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Executive Summary

 Base rate is likely to rise once in 2019, ending the year at 1 per cent

 Gross mortgage lending this year will be approximately £270billion, a 
moderate rise on 2018’s gross lending figure of £267.5billion

 Net lending is likely to hit around £40billion for the whole of 2019

 Within this, purchase lending is forecast to be £100billion, remortgage 
£170billion and product transfers £160billion in 2019

 Mortgage pricing will continue to be fiercely competitive as pressure 
remains on lenders to shift money and meet market and analyst expectations

 AMI welcomes the FCA’s proposal to collect lending data under MLAR to 
track product transfers

 AMI is now asking UK Finance to disclose the split between intermediated, 
advised and execution-only product transfer lending

 AMI is calling on lenders to review procuration fees on product transfers to 
ensure any gap with those awarded on remortgage lending fairly reflects the 
amount of work undertaken by intermediaries on both

 The existing imbalance risks creating a bias within lenders, which are 
pushing for product transfers over remortgage and purchase business



Economic Overview

Uncertainty caused by politicians’ ongoing 
inability to agree a deal for Britain’s exit 
from the European Union is inflicting a 

creeping paralysis on the UK’s economy.
 
Research by NatWest and Retail Economics 
shows Brexit uncertainty is now the biggest 
concern for consumers and is likely to have 
a negative impact on personal finances, 
consumer spending, house prices and job 
security. The International Monetary Fund has 
cut its forecast, and is now predicting UK GDP 
growth at just 1.5 per cent in 2019.
 
Whatever the outcome of Britain’s withdrawal 
from the EU, it is inevitable that the UK will 

suffer economically. This is already visible in 
economic indicators. Q4 2018 saw a £2.5billion 
increase in consumer credit lending, the 
smallest net rise since Q2 2014. January’s 
Credit Conditions Survey from the Bank of 
England confirmed that a small majority of 
lenders expect to restrict the availability of 
consumer credit this year while dampened 
consumer confidence is likely to weigh on their 
appetite to borrow.
 
Business confidence is also low. The CBI 
surveyed 296 small and medium sized 
manufacturers in the three months to 
January, finding that sentiment has worsened 
significantly, dropping for the second quarter 
in a row. Export sentiment fell at the fastest 
pace since the financial crisis according to the 
measure, which also found that manufacturers’ 
concern that political and economic conditions 
abroad were likely to limit their future ability to 
obtain export orders rose to their highest level 
since records began in 1988.
 
The CBI’s growth indicator index also suggests 
a poor outlook. The balance of firms reporting 
growth stood at 0 per cent in January 2019, the 
weakest reading since April 2013. The private 
sector has now failed to register material 
growth for three months, according to the 
survey.
 
UK productivity remains very subdued and has 
underperformed relative to most of the rest 
of the G7. The latest figures show that out of 
these economies, only Japan performed worse 
than Britain.
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weather, the recent underlying trend still appears to be a little 
firmer than that seen on average since the EU referendum. In 
contrast, private car registrations fell sharply in September, 
although that, at least in part, appears to have reflected supply 
disruption following the introduction of new emissions 
standards.

The outlook for growth further ahead will depend on how 
households and companies, both here and abroad, respond  
to any new trading arrangements and the transition towards 
them. Households’ and companies’ responses will in turn be 
influenced by their financial positions. The estimated 
household financial balance has deteriorated since 2016 
(Chart 2.3) as households have saved less to support spending 
growth in the face of a squeeze in their real incomes. Although 
it is currently estimated to have moved into deficit, the 
household balance has typically been revised up significantly 
in recent years. The corporate financial balance has risen, with 
Brexit-related uncertainty lowering investment spending 
relative to incomes. The public sector deficit has continued to 
narrow. The counterpart to those developments has been a 
narrowing in the current account deficit, although at 3.9% of 
GDP in 2018 Q2 it remains elevated. 

2.1 Domestic demand

Household spending
Consumer spending is financed largely by households’ current 
incomes, and changes in the pattern of saving will also affect 
its path. Household real income growth has been weak since 
2016 due to both rises in import prices following the 
referendum-related depreciation of sterling and subdued 
nominal pay growth. But consumption growth has slowed to a 
lesser degree, supported by a decline in households’ rate of 
saving (Chart 2.4). 

The extent to which households continue to spend a greater 
proportion of their current income, relative to the recent past, 
or choose to increase their savings, will depend partly on their 
confidence around future incomes and economic prospects. 
Real incomes picked up somewhat during 2018 H1 and are 
expected to rise further as the effect of the depreciation of 
sterling on inflation continues to fade and nominal pay growth 
rises as unemployment remains low (Section 4). Consistent 
with that, consumer confidence surveys, such as the  
GfK survey (Chart 2.5), suggest that households’ expectations 
of their personal financial situation have improved somewhat 
since 2017.

Household spending and saving will also be influenced by 
interest rates. First, interest rates affect payments on existing 
debt and deposits. 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. Second, 
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Chart 2.3 The household financial balance has deteriorated 
since 2016, in contrast to the corporate financial balance
Financial balances by sector

(a) Includes non-profit institutions serving households (NPISH).
(b) Excludes public corporations.
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Chart 2.4 Consumption growth has been supported by lower 
saving and, more recently, higher income growth
Contributions to four-quarter consumption growth(a)

(a) Chained-volume measure, including NPISH.
(b) Measured using the consumption deflator (including NPISH).  
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Chart 2.5 Households’ confidence in their own finances has 
improved over the past year
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.

Source: Bank of England
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they affect the incentive to save rather than borrow for all 
households.

