UK firms and FMIs.’

Business leaders remain frustrated at the 
apparent lack of progress and detail available 
from Westminster in relation to Brexit. The 
British Chamber of Commerce said that with 
less than nine months before the UK leaves 
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Sources: ONS and Bank calculations.
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spare capacity is absorbed is expected to be broadly offset by 
a structural downward trend in average hours worked. That 
trend is partly due to an ageing workforce, as older workers 
typically want to work fewer hours.(2)

With little slack in the labour market, growth in the size of the 
workforce will come mainly from population growth. The 
MPC’s forecasts assume that the population evolves in line 
with the ONS’s latest principal population projection, 
published in October 2017. Under that projection, population 
growth remains slower than in recent years, reducing the 
contribution from annual population growth to labour supply 
by 0.2 percentage points to 0.5%.

A key influence on population growth is net migration to the 
UK. Net migration rose slightly to 244,000 in the year to  
2017 Q3, bringing it back in line with the ONS’s projection 
(Chart 3.6). The level remains around 90,000 below net 
migration in the year to 2016 Q2, however. Within that,  
net migration from non-EU countries has risen a little, but  
EU net migration — which tends to be disproportionately for 
work-related reasons — has fallen. 

The ONS projects net migration to fall somewhat further in 
coming years (Chart 3.6), reducing population growth slightly. 
That path is uncertain, however, and there is a risk that net 
migration could fall more sharply. The extent to which it does 
will depend on a number of factors including the UK’s relative 
economic performance. Bank staff analysis suggests that the 
subdued outlook for UK GDP per capita, combined with 
stronger growth prospects in other countries (Section 1), 
would, on its own, reduce net migration by a little more than 
implied by the ONS projection over the next three years.(3) 
 

3.2 Productivity

The sharp fall in hours worked during 2017 H2 provided a 
temporary boost to hourly productivity growth over that 
period (Chart 3.7). Average hours worked can be volatile from 
one quarter to another, however. Abstracting from that, 
growth in output per worker — which tends to be more stable 
— has continued to be weak, and is expected to have been 
0.5% in the year to 2018 Q1. On both measures, productivity 
growth remains some way short of its pre-crisis average. 

A standard growth-accounting framework suggests that 
around half of the weakness in productivity growth since 2010 
has been associated with slow growth in the amount of capital 
per worker — the resources and equipment available to 
produce output. In turn, that reflects subdued business 
investment over much of that period (Section 2). Given this,  

2002 04 06 08 10 12 14 16 18

4.0
0.0

4.5

5.0

5.5

6.0

6.5
Per cent

Chart 3.4 The proportion of people not currently looking for 
work, but who would like a job, is low
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Sources: ONS and Bank calculations.
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Chart 3.6 Net migration is projected to fall slightly further in the 
ONS’s projection
Decomposition of net inward migration by nationality(a)

Sources: ONS and Bank calculations.

(a) Rolling four-quarter flows. Data are half-yearly to December 2009 and quarterly thereafter, 
unless otherwise stated. Figures by nationality do not sum to the total prior to 2012.

(b) Data are half-yearly to December 2011 and quarterly thereafter. 

(2) For further discussion see the box on pages 22–23 of the February 2016 
Inflation Report.

(3) For further discussion see Box 5 of the February 2018 Inflation Report.



AMI QUARTERLY ECONOMIC BULLETIN  Volume 40  Q2 2018

the EU, the country is only ‘a little closer to 
the answers businesses need’ than the day 
after the referendum. We are still to see clarity 
on important issues such as customs, tariffs, 
VAT, aviation and the Irish border. The BCC 
called for an end to political point-scoring and 
squabbling. We are inclined to agree.

Whatever the outcome of the Government’s 
deal with Europe, the damage being done by 
uncertainty is already hurting the UK economy 
significantly. This is not only visible on the 
high street where thousands of workers are 
losing their jobs, it is showing in lending figures 
too. Banks and building societies cannot be 
expected to plan bullishly for a future that 
remains a black hole of political and economic 
uncertainty. As a result they are planning 
bearishly, constraining lending, focusing on 
vanilla customers who arguably need the least 
help and curtailing investment. This cannot 
be allowed to continue. Legislation takes six 
months to progress through Westminster. 
Summer recess is due in just weeks. If we are 
not to come crashing out of the EU with no 
deal agreed, we must see the plan now. 

