Quarterly
Economic Bulletin
Volume 40  Q2 2018

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
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3 Supply and the lab
Economic Overview

F

igures 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.
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Chart 3.2 Growth in total hours worked has slowed
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(a) Diamond and faded bars are Bank staff’s projections for 2018 Q1, based on data to February.
(b) Positive bars indicate that a fall in the unemployment rate contributed to an increase in total
hours worked.
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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
The level
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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
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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

B

oth 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

outcome in March 2019. All other changes
to its handbook, other than Brexit-related
The ONS projects net migration to fall somewhat further in
amendments and those deemed core in this
coming years (Chart 3.6), reducing population growth slightly.
year’s FCA business plan, are being put on hold
That path is uncertain, however, and there is a risk that net
until after the transition. The Bank of England,
migration could fall more sharply. The extent to which it does
meanwhile, confirmed that it will have powers
will depend on a number of factors including the UK’s relative
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subdued outlook for UK GDP per capita, combined with
implementation period is not in place, firms and
stronger growth prospects in other countries (Section 1),
financial market infrastructures have sufficient
would, on its own, reduce net migration by a little more than
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implied by the ONS projection over the next three years.(3)
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has 2). Given this,
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Withdrawal
Agreement with the EU, takes
(2) For further discussion see the box on pages 22–23 of the February 2016
Inflation
Report.
effect on the 29 March 2019, the UK would
(3) For further discussion see Box 5 of the February 2018 Inflation Report.
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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Chart 2.9 Mortgage approvals for house purchase remain
subdued despite low interest rates
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(a) Sterling-only end-month quoted rates. The Bank’s quoted rates series are weighted averages of
Source:
of England
rates Bank
from a sample
of banks and building societies with products meeting the specific criteria.

The two-year 90% loan to value (LTV) series is only available on a consistent basis from
May 2008 and is not published for March to May 2009 as fewer than three products were offered.
Data are not seasonally adjusted.

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
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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.
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Energy prices affect CPI inflation directly through their impact
on petrol prices and domestic gas and electricity bills. Coupled
with this,
there are 40
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effects,
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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.
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Sterling also remains weak, which will inevitably
put sustained pressure on developers’ cost
bases.

(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.

Chart 4.4 Sterling remains 15% below its late-2015 peak
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CHART: Housing market remains subdued
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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
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Mortgage market

M

ortgage 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
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Chart 2.11 Housing starts were flat in 2017 having risen in 2016
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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.

(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.

The chart above really shows how tight margins
have become on residential lending. For those
lenders with established back books, loan-tovalues 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

U

K 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

investment growth is likely to be weaker in 2018 (Table 2.A).
New housingThere
startswere
were broadly
during
2017 and are
year-on-year.
14,300flat
new
buy-toexpected
to
have
slowed
in
2018
Q1
as
snow
and other
let remortgages completed in the month, some
hampered
32.4weather‑related
per cent moredisruption
than in the
same construction
month a activity.
that,
a timelier
measure
privateofhousing starts
yearReflecting
earlier. By
value
this was
£2.3ofbillion
from in
thethe
NHBC
— which
formore
around
80% of new
lending
month,
35.3accounts
per cent
yearbuilds
and
feeds
into
official
data
—
fell
substantially
in Q1. In
on-year.
addition, growth in services associated with property
transactions,
forof
theHousing
remaining one fifth of
Meanwhile
the which
latestaccount
Ministry
housing
investment
activity,
is
likely
to remain
report shows the number of privately
rentedrelatively
subdued,
consistent
with
the
modest
projected
pickup in
homes in England fell by 46,000 to 4.79 million
market
activity.
lasthousing
year - the
largest
reduction since 1988.

This means landlords are offloading 3,800 buyto-let
a month leading to the first
2.3properties
Government
drop in the number of homes available to rent
in 18
years.
The
MPC’s projections are conditioned on the Government’s
tax and spending plans detailed in the March 2018 Spring
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then GDP
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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.