As explained in Section 1, credit conditions remain 
accommodative, although the recent rise in Bank Rate is 
feeding through to retail interest rates facing many 
households. There is also some evidence of a modest 
tightening in consumer credit conditions. Respondents to the 
Q3 Credit Conditions Survey, for example, reported a further 
reduction in consumer credit availability. The average quoted 
rate on credit cards has risen in recent months, and non-price 
terms, such as the average interest-free period on credit card 
balance transfers, continue to tighten. Annual consumer credit 
growth has slowed (Chart 2.6), largely accounted for by 
slower growth in car financing, although growth in credit card 
and other non-credit card lending also slowed in Q3. The 
slowdown in car finance appears to partly reflect the 
completion of a structural change in the way car purchases are 
financed,(1) as well as the fall in car registrations in September.

Consumption is expected to grow modestly in coming quarters 
(Table 2.A). Such growth is expected to be underpinned by, 
and be in line with, real income growth. The rate of saving is 
projected to be broadly flat, although there is uncertainty 
around that judgement. 

The housing market
Developments in the housing market can provide a signal 
about household spending because decisions about whether to 
buy a house and whether to spend share common drivers, such 
as income expectations and confidence. Overall, housing 
market indicators continue to be somewhat subdued.

Mortgage approvals have been broadly unchanged since 
mid-2016, and related indicators such as property transactions 
and growth in secured lending (Chart 2.6) have also been 
steady at levels well below pre-crisis averages. Relatively 
subdued housing market activity is likely, in part, to have 
reflected the squeeze in real incomes over that period. 

Annualised house price inflation was 4.2% in the three months 
to August according to the UK house price index (HPI)  
(Chart 2.7). The UK HPI, which was designated a National 
Statistic in September, covers all housing transactions and is 
therefore more comprehensive than other measures such as 
those released by some mortgage lenders. Those other 
measures are published on a timelier basis but have often been 
more volatile, particularly over the recent past. Nonetheless, 
the broad picture of slowing house price inflation since  
early 2016 has been consistent across a range of indicators.

As discussed in previous Reports, much of the slowdown in  
UK house price inflation has been concentrated within London 

(1) For further detail, see the box on pages 16–17 of the November 2017 Inflation Report.
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Chart 2.6 Growth in consumer credit and lending to businesses 
has slowed
Lending to households and businesses

(a) Sterling lending by UK monetary financial institutions (MFIs) and other lenders.
(b) Excludes student loans.
(c) Lending by UK MFIs, excluding overdrafts, and reverse repos in all currencies, expressed in sterling. 

Not seasonally adjusted. Data by firm size available from April 2012.
(d) Small and medium-sized enterprises are businesses with annual debit account turnover on the 

main business account less than or equal to £25 million.
(e) Large businesses are those with annual debit account turnover on the main business account over 

£25 million.
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Chart 2.7 House price inflation has slowed since early 2016
House prices

Sources: Halifax house price index by IHS Markit, HM Land Registry, Land and Property Services 
Northern Ireland, Nationwide, ONS, Registers of Scotland and Bank calculations.

(a) Data only available to August 2018. 

Developments anticipated in August 
during 2018 Q3–2019 Q1

Developments now anticipated during 
2018 Q4–2019 Q2

Consumer spending Broadly unchanged

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

• Quarterly consumption growth to 
average ¼%.

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

• Quarterly consumption growth to 
average ¼%.

Housing market Broadly unchanged

• 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 around ¾% per quarter,  
on average.

• Housing investment growth to average 
½%.

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

• The UK house price index to increase by 
around ¾% per quarter, on average.

• Housing investment growth to average 
½%.

Business investment Revised down slightly

• Quarterly growth in business investment 
to average ¾%.

• Quarterly growth in business investment 
to average ¼% to ½%.

Trade Broadly unchanged

• Net trade to provide a positive 
contribution to quarterly GDP growth.

• Net trade to provide a positive 
contribution to quarterly GDP growth  
in 2019 H1.

Table 2.A Monitoring the MPC’s key judgements

Source: Bank of England

CHART:  UK productivity remains challenged

 Inflation Report November 2018   Section 3 The labour market and supply   22

Productivity growth in the UK since the crisis has been 
subdued: for example, the current level of output per hour is 
only slightly above its pre-crisis peak (Chart 3.6). Compared 
to other economies, UK productivity growth has been 
relatively lacklustre, suggesting some role for UK-specific 
factors. Part of the weakness, however, may have been driven 
by global factors such as slower growth in world trade — 
which tends to be associated with productivity growth — and 
developments in the financial sector, which is increasingly 
international. Consistent with this, productivity growth in the 
UK and most other G7 countries tends to be positively 
correlated and growth has slowed across many of them.

Over half of the productivity growth slowdown in the UK can 
be accounted for by the manufacturing and finance sectors 
(Chart 3.7).(3) In the manufacturing sector, trends in world 
trade flows may have been one influence on productivity 
growth. For example, it is possible that the process of 
offshoring could have boosted measured productivity growth 
during the early 2000s. More generally, growth in world trade 
tends to be associated with productivity gains through greater 
economies of scale, increased competition and exposure to 
international flows of new ideas. As manufacturing firms tend 
to be highly integrated within global supply chains, their 
productivity growth is likely to have been affected by the 
weakness in trade growth since the crisis, as well as the 
weakness in productivity growth in other countries. 

In the financial services sector, rapid growth in leverage in the 
pre-crisis period is likely to have boosted productivity growth. 
The subsequent slowdown is likely, in part, to reflect that 
effect unwinding. Mismeasurement of financial services output 
may have played a role in overemphasising the effects of rising 
leverage prior to the crisis on productivity growth and equally 
the effects of the deleveraging since. 

A role for global factors is consistent with the behaviour of 
productivity growth at the level of individual companies. These 
data suggest that aggregate productivity growth tends to be 
driven by growth in larger, more productive companies, many 
of which tend to be exporters. At least in part, the weakness of 
productivity growth over the past decade appears to reflect 
the fact that the most productive firms are not becoming 
more productive at the same rate as they used to. This may 
reflect the effect on large UK exporters of the slowdown in 
trade and productivity growth across countries since the crisis.