Housing market

Housing starts were flat in 2017, 
according to finalised figures from the 
Office for National Statistics. The Bank 

of England has suggested expectations are that 
Q1 2018 figures will show a slowdown, in part 
due to adverse weather and the so-called Beast 
from the East. Indeed, early indicators from the 
NHBC show a substantial drop in new starts in 
the first three months. 

The second quarter also saw Sir Oliver 
Letwin publish the first of his findings on the 
development market. In the interim report, 
he found it takes over 15 years to complete 
home building on some of the country’s biggest 
sites. The larger the site, the smaller the 
percentage of development is built each year. 
Letwin also identified a 40 per cent lapse in 
planning permissions. And in London, 270,000 
residential planning permissions remain un-
built.

The housing minister James Brokenshire 
called it ‘frankly, not good enough’. We agree. 
In his interim review, published at the end of 
June, Letwin said he had found no evidence 
of developers land-banking. However, as his 
earlier comments suggest, large builders are 
controlling the build-out rate of new homes. 

This, developers argue, is to maintain a 
commercially viable model. It also seems fair 
to insinuate that restricting the supply of new 
homes keeps a floor under pricing, which is of 
benefit to development companies. It is AMI’s 
understanding that developers sell, on average, 
1.2 homes per site, per week. It has been 
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consumption growth was estimated to have remained around 
0.3% and is projected to be stable in coming quarters 
(Table 2.B). That path for household spending growth remains 
modest by historical standards, consistent with subdued real 
income growth.

Housing
Developments in the housing market can provide a signal 
about developments in household spending more generally. 
That is largely because decisions about whether to buy a house 
and whether to spend share common drivers, such as income 
expectations and confidence. In addition, house prices can 
affect household spending directly. One such channel is by 
raising the value of homeowners’ equity, which they can use as 
collateral against which to borrow, though this effect is 
estimated to be small.

Activity in the housing market has remained broadly stable, 
but subdued. Mortgage approvals for house purchase have 
been broadly unchanged since 2016 despite support from low 
mortgage interest rates (Chart 2.9). Within that, homemover 
and buy-to-let activity has fallen somewhat, offset by a pickup 
in activity from first-time buyers.

Relatively subdued housing market activity, given the low cost 
of credit, is likely to have partly reflected the squeeze in real 
incomes over that period and slightly lower confidence in the 
general economic situation, with households perhaps choosing 
to delay moving as a result. Past regulatory action, such as the 
Recommendations by the Financial Policy Committee to 
lenders to limit the proportion of new mortgages at loan to 
income multiples of 4.5 or above, and around lenders’ 
affordability tests, are estimated to have had only a small 
impact on aggregate mortgage approvals. In coming quarters, 
activity in the housing market is likely to pick up modestly as 
real income growth recovers somewhat and credit conditions 
remain supportive.

National house price inflation slowed to 2.6% in 2018 Q1, 
from around 8% in 2016 Q1, according to the average of 
lenders’ indices (Chart 2.10). But within that, house price 
inflation in London and the South East slowed more sharply, 
with prices broadly flat in the four quarters to 2018 Q1. 
Although the RICS survey points to an expected pickup in 
aggregate house price inflation in the near term, expectations 
for house price inflation in those regions remained subdued.

Developments in the housing market will also contribute to 
GDP directly through housing investment. Housing investment 
growth was relatively robust in 2017, contributing to 
above-average growth in overall private sector investment 
(Table 2.B). Around four fifths of housing investment consists 
of new house building and improvements to existing buildings. 
The pickup in housing starts in 2016 (Chart 2.11) pushed up 
housing investment substantially over 2017. However, housing 
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Chart 2.10 House price inflation has fallen, largely driven by 
London and the South East
House prices(a)

Sources: IHS Markit, Nationwide and Bank calculations.

(a) Average of the quarterly Halifax/Markit and Nationwide house price indices.

