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Executive Summary
 The economic reality facing the UK – particularly given the ongoing lack of
resolution on Brexit – is perhaps harsher than the Bank of England admits
 Europe is being increasingly difficult about the potential ways that UK
financial institutions can passport into the EU, with the ECB now clear that
European subsidiaries may not provide sufficient access
 Without a deal, the cost of UK bank finance will likely rise and have a knockon effect on mortgage rates
 Without the extension of Help to Buy new build LTVs, which have been
rising, are likely to fall back. Mortgage approvals on purchases are also likely to
stumble, putting more pressure onto the remortgage market to support gross
(and net) lending. Capital values on new build and surrounding areas may suffer
 The recent publication of product transfer lending figures calls into question
whether the right measures are being used to consider the flow of money
around the housing sector
 AMI believes a stronger focus on net lending is needed
 The recent mortgage market study interim report proposed the market focus
on helping consumers to compare advice based on price
 We would urge careful consideration of what measures constitute consumer
value – service, speed, efficiency, ease, communication, effectiveness - and how
they can be consistently measured across all channels
 It would be more beneficial to consider how this information might be better
used and shared to inform consumers when they are trying to make a decision
about how and where to buy in this market
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Economic Overview

J

ust a few weeks after the Bank of England
published its most recent inflation report,
the media reported that the Bank’s
governor Mark Carney had suggested that nodeal on Brexit could trigger a collapse in house
prices by as much as 30 per cent. His actual
comments were taken out of the context of a
worst-case scenario stress test for the banks
- but the damage was done. It was wildly out
of kilter with the Bank’s message in its August
inflation report, which outlined a moderately
positive outlook for future GDP and central
forecasts estimating economic growth of
around 1.75 per cent on average over the
next three years. This, together with robust
employment, only just above target inflation
and relatively little slack in the wider economy,
justified the Monetary Policy Committee’s
decision in August to raise the base rate for the
second time in 12 months, leaving it standing
at 0.75 per cent today. It also paved the way
for a further rise as soon as February next year.
While AMI does not agree that no deal would
see property lose a third of its value, the terms
of Britain’s deal on its exit from the European
Union remain undecided and politicians from
both Labour and Conservative camps seem
more intent on destroying their internal party
alliances than settling their differences to
secure a decent divorce from Europe. Business
leaders are spooked. The latest confidence
survey from the Institute of Directors suggests
they are now more pessimistic about the
outlook for the British economy than at any
point this year, with rising rates and trade
tensions both piling pressure on the so-far
unsatisfactory outcome of Brexit negotiations.
The government itself has published scores
of no-deal worst-case scenario papers that
include the possibility of British firms suffering
restricted access to European money markets.
The European Central Bank has stepped up
warnings that a perceived loophole to UK
companies passporting into the EU will not be

tolerated; it warned in early September that
merely having an EU-based subsidiary with
senior managers remaining in a UK-based
head office would not be sufficient to serve
continental customers.
The most recent Financial Policy Committee
statement also raised passporting as a red
flag, stating: ‘Absent EU action, £69 trillion
of contracts EU members currently have with
UK CCPs will need to be transferred or closed
out by March 2019.’ This poses very serious
implications for banks of all sizes, investment
and retail as well as for trading houses, fund
managers and particularly stock exchanges and
other trading markets based in the UK. The
cost of finance will be materially affected.
Though he may not have intended to stir up
the storm on house prices that he did, Mr
Carney was right to sound a warning bell to
the country’s politicians highlighting that they
cannot simply hope for the best. Preparing for
the worst may be necessary.

Current economic
performance

A

t home, reasonably solid employment
figures do not necessarily reflect the
money in people’s pockets. At just 4
per cent in August, unemployment might be
at its lowest level since 1975, but Office for
National Statistics figures show earnings have
outstripped inflation for much of this year, only
just tipping the balance in August. The latest
figures showed annual wage growth of 2.7 per
cent excluding bonuses for the three months to
August, matching inflation that month.
While September saw a small dip in consumer
prices, taking inflation to 2.4 per cent, the
Bank of England forecasts inflation to remain
just above 2 per cent through most of the next
three years, hitting 2 per cent by 2021. Yet, oil
prices have risen 55 per cent in dollar terms
since this time last year. The pound has also
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CHART: Currencies have depreciated since May
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TABLE: Household borrowing rates have remained low
Table 1.D Household borrowing rates have remained low
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The Bank of England’s chart 1.D below, reveals
a 41 basis point fall in the average two-year
fixed rate at 90 per cent loan-to-value between
May 2016 and August 2018, a period that
saw the base rate rise twice by a collective 0.5
per cent from trough to peak. Five-year fixed
rates at 75 per cent LTV meanwhile saw a 60
basis point drop over the same period. Margin
pressure for lenders shows little sign of abating,
raising the spectre of shifting risk appetites
to maintain market share once again. This is
particularly important given the housing market
context.
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RICS residential market survey did not serve
up much in the way of hope that this subdued
activity would reverse in early autumn, with the
balance of new buyer enquiries close to zero
in July. According to Pantheon Economics, the
CHART
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number of people searching for “mortgage” on
Google—a good leading indicator of lending
activity—was down 3.8 per cent year-over-year
in July.
While usually a quieter month, the RICS figures
for August were no better. New buyer enquiries
dropped back to a seasonally-adjusted
balance of -6, from +1 in July. The new sales
instructions balance fell to -16—its lowest since
March—from -3.
UK asking prices fell by an average 2.3 per cent
in August, driven by a 3.1 per cent fall in prices
in London, according to property listing portal