Growth in labour productivity can be accounted for in terms of 
the amount of capital utilised as well as the efficiency with 
which available resources — capital and labour — are used to 
produce output. Such an approach suggests that the weakness 
in UK productivity growth since the crisis is in part due to 
slower growth in capital per hour worked (Chart 3.8), which in 

(3) For further details see pages 24–27 of the February 2018 Inflation Report and  
Tenreyro, S (2018), ‘The fall in productivity growth: causes and implications’.
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Chart 3.4 Growth in total hours worked is expected to have 
recovered in Q3
Contributions to four-quarter growth in total hours worked(a)

Sources: ONS and Bank calculations.
 
(a) Diamond and faded bars are Bank staff’s projections for 2018 Q3, based on data to August.
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Chart 3.5 Net migration is projected to fall from current levels
Decomposition of net inward migration by citizenship(a)

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

(b) Data are half-yearly to December 2011 and quarterly thereafter. 
(c) Includes illustrative revised trend for the inward migration of non-EU students that accounts for an 

unusual pattern in the International Passenger Survey, represented by the faded beige bars.
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Chart 3.6 UK productivity growth has underperformed relative 
to most of the G7
Hourly labour productivity in the G7(a)

Sources: Datastream from Refinitiv, Eurostat, ONS and Bank calculations.
 
(a) Whole economy unless otherwise stated.
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The pound is struggling and both its 
performance and the consequent effect this 
has on inflation will be critical for the path of 
monetary policy in the UK. If an orderly exit is 
achieved, sterling should rise, taking pressure 
off domestic inflation. If no deal is reached, the 
opposite will be true.  
 
 For the moment inflation has settled, falling 
closer to the Bank of England’s 2 per cent 
target in December when CPI hit 2.1 per cent. 
April 2019 will also see personal income tax 
allowances hiked significantly. This should ease 
pressure on consumer’s real spending power, 
while unemployment rates look set to remain 
low in 2019.
 
This does not take the pressure off the Bank 
of England to continue raising interest rates 
in 2019 however, and at the latest asking, 
governor Mark Carney refused to rule out 
further hikes in the base rate even if no deal 
is reached on Brexit. The Bank ‘has to make 
the right judgement about the right path 
of bringing inflation back to target while 
doing what it can to support. But it is not an 
automatic approach,’ he told delegates at the 
World Economic Forum in Davos in January.
 
On balance, AMI is of the view that the base 
rate is likely to end the year either steady at 
0.75 per cent or up marginally to 1 per cent.
 
Wage growth, meanwhile, has improved with 
the official measure including bonus income 
hitting 3.4 per cent for the sixth month in a 
row in November, while wage growth excluding 
bonuses held steady at 3.3 per cent. The 
unemployment rate is projected to fall to just 
3.9 per cent in Q4 2018, an incredibly low 

rate, made up of both full time and part time 
workers.
 
However, this is not translating into rising 
consumer spending. The CBI retail distribution 
trends survey reported the retail sales balance 
remained well below its post-referendum 
average of +11.

The bloodbath on Britain’s high street over 
the past three months reveals just how poorly 
the retail sector is performing. Pantheon 
Economics analysis predicts this will continue 
into Q1 2019, compounding what has been 
one of the worst winters for the UK shops in 
recent history.
 
Further afield, the ongoing trade war between 
the US and China, added to the potential 
for significant disruption in trading between 
the UK and Europe may have far-reaching 
implications for global growth.
 
As the Bank of England noted in its November 
Inflation Report: ‘The direct effects from higher 
trade barriers are only one part of the overall 
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prices. Among UK‑listed companies, the equity prices of those 
with a substantial focus on the euro area — defined as 
companies with more than 40% of revenue derived from the 
euro area — have underperformed other companies 
substantially since June, perhaps reflecting increased 
uncertainty around the potential impact of the UK’s 
withdrawal from the EU.

Sterling
In the run‑up to the November Report, the sterling ERI was 1% 
higher relative to three months ago (Chart 1.6). It remained 
16% below its November 2015 peak, however.

As has been the case since the referendum, sterling will be 
particularly responsive to developments related to the UK’s 
withdrawal from the EU. Implied volatilities from sterling 
options — measures of perceived risk around the exchange 
rate — have risen recently (Chart 1.17). And movements in the 
cost of insuring against a large depreciation relative to a large 
appreciation — known as the risk reversal — suggest that the 
weight market participants are placing on a future 
depreciation has risen (Chart 1.17).
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Chart 1.16 Corporate bond spreads have widened during 2018
International non‑financial corporate bond spreads(a)

Sources: Datastream from Refinitiv, ICE/BoAML Global Research and Bank calculations.

(a) Option‑adjusted spreads to government bond yields. Investment‑grade corporate bond yields are 
calculated using an index of bonds with a rating of BBB3 or above. High‑yield corporate bond 
yields are calculated using aggregate indices of bonds rated lower than BBB3. Due to monthly 
index rebalancing, movements in yields at the end of each month might reflect changes in the 
population of securities within the indices.
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Chart 1.17 The decline in the risk reversal suggests that the 
weight on sterling depreciating further has risen during 2018
Six‑month sterling‑US dollar risk reversal and implied volatility

Sources: Bloomberg Finance L.P. and Bank calculations.

(a) 25‑delta risk reversal. Risk reversals show the difference between the implied volatilities of equally 
‘out of the money’ put and call options. Negative risk reversals mean that it is more expensive to 
insure against currency depreciations than appreciations.
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have picked up in Q3 to around their level a year ago. Taking 
employment and average hours together, total hours worked 
are projected to have risen by 1.1% in the year to 2018 Q3, 
accounted for entirely by employment growth (Chart 3.4).