Source: Bank of England

CHART:  Mortgage approvals remain subdued

“Banks and building societies cannot be expected to 
plan bullishly for a future that remains a black hole of 

political and economic uncertainty. As a result they 
are planning bearishly, constraining lending, focusing 

on vanilla customers who arguably need the least help 
and curtailing investment. This cannot be allowed to 

continue. Legislation takes six months to progress 
through Westminster. Summer recess is due in just 

weeks. If we are not to come crashing out of the EU 
with no deal agreed, we must see the plan now. “

Source: Bank of England

CHART:  Housing starts are subdued
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investment growth is likely to be weaker in 2018 (Table 2.A). 
New housing starts were broadly flat during 2017 and are 
expected to have slowed in 2018 Q1 as snow and other 
weather‑related disruption hampered construction activity. 
Reflecting that, a timelier measure of private housing starts 
from the NHBC — which accounts for around 80% of new 
builds and feeds into official data — fell substantially in Q1. In 
addition, growth in services associated with property 
transactions, which account for the remaining one fifth of 
housing investment activity, is likely to remain relatively 
subdued, consistent with the modest projected pickup in 
housing market activity.

2.3 Government

The MPC’s projections are conditioned on the Government’s 
tax and spending plans detailed in the March 2018 Spring 
Statement. In line with the commitment to move to a single 
fiscal event per year, there were no substantive new tax or 
spending measures announced, relative to the November 2017 
Budget. Under those plans, the fiscal consolidation continues, 
with public sector net borrowing projected to fall to 1.3% of 
nominal	GDP	by	2020/21.	
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Chart 2.11 Housing starts were flat in 2017 having risen in 2016
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 Q4 for England and 
Northern Ireland. Data from 2011 Q2 for Wales and 2017 Q3 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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brought to our attention that this slow sales 
rate is directly related to a conscious decision 
to control supply and therefore price. 

If this is not landbanking, then perhaps the 
definition requires a rethink. Builders are 
controlling supply to control pricing and values. 
If the argument that building more homes is 
the best way to ease the UK’s affordability 
crisis, then the developers’ stranglehold on the 
market must be broken.

Sterling also remains weak, which will inevitably 
put sustained pressure on developers’ cost 
bases. 

Circumstances in the existing market are not 
much better. The May RICS UK Residential 
Market Survey revealed a few signs of life as 
homes started to come back on to the market, 
but overall activity remained flat and, according 
to RICS, ‘is looking unlikely to gain any impetus 
in the near term’.

New instructions in May turned positive for 
the first time in more than two years however, 
although the numbers of houses coming on to 
the market has increased marginally, average 
stock levels on estate agents books across the 
UK were steady at 42.5 - still close to an all 
time low. When contributors were asked to 
compare appraisals that were undertaken in 
May with the same period last year, 18% more 
stated they were lower on a like for like basis. 
This does not appear to bode particularly well 
for the pipeline going forward, noted RICS.

The report also found London continues 
to show the most negative trends, with 
downwards movement also seen across the 
wider South East. Notably, after nearly three 
years of solid price growth, momentum also 
appears to have slipped across the South West, 
as the price balance remained in negative 
territory for the second month in a row. By way 
of contrast, house prices continue to rise in the 
Midlands, North West, Wales, Northern Ireland 
and Scotland.

Mortgage market

Mortgage approvals for house purchase 
are down while overall activity in the 
mortgage market remains subdued. 

The latest figures from UK Finance showed 
25,100 new homemover mortgages completed 
in April, some 4.2 per cent fewer than in the 
same month a year earlier. The £5.4 billion of 
new lending in the month was 3.6 per cent 
down year-on-year. The average homemover 
is 39 and has a gross household income of 
£55,000.

While first-time buyer and remortgage market 
activity have supported overall gross lending 
figures, the Bank of England noted the cheap 
credit environment could be providing a 
bigger boost to mortgage lending figures. It 

“If this is not landbanking, then perhaps the definition 
requires a rethink. Builders are controlling supply 

to control pricing and values. If the argument 
that building more homes is the best way to ease 
the UK’s affordability crisis, then the developers’ 

stranglehold on the market must be broken.”

Source: Bank of England

CHART:  Sterling remains weak
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import prices will push up inflation by somewhat less in 
coming years than it previously judged (Section 4.2). Domestic 
inflationary pressures, which had been subdued, are showing 
signs of picking up and are expected to firm further 
(Section 4.3). In particular, regular pay growth has continued 
to rise and is expected to support unit labour cost growth, 
given subdued productivity growth (Section 3). Inflation 
expectations, which can influence wage and price‑setting, have 
been broadly stable and remain consistent with inflation 
returning to the target in the medium term (Section 4.4).