“Without an extension of
Help to Buy, new build LTVs
could start to fall back”
Rightmove. Halifax data meanwhile suggested
that agreed house prices per square metre
plateaued in Greater London for the first time
in eight years over the summer. Property values
in the North and South East fared little better,
showing just a 2 per cent annual uptick.
The latest statistics on Help to Buy revealed
that 81 per cent of total first-time buyer
purchases in 2017 was boosted by the scheme.
But following results season this month for the
major builders, Help to Buy has increasingly
come under the microscope with several
allegations made that it has done more to
support developers’ profit margins and inflate
house prices than help would-be homeowners
onto the property ladder where without the
scheme they would have been unable to buy.

The landscape for commercial property
is stagnating with forecasts from Capital
Economics suggesting a significant reduction
in investment this year compared to last. They
estimate annual investment activity will decline
to around £54 billion this year, from £64 billion
in 2017. The total value of investment in UK
property in July was 25 per cent lower than a
year ago, at just £3.5 billion.
Moreover, according to the research house, the
level of investment in the retail and industrial
sectors to date appears weak compared to
previous years. The significant pressure on
the high street in the retail sector is taking
2.B investor
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Chart 2.6 Mortgage approvals for house purchase have been
stable but subdued

CHART: Mortgage approvals for house purchases stable but subdued
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a net balance of -4 lenders planning to reduce
the supply of secured credit over the next three
months, having increased it in the previous six
quarters.
Unsecured consumer credit lending also
slowed in July with an annual growth rate of
8.5 per cent. This is still relatively healthy, but
its reduction from the previous month suggests
both that lenders are relatively reserved in their
appetites but also that consumers may be more
inclined to pay down debts rather than ramp
them up.
The ongoing bite from the government’s fiscal
and Bank’s regulatory tightening on buy-tolet over the past few years has seen mortgage
activity fall considerably. The most recent
UK Finance figures show buy-to-let purchase
approvals in June totalled just 5,400, a drop of
19 per cent from the previous year. By value
this was £0.8 billion of lending in the month, 11
per cent down year-on-year.
With both the residential and buy-to-let
markets focused heavily on remortgage rather
than purchase, the Treasury’s stamp duty take
is down. UK Finance also agreed to publish
product transfer figures for the first time this
summer. According to its analysis, 390,200
homeowners switched product with their
existing provider in the first quarter of 2018. By
value, this represents £53.7billion of mortgage
debt refinanced internally. These figures do
not feature in any market data on
remortgaging, or other published gross
mortgage lending data. Of the total number
of product transfers, 203,200 transfers,
worth £29.5billion, were conducted on an
advised basis and 187,000 transfers, worth
£24.2billion, were execution-only.
This is clearly a very significant component
of the mortgage market. In Q1 2018, gross
lending to home movers and first-time buyers
was £29.6billion. Remortgage lending was
£20.3billion.

how we measure it is perhaps no longer fit for
purpose.

A triumph of hope
over reason?

W

hile the figures might make for
slightly gloomy reading, this is the
reality today. And yet, the Bank
of England notes despite its commitment to
keep the base rate on its upwards path, that
it “continues to recognise that the economic
outlook could be influenced significantly by
the response of households, businesses and
financial markets to developments related to
the process of EU withdrawal”.
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(b) August figure for 2018 Q3 is an average of realised overnight rates to 25 July 2018, and forward rates
thereafter.

AMI would therefore question what is causing
the Bank of England’s expectations of a rise
in GDP against these economic realities and
the rapidly nearing deadline for Brexit. Is this a
triumph of hope over reason?

Chart 5.1 GDP projection based on market interest rate
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Chart 5.2 Unemployment projection based on market interest
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Non-China emerging market economies
products
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As a whole, activity growth across non-China EMEs was
broadly stable in 2018 Q1, but with differences between
countries. A slowdown in some countries, such as Brazil and
Indonesia, was offset by stronger growth elsewhere. Survey
indicators, such as Markit PMIs, have fallen slightly, however,
and point to a slowdown in aggregate activity growth in the
near term. Non-China EMEs in aggregate account for around
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Rather than focus on comparing advice
based solely on price, we would urge careful
consideration of what measures constitute
value, how they can be consistently measured

and how this information might be better used
and shared to inform consumers when they are
trying to make a decision about how and where
to buy in this market.