The unemployment rate is projected to fall slightly further 
to 3.9% by the end of the year (Chart 3.3). Most survey 
measures of employment intentions are around their pre-crisis 
average levels (Table 3.A), which, together with an elevated 
vacancy rate (Chart 3.1), suggests that demand for labour 
remains solid. Beyond the end of the year, the unemployment 
rate is projected to remain broadly stable, while a margin of 
excess demand builds (Section 5).

3.2 The outlook for potential supply

Labour supply
The growth in employment over the past few years has 
absorbed slack in the labour market. Given that, the scope for 
further sustainable increases in employment is likely to be 
determined in large part by labour supply growth. Labour 
supply growth is projected to be subdued relative to recent 
years, with all of it expected to come 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. The ONS projects net migration 
to fall somewhat in coming years (Chart 3.5), reducing 
population growth. In the year to March 2018, net migration 
to the UK was 270,000, slightly above the ONS projection. 
Within this, net migration from the EU was around 90,000, 
having slowed after the UK’s referendum on EU membership 
in 2016. LFS data suggest that the number of EU nationals in 
employment in the UK has fallen slightly over the year to 
2018 Q2.

There is a risk that net migration could fall more sharply than 
the gradual decline implied by the ONS projections. There 
tends to be a positive relationship between migration flows to 
the United Kingdom and UK economic conditions relative to 
those in migrants’ home countries.(2) Over the coming years, 
the subdued outlook for UK per capita GDP relative to that of 
other countries could reduce net migration by more than 
implied by the ONS projections. In addition, net migration will 
be affected by any changes to institutional arrangements for 
the movement of labour, or uncertainty around those 
arrangements.

Productivity
With a subdued outlook for labour supply growth, a key driver 
of potential supply will be developments in labour productivity 
— the amount of output that can be produced per person, or 
per hour worked.

(2) For more details, see Lewis, J and Swannell, M (2018), ‘The macroeconomic 
determinants of migration’, Bank of England Staff Working Paper No. 729.
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Chart 3.3 The unemployment rate is projected to fall to 3.9% 
in Q4
Unemployment rate and Bank staff’s near-term projection(a)

Sources: ONS and Bank calculations.
 
(a) The beige diamonds show Bank staff’s central projections for the headline unemployment rate 

for the three months to June, July, August and September 2018 at the time of the August Report. 
The red diamonds show the current staff projections for the headline unemployment rate for the 
three months to September, October, November and December 2018. The bands on either side of 
the diamonds show uncertainty around those projections based on one root mean squared error 
of past Bank staff projections for the three-month headline unemployment rate.
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Chart 3.1 The vacancy rate is at a record high
Vacancies to labour force ratio(a)

Sources: ONS and Bank calculations.
 
(a) Vacancies as a percentage of the workforce, calculated using rolling three-month measures. 

Excludes vacancies in agriculture, forestry and fishing. Figure for 2018 Q3 shows vacancies in the 
three months to September relative to the size of the labour force in the three months to August.
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Chart 3.2 Survey measures suggest there is little spare capacity 
within companies
Survey indicators of capacity pressures(a)

Sources: Bank of England, BCC, CBI, CBI/PwC, ONS and Bank calculations.
 
(a) Measure above zero indicates greater capacity pressures relative to past average. 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 latest available observations for each quarter. The BCC data are not seasonally 
adjusted.

Source: Bank of England
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in financial markets as a result of trade uncertainty could also 
lead to a tightening in financial conditions.

Over the medium term, persistently higher trade barriers, and 
the implicit reduction in countries’ openness to trade, will 
affect productivity and potential supply growth. For example, 
a reduction in the size of the potential market available could 
hamper the ability of domestic firms of a given country to 
specialise, making it more difficult for them to exploit areas of 
comparative advantage and to achieve economies of scale. 
Further, a reduced openness to trade could lower the degree 
of competition, as well as firms’ capacity to learn ideas and 
practices from foreign companies. And there is also some 
evidence to suggest that lower openness may increase income 
volatility within a country by reducing diversification in its 
sources of demand and supply.(2)

The impact of recent trade tensions
So far, the increase in trade barriers over 2018 has been largely 
limited to trade flows between the US and China. Following 
tariff increases on steel and aluminium earlier in the year, the 
US has increased tariffs on US$250 billion of Chinese imports, 
with China reciprocating with higher tariffs on US$110 billion 
of US imports. Anticipation of higher trade barriers has 
contributed to a slowing in survey measures of export orders 
in those countries (Chart B). And market contacts attribute 
some of the recent falls in asset prices in China and — given 
their role in Chinese supply chains — other emerging market 
economies to uncertainty about trade policy (Section 1.1). The 
MPC judges that those recent bilateral tariff increases will 
reduce GDP in China and the US by around 1% and ½% 
respectively over the next three years. The effects are likely to 
be largely confined to the countries directly involved, with 
small spillovers to some emerging market economies.

Although trade tensions between the US and some of its 
trading partners have eased somewhat — with trade deals 

agreed with Canada, Mexico and South Korea in recent 
months — the prospect of more widespread trade 
protectionism remains a risk. That would have much greater 
implications for the global outlook. For example, Bank staff 
estimates suggest that a scenario in which the US raised tariffs 
by 10 percentage points on all its trading partners could, if 
reciprocated, reduce global output by over 1% through direct 
channels, with US activity particularly affected.(3)

The trade measures implemented by the US and China so far 
are likely to have only a limited effect on the UK economy, 
largely through trade links with those countries. Slower 
growth in the US and China — which together accounted for 
21% of UK exports in 2017 — could weigh somewhat on 
external demand in the UK. Nevertheless, a more substantial 
and widespread increase in trade barriers may have more 
material implications for UK activity both through their direct 
impact on external demand, and indirectly, by raising 
uncertainty and tightening financial conditions.

(2) See, for example, Caselli, F, Koren, M, Lisicky, M and Tenreyro, S (2015), ‘Diversification 
through trade’, NBER Working Paper No. 21498.