4.2 External cost pressures

Energy prices
Energy prices affect CPI inflation directly through their impact 
on petrol prices and domestic gas and electricity bills. Coupled 
with this, there are indirect effects, for example on production 
and transport costs, which affect companies’ costs. The 
combined weight of those direct and indirect effects is 
estimated to make up around 9% of the CPI basket.

Changes in oil prices tend to be passed on to retail fuel prices, 
and therefore CPI inflation, relatively quickly. The spot price 
of oil has risen further since February (Section 1) and that will 
put some slight upward pressure on petrol prices over the next 
few months. The oil futures curve — on which the MPC’s 
forecasts are conditioned — remains downward sloping, 
however (Chart 4.3). As such, the contribution from fuel 
prices to inflation is expected to fall to below average from 
December 2018.

There was a temporary rise in the spot price of gas in March 
(Chart 4.3) due to high demand during the period of unusually 
cold weather (see Box 3). Domestic energy companies tend to 
agree the purchase of future gas supplies well in advance and 
so the futures curve, which rose by less, matters more for the 
price of energy for households.

In April, three large utility companies announced a rise in their 
prices, which may in part reflect higher wholesale prices from 
mid‑2017 being passed on with a lag. Other providers are 
expected to announce similar price rises and, as those are 
implemented in the coming months, the total effect is 
expected to add around 0.1 percentage points to CPI inflation 
over the next year, relative to the February Report.

Household utility bills are also likely to be affected by 
upcoming regulatory changes to caps on standard variable 
tariff (SVT) accounts. In April, Ofgem increased the existing 
cap on SVTs for prepayment customers and the Government 
has proposed a cap on SVT accounts not already capped, 
expected to be implemented at the end of 2018.

SVTs are the only tariffs captured in the CPI basket, so only 
changes in those tariffs will be directly reflected in CPI 
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Chart 4.3 The sterling spot oil price has risen slightly further but 
the futures curve continues to slope downwards
Sterling oil and wholesale gas prices

Sources: Bank of England, Bloomberg Finance L.P., Thomson Reuters Datastream and Bank calculations.

(a) Fifteen working day averages to 31 January and 2 May 2018 respectively.
(b) US dollar Brent forward prices for delivery in 10–25 days’ time converted into sterling.
(c) One‑day forward price of UK natural gas.
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Chart 4.4 Sterling remains 15% below its late-2015 peak
Sterling ERI

Source: Pantheon Economics

CHART:  Housing market remains subdued

  
Source: Pantheon Economics 

New instructions in May turned positive for the first time in more than two years however, 
although the numbers of houses coming on to the market has increased marginally, 
average stock levels on estate agents books across the UK were steady at 42.5 - still close 
to an all time low. When contributors were asked to compare appraisals that were 
undertaken in May with the same period last year, 18% more stated they were lower on a 
like for like basis. This does not appear to bode particularly well for the pipeline going 
forward, noted RICS. 

The report also found London continues to show the most negative trends, with 
downwards movement also seen across the wider South East. Notably, after nearly three 
years of solid price growth, momentum also appears to have slipped across the South 
West, as the price balance remained in negative territory for the second month in a row. 
By way of contrast, house prices continue to rise in the Midlands, North West, Wales, 
Northern Ireland and Scotland. 

Mortgage market 

Mortgage approvals for house purchase are down while overall activity in the mortgage 
market remains subdued. The latest figures from UK Finance showed 25,100 new 
homemover mortgages completed in April, some 4.2 per cent fewer than in the same 
month a year earlier. The £5.4 billion of new lending in the month was 3.6 per cent down 
year-on-year. The average homemover is 39 and has a gross household income of £55,000. 

While first-time buyer and remortgage market activity have supported overall gross 
lending figures, the Bank of England noted the cheap credit environment could be 
providing a bigger boost to mortgage lending figures. It concludes that there is increasing 
pressure on real incomes and disposable wealth. As we have previously stated, AMI is of 
the belief that product transfer lending, which is not included in the MLAR statistics 
gathered by the Bank of England, is rising strongly as lenders look to convert expensive 
low LTV book business.  

Chart: Spreads on household lending rates have narrowed since mid-2016 
Chart 1.12 (page7) https://www.bankofengland.co.uk/inflation-report/2018/may-2018 
Source: Bank of England 
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concludes that there is increasing pressure 
on real incomes and disposable wealth. As we 
have previously stated, AMI is of the belief that 
product transfer lending, which is not included 
in the MLAR statistics gathered by the Bank 
of England, is rising strongly as lenders look to 
convert expensive low LTV book business. 