(3) For more details see Carney, M (2018), ‘From protectionism to prosperity’.
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impact and are likely to be amplified by their 
indirect effects. Uncertainty around demand 
growth and the prospect of lower profitability 
could undermine business confidence and, in 
turn, investment. Any pickup in risk aversion 
in financial markets as a result of trade 
uncertainty could also lead to a tightening in 
financial conditions.’
 
This will have implications for domestic 
lending, particularly if a flight from risk pushes 
up funding costs, piling further pressure on 
profits. Retail mortgage rates may see an uptick 
as a result, though factors other than wholesale 
money costs are currently keeping retail rates 
low.
 

Housing and 
Mortgage Markets
 

Figures from the Ministry of Housing, 
Communities and Local Government 
show housing starts in England remained 

reasonably robust in Q3 2018, 12 per cent up 
on the preceding quarter. However, it’s unlikely 
that this indicates an entrenched trend towards 
increased building rates.
 
The imminent removal of Help to Buy will 
weigh on developer appetite from this year 
and data from the House Builders Federation 
for October already show sharp falls in new 
build site visits and net reservations. Capital 
Economics notes that builders have increased 
their use of sales incentives while price 
pressures on new build are growing. They are 
predicting a ‘gentle decline’ in housing starts 
both in 2019 and 2020.
 
Gross mortgage lending in the residential 
market during 2018 was £267.5billion, a rise of 
3.8 per cent on 2017, according to UK Finance 
figures.
 
December’s lending figures were also 
reasonable, showing a dip from November but 
gross lending 4.7 per cent up year on year at 
£21.1billion. That said, approvals fell overall in 
December by 2.4 per cent. Purchase performed 
unseasonably well, up 5.3 per cent on the 
previous December however remortgage 

dropped 5.8 per cent while approvals on other 
secured borrowing slumped 18.9 per cent.
 
Research house Pantheon Economics raised 
the prospect of a poor first quarter this year 
however, pointing to the slowdown that 
preceded the Brexit referendum in 2016. 
Mortgage approvals fell 9 per cent in the four 
months to June 2016 and by a further 7 per 
cent in the two months after the vote in spite 
of very competitive mortgage pricing.
 
There is no doubt that early signs coming 
from AMI members suggest that the purchase 
market is already feeling tricky while estate 
agents are noticeably quiet. RICS reported 
average stock levels at 42 per branch in 
December.
 

 The housing market is already pointing to a 
slowdown in the first half of 2019. The latest 
RICS report shows that new buyer enquiries 
are falling rapidly (see chart). This is the 
fifth consecutive month to see new buyer 
enquiries drop, hitting a net balance of -17 in 
December compared to -20 in November. New 
instructions meanwhile dropped again, keeping 
this measure in negative territory for the past 
six months.
 
Capital Economics meanwhile is predicting a 
‘weak outlook’ with transactions taking a hit 
and house prices stagnating. The research 
house is also predicting that remortgage will 
peak in 2019 and fall back the following year, 
putting further pressure on volumes.
  
Construction is also under the cosh. RICS 
construction market survey showed the 

Source: Pantheon Economics, UK Finance, RICS

CHART

per cent in the two months after the vote in spite of very competitive mortgage pricing.
 
There is no doubt that early signs coming from AMI members suggest that the purchase
market is already feeling tricky while estate agents are noticeably quiet. RICS reported
average stock levels at 42 per branch in December.
 

 
 
Source: Pantheon Economics, UK Finance, RICS
 
The housing market is already pointing to a slowdown in the first half of 2019. The latest
RICS report shows that new buyer enquiries are falling rapidly (see chart). This is the
fifth consecutive month to see new buyer enquiries drop, hitting a net balance of -17 in
December compared to -20 in November. New instructions meanwhile dropped again,
keeping this measure in negative territory for the past six months.
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Headline: House price inflation has slowed since early 2016
Source: Bank of England
 
Construction is also under the cosh. RICS construction market survey showed the
balance of respondents reporting a rise in workload fell to 11 per cent in Q4 from 20 per
cent in Q3 2018. The deteriorating was broad-based across all sectors, but was
particularly sever in the commercial and industrial sectors where activity stalled for the
first time in six years. This, according to surveyors, is down largely to uncertainty over
Brexit.
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Depressed activity in the housing market will feed into GDP. The Bank of England noted
in its November Inflation Report that around a fifth of housing investment is accounted
for by spending associated with property transactions, including estate agent and legal
fees. Spending on new dwellings has risen recently - likely due to the inhibiting cost of
stamp duty in areas with high capital values - but housing starts remain broadly flat. The
Bank expects housing investment to be ‘modest’ in the near term. AMI concurs; the
mortgage market is therefore likely to be largely supported by remortgage in the first
half of 2019.
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balance of respondents reporting a rise in 
workload fell to 11 per cent in Q4 from 20 
per cent in Q3 2018. The deteriorating was 
broad-based across all sectors, but was 
particularly sever in the commercial and 
industrial sectors where activity stalled for 
the first time in six years. This, according to 
surveyors, is down largely to uncertainty over 
Brexit.
 
 Depressed activity in the housing market will 
feed into GDP. The Bank of England noted in 
its November Inflation Report that around a 
fifth of housing investment is accounted for by 
spending associated with property transactions, 
including estate agent and legal fees.

Spending on new dwellings has risen recently 
- likely due to the inhibiting cost of stamp duty 
in areas with high capital values - but housing 
starts remain broadly flat. The Bank expects 
housing investment to be ‘modest’ in the near 
term. AMI concurs; the mortgage market is 
therefore likely to be largely supported by 
remortgage in the first half of 2019.

Mortgage 
competition
 

Mortgage pricing has never been keener 
and competition between high street 
lenders, particularly at the prime end 

of the market is vicious. We expect this to 
continue into 2019 as pressure on lenders to 
move money is unlikely to drop significantly. 
If anything, competition to secure the most 
prime customers may even increase as fears 
rise about house prices and job security in the 
wake of either Brexit or uncertainty caused by 
no Brexit yet.
 
This will put pressure on smaller lenders which 
lack access to capital market funding. Unable 
to compete on price, there may be increasing 
pressure to loosen lending criteria. LTVs and 
acceptable levels of adverse will be two areas 
that the market should keep an eye on if we are 
to avoid criteria creep.
 

Funding
 

A number of lenders have reported 
funding challenges in the past 
few months, either suspending 

new lending or in the worst case scenario, 
entering administration. Wholesale funding 
lines are reportedly seeking returns that are 
undeliverable in the existing UK market; 
residential mortgage backed securitisation all 
but stopped in the second half of 2018.
 

Source: Bank of England
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they affect the incentive to save rather than borrow for all 
households.

As explained in Section 1, credit conditions remain 
accommodative, although the recent rise in Bank Rate is 
feeding through to retail interest rates facing many 
households. There is also some evidence of a modest 
tightening in consumer credit conditions. Respondents to the 
Q3 Credit Conditions Survey, for example, reported a further 
reduction in consumer credit availability. The average quoted 
rate on credit cards has risen in recent months, and non-price 
terms, such as the average interest-free period on credit card 
balance transfers, continue to tighten. Annual consumer credit 
growth has slowed (Chart 2.6), largely accounted for by 
slower growth in car financing, although growth in credit card 
and other non-credit card lending also slowed in Q3. The 
slowdown in car finance appears to partly reflect the 
completion of a structural change in the way car purchases are 
financed,(1) as well as the fall in car registrations in September.

Consumption is expected to grow modestly in coming quarters 
(Table 2.A). Such growth is expected to be underpinned by, 
and be in line with, real income growth. The rate of saving is 
projected to be broadly flat, although there is uncertainty 
around that judgement. 

The housing market
Developments in the housing market can provide a signal 
about household spending because decisions about whether to 
buy a house and whether to spend share common drivers, such 
as income expectations and confidence. Overall, housing 
market indicators continue to be somewhat subdued.

Mortgage approvals have been broadly unchanged since 
mid-2016, and related indicators such as property transactions 
and growth in secured lending (Chart 2.6) have also been 
steady at levels well below pre-crisis averages. Relatively 
subdued housing market activity is likely, in part, to have 
reflected the squeeze in real incomes over that period. 

Annualised house price inflation was 4.2% in the three months 
to August according to the UK house price index (HPI)  
(Chart 2.7). The UK HPI, which was designated a National 
Statistic in September, covers all housing transactions and is 
therefore more comprehensive than other measures such as 
those released by some mortgage lenders. Those other 
measures are published on a timelier basis but have often been 
more volatile, particularly over the recent past. Nonetheless, 
the broad picture of slowing house price inflation since  
early 2016 has been consistent across a range of indicators.

As discussed in previous Reports, much of the slowdown in  
UK house price inflation has been concentrated within London 

(1) For further detail, see the box on pages 16–17 of the November 2017 Inflation Report.
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Chart 2.6 Growth in consumer credit and lending to businesses 
has slowed
Lending to households and businesses

(a) Sterling lending by UK monetary financial institutions (MFIs) and other lenders.
(b) Excludes student loans.
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Chart 2.7 House price inflation has slowed since early 2016
House prices

Sources: Halifax house price index by IHS Markit, HM Land Registry, Land and Property Services 
Northern Ireland, Nationwide, ONS, Registers of Scotland and Bank calculations.

(a) Data only available to August 2018. 

Developments anticipated in August 
during 2018 Q3–2019 Q1

Developments now anticipated during 
2018 Q4–2019 Q2

Consumer spending Broadly unchanged

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

• Quarterly consumption growth to 
average ¼%.

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

• Quarterly consumption growth to 
average ¼%.

Housing market Broadly unchanged

• 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 around ¾% per quarter,  
on average.

• Housing investment growth to average 
½%.

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

• The UK house price index to increase by 
around ¾% per quarter, on average.

• Housing investment growth to average 
½%.

Business investment Revised down slightly

• Quarterly growth in business investment 
to average ¾%.

• Quarterly growth in business investment 
to average ¼% to ½%.

Trade Broadly unchanged

• Net trade to provide a positive 
contribution to quarterly GDP growth.

• Net trade to provide a positive 
contribution to quarterly GDP growth  
in 2019 H1.

Table 2.A Monitoring the MPC’s key judgements

Source: Bank of England
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and the South East. London house price inflation was 
particularly strong between 2014 and early 2016, and 
materially above income growth, reducing affordability  
(Chart 2.8). Since then, the London market has probably been 
disproportionately affected by regulatory and tax changes, and 
also by lower net migration from the EU (Section 3). The 
recent slowing has brought London house prices relative to 
income somewhat closer to other areas. House price inflation 
has also slowed a little across other regions, although it has 
generally remained a little above income growth. The latest 
RICS survey continued to report a divergence between price 
expectations in London and the South East — where surveyors 
expected prices to fall — and most other regions, where prices 
were expected to rise. Overall, UK house price inflation is 
projected to be modest in the near term (Table 2.A). 

Developments in the housing market will also contribute to 
GDP directly through housing investment. Around one fifth of 
housing investment is accounted for by spending associated 
with property transactions, such as estate agent and legal fees, 
which has been dampened by subdued activity in the housing 
market. The remainder consists of new house building and 
improvements to existing buildings. Spending on new 
dwellings has risen further in recent quarters (Chart 2.9). 
Housing starts have been broadly flat since mid-2016, 
however, and some contacts of the Bank’s Agents report skills 
shortages in the construction sector. As a result, growth in 
housing investment is expected to be modest in the near term.
 