The chart above really shows how tight margins 
have become on residential lending. For those 
lenders with established back books, loan-to-
values have been crashing over the past 20 
years putting significant pressure on income 
and profitability. This has pushed lenders 
towards loosening certain criteria including 
loan-to-income ratios as well as supporting 
borrowers in self-employment earlier on 
in these careers. This is positive for those 
borrowers who had previously been excluded 
from the mortgage market, in our view, unfairly. 
At the moment, AMI has no concern that these 
looser criteria pose any systemic or undue risk 
to the market but rather, reflect a move to a 
fairer access threshold.

Buy-to-let and 
future stability 

UK Finance data also confirmed a much 
anticipated decline in buy-to-let lending. 
There were 5,000 new buy-to-let home 

purchase mortgages completed in April , some 
5.7 per cent fewer than in the same month 
a year earlier. By value this was £0.7 billion 
of lending in the month, 12.5 per cent down 

year-on-year. There were 14,300 new buy-to-
let remortgages completed in the month, some 
32.4 per cent more than in the same month a 
year earlier. By value this was £2.3 billion of 
lending in the month, 35.3 per cent more year-
on-year.

Meanwhile the latest Ministry of Housing 
report shows the number of privately rented 
homes in England fell by 46,000 to 4.79 million 
last year - the largest reduction since 1988. 
This means landlords are offloading 3,800 buy-
to-let properties a month leading to the first 
drop in the number of homes available to rent 
in 18 years. 

If one of the Financial Policy Committee 
objectives is to maintain a stable housing 
market, and indeed, this is what its stated 
aim in introducing tougher affordability stress 
testing and portfolio assessment rules was in 
2017, then do these numbers not threaten that 
outcome? While careful and robust affordability 
assessments are to be welcomed, particularly 
in light of the tax changes over the next 
three years, flooding the housing market with 
properties for sale and at the same time putting 
pressure on the availability of private rental 
stock, surely does not achieve stability? 

The dynamic being set as a result of the 
manifold change in the buy-to-let sector is 
putting more pressure on first-time buyer 
affordability, not less. Unless the Bank of Mum 
and Dad are willing and able to step into the 
affordability breach, then the reality facing 
private tenants is decades longer stuck without 
a foot on the property ladder. Research from 
Lloyds Banking Group showed this is already 
on the rise: one in five (22 per cent) second 
steppers will mainly look to borrow from the 
Bank of Mum and Dad to raise the deposit 
required to fund their next move. Grandparents 
will also be asked to support (13 per cent) and 
even friends (6 per cent). AMI would question 
whether there is a responsibility to raise this 
with Government and suggest a full or partial 
reversal – or at least a delay – to the Section 
28 tax changes that appear to be driving this 
behaviour. 

Source: Bank of England

CHART:  Spreads on household lending rates have narrowed since mid-2016
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investment growth is likely to be weaker in 2018 (Table 2.A). 
New housing starts were broadly flat during 2017 and are 
expected to have slowed in 2018 Q1 as snow and other 
weather‑related disruption hampered construction activity. 
Reflecting that, a timelier measure of private housing starts 
from the NHBC — which accounts for around 80% of new 
builds and feeds into official data — fell substantially in Q1. In 
addition, growth in services associated with property 
transactions, which account for the remaining one fifth of 
housing investment activity, is likely to remain relatively 
subdued, consistent with the modest projected pickup in 
housing market activity.

2.3 Government

The MPC’s projections are conditioned on the Government’s 
tax and spending plans detailed in the March 2018 Spring 
Statement. In line with the commitment to move to a single 
fiscal event per year, there were no substantive new tax or 
spending measures announced, relative to the November 2017 
Budget. Under those plans, the fiscal consolidation continues, 
with public sector net borrowing projected to fall to 1.3% of 
nominal	GDP	by	2020/21.	
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Chart 2.11 Housing starts were flat in 2017 having risen in 2016
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 Q4 for England and 
Northern Ireland. Data from 2011 Q2 for Wales and 2017 Q3 for Scotland have been grown in line 
with permanent dwelling starts by private enterprises in England. Data are seasonally adjusted by 
Bank staff.