Corporate spending
In contrast to household spending, spending by businesses has 
grown at a slower rate than their incomes since mid-2016, 
resulting in an increase in their financial balance (Chart 2.3).  

Business investment is expected to have fallen by 0.5% in the 
year to 2018 Q3 (Chart 2.10). Investment growth has 
continued to be lower than would have been expected given 
accommodative financial conditions, relatively robust global 
growth and declining slack. Although most surveys of 
investment intentions are consistent with positive growth, 
they have fallen somewhat in recent months. In particular,  
the CBI measure for investment in plant and machinery in the 
manufacturing sector fell in Q3 to its lowest level since 2009. 
Planned expenditure on product innovation and training has 
also fallen in recent quarters.

Weak investment is, at least in part, likely to have reflected 
Brexit and associated uncertainty. That uncertainty appears to 
have risen recently, and may have weighed on investment by 
more than had been expected in August. Results from the 
Bank’s Decision Maker Panel Survey suggest that Brexit’s 
importance as a source of uncertainty has risen further in 
recent months (Chart 2.11), and the Agents’ latest survey of 
investment intentions reported Brexit uncertainty as the 
largest headwind to investment spending at the moment  
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Chart 2.10 Business investment has been weak, and is expected 
to have fallen by 0.5% in the year to 2018 Q3
Business investment and survey indicators of investment intentions(a)

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

(a) Survey measures are scaled to match the mean and variance of four-quarter business investment 
growth since 2000. Business investment data are adjusted for the transfer of nuclear reactors 
from the public corporation sector to central government in 2005 Q2. Measures for the Bank’s 
Agents (split by manufacturing and services), BCC (non-services and services) and CBI 
(manufacturing, distribution, financial services and business/consumer/professional services) are 
weighted together using shares in real business investment. Agents’ measure shows companies’ 
intended changes in investment over the next 12 months; last available observation for each 
quarter. BCC measure is the net percentage balance of respondents reporting that they have 
increased planned investment in plant and machinery; data are not seasonally adjusted. CBI 
measure is the net percentage balance of respondents reporting that they have increased planned 
investment in plant and machinery for the next 12 months. 

(b) Chained-volume measure. The diamond shows Bank staff’s projection for 2018 Q3.
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have reduced margins on some products to maintain market 
share. As a result, the average rate paid on the stock of 
outstanding lending remains much lower than in the first half 
of 2016 (Chart 1.15), despite the more recent pass‑through of 
higher risk‑free rates.

Deposit rates have generally risen by less than the pickup in 
risk‑free rates over 2018, and are expected to adjust only 
gradually in coming quarters. That partly reflects 
developments since the financial crisis. Prior to 2008, sight 
deposits were several percentage points below Bank Rate and 
lending rates (Chart 1.15). But as there are limits to banks’ 
capacity to lower deposit rates below 0%, deposit rates did 
not fall as much as Bank Rate during the crisis. As Bank Rate 
rises, the corresponding rise in deposit rates is therefore likely 
to be somewhat less as the spread between deposit rates and 
Bank Rate normalises.

Developments in other components of banks’ balance sheets 
may also influence the path for deposit rates. On the asset 
side, to the extent that competition continues to weigh on 
lending rates, banks may moderate the pickup in interest paid 
on the stock of deposits to mitigate any erosion of their 
margins. Acting in the opposite direction, however, the recent 
pickup in wholesale market bank funding costs may increase 
banks’ demand for retail deposits and push up deposit rates 
over time.

Corporate capital markets
Many large UK companies use both domestic and international 
markets to raise funding. Spreads on corporate bonds across 
the main markets in which UK companies borrow have been 
broadly stable since the August Report but remain wider than 
they were at the start of 2018 (Chart 1.16). Market contacts 
have cited a number of drivers of the widening in spreads, 
including the fall in global risk sentiment, the prospective end 
of the ECB’s corporate bond purchase programme and 
US corporate tax reform in early 2018, which encouraged 
share buybacks among US companies and may have reduced 
demand for European debt.

Despite this widening over 2018, corporate bond spreads 
remain at low levels comparable with those seen before the 
financial crisis. Moreover, as discussed in the June Financial 
Stability Report, in some corporate bond markets, particularly 
in the US, those low spreads have been accompanied by an 
easing in non‑price terms, such as weaker covenants. The 
recent pickup in leveraged lending, including in the UK 
(Section 2), has also been accompanied by an increased share 
of deals with weaker covenants.

Equity prices fell in the run‑up to the November Report 
(Chart 1.9). Investor risk sentiment has deteriorated in part 
due to geopolitical developments. In addition, the prospect of 
a higher path for US interest rates has also weighed on equity 
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Chart 1.14 UK bank funding spreads have widened over 2018
UK banks’ indicative funding spreads

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

(a) 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.

(b) 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. October 2018 bond rates are flash estimates of provisional data, 
due to be published on 7 November.

Table 1.D Mortgage interest rates have increased in 2018
Retail interest rates on lending and deposits(a)

 Change since (basis points)

 Level July January August May 
 (per cent) 2018 2018 2017 2016

Households(b)

Mortgages

  Two‑year variable rate, 75% LTV 1.68 16 0 29 7

  Two‑year fixed rate, 60% LTV 1.65 ‑14 22 41 ‑5

  Two‑year fixed rate, 75% LTV 1.71 ‑2 18 28 ‑20

  Five‑year fixed rate, 75% LTV 2.04 ‑1 6 8 ‑60

  Two‑year fixed rate, 90% LTV 2.16 ‑12 1 ‑17 ‑59

Consumer credit

  £10,000 unsecured loan 3.81 5 ‑4 2 ‑52

Deposits

  Instant access savings 0.27 6 7 13 ‑13

  Cash ISA 0.85 17 ‑9 50 ‑2

  One‑year fixed‑rate bond 0.87 0 12 1 ‑4

  One‑year fixed‑rate ISA 1.42 8 16 31 35

  Two‑year fixed‑rate bond 1.33 1 26 17 13

  Two‑year fixed‑rate ISA 1.32 9 ‑6 22 16

Private non‑financial corporations(c)

Outstanding floating loans 3.07 12 20 49 32

New floating loans 2.51 10 ‑8 22 0 

(a) The Bank’s quoted and effective rate series are weighted averages of rates from a sample of banks and 
building societies with products meeting the specific criteria. Data are not seasonally adjusted.

(b) Sterling‑only end‑month quoted rates. The latest data points are flash estimates of provisional data for 
October 2018, due to be published on 7 November. Some of the differences in the rates between products 
will reflect sampling differences.

(c) Sterling‑only average monthly effective rates. The latest data points are for September 2018.
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There is a real and increasing challenge 
presented by significantly higher interest rates 
in the US. The rates of return available in global 
markets now exceeds those in the UK - in 
spite of the underlying quality of residential 
mortgage assets. Venture capital, private equity 
and hedge funds are seeking returns that are 
hard to find without moving to riskier lending 
criteria and models. It is our understanding that 
both the Financial Conduct Authority and the 
Prudential Regulation Authority are watching 
this closely.
 
The situation presents a conundrum for the 
mortgage market: hot money looking for a 
return, regulators limiting returns and the 
potential for property markets to be starved of 
funding in certain corners of the lender market. 
It is no co-incidence that savings rates have 
improved markedly over the past six months 
as wholesale funding falters and lenders with 
the option to raise retail deposits are forced to 
compete more aggressively to get money onto 
their balance sheets.
 
It is a set of circumstances that shifts 
continuously, but unwinding quantitative 
easing and the cheap money provided to 
lenders under the Term Funding Scheme and 
Funding for Lending was always going to be hard.
 

Product Transfers
 

A MI is pleased to learn that the FCA 
and PRA will increase their oversight of 
the product transfer market following 

UK Finance’s decision to publish quarterly 

lending figures for its members in 2018. AMI 
has long argued for increased transparency in 
this part of the lending market and believes it 
will provide better outcomes for consumers if 
regulators and the wider industry understand 
how existing customers transferred internally 
onto new deals are dealt with.
 
The PRA and FCA are now jointly consulting 
on the best way to capture sufficient data 
from lenders, with proposals suggesting 
lenders will need to report internal product 
transfers, further advances and any additional 
information on outstanding debt secured 
against the property with that same lender. 
Reversion rates will also be required.
 
This move is welcomed by AMI, and should 
support a more informed approach to dealing 
with the loyalty penalty issue raised by Citizens 
Advice in September last year.
 
AMI is now calling on UK Finance to disclose 
the split between intermediated, advised and 
execution-only on product transfer lending. 
We are also of the view that lenders should 
review their policy on procuration fees on 
product transfers to consider moving these 
more closely in line with those awarded on 
remortgage lending, reflecting the equal 
amount of work undertaken by intermediaries 
on both. They should be careful not to be 
creating any lender, product or advice bias.
 
Currently intermediaries earn a far lower 
procuration fee on most product transfers, 
resulting in a bigger margin available to 
lenders securing this type of refinance over 
remortgage. This risks creating a bias within 
lenders, which are pushing for product 
transfers over remortgage and purchase 
business. It is natural that lenders should wish 
to protect profit and retain their customers, 
particularly when there is so much pressure on 
their direct business and branch closures are 
ongoing.
 
However, AMI believes that this might side-
step the spirit of the Mortgage Market Review 
rules that support the value of advice. The past 
two years have seen more lenders begin to pay 
product transfer proc fees. This is welcome, 
but it has also exposed just how significant 

Source: Bank of England
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prices. Among UK‑listed companies, the equity prices of those 
with a substantial focus on the euro area — defined as 
companies with more than 40% of revenue derived from the 
euro area — have underperformed other companies 
substantially since June, perhaps reflecting increased 
uncertainty around the potential impact of the UK’s 
withdrawal from the EU.

Sterling
In the run‑up to the November Report, the sterling ERI was 1% 
higher relative to three months ago (Chart 1.6). It remained 
16% below its November 2015 peak, however.

As has been the case since the referendum, sterling will be 
particularly responsive to developments related to the UK’s 
withdrawal from the EU. Implied volatilities from sterling 
options — measures of perceived risk around the exchange 
rate — have risen recently (Chart 1.17). And movements in the 
cost of insuring against a large depreciation relative to a large 
appreciation — known as the risk reversal — suggest that the 
weight market participants are placing on a future 
depreciation has risen (Chart 1.17).
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Chart 1.16 Corporate bond spreads have widened during 2018
International non‑financial corporate bond spreads(a)

Sources: Datastream from Refinitiv, ICE/BoAML Global Research and Bank calculations.

(a) Option‑adjusted spreads to government bond yields. Investment‑grade corporate bond yields are 
calculated using an index of bonds with a rating of BBB3 or above. High‑yield corporate bond 
yields are calculated using aggregate indices of bonds rated lower than BBB3. Due to monthly 
index rebalancing, movements in yields at the end of each month might reflect changes in the 
population of securities within the indices.
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Chart 1.17 The decline in the risk reversal suggests that the 
weight on sterling depreciating further has risen during 2018
Six‑month sterling‑US dollar risk reversal and implied volatility

Sources: Bloomberg Finance L.P. and Bank calculations.

(a) 25‑delta risk reversal. Risk reversals show the difference between the implied volatilities of equally 
‘out of the money’ put and call options. Negative risk reversals mean that it is more expensive to 
insure against currency depreciations than appreciations.

0

1

2

3

4

5

6

7

8

1999 2002 05 08 11 14 17

Per cent

Rate on stock of
mortgages(a)

Rate on new
mortgages(a)(b)

Bank Rate(c)

Rate on stock of
interest-bearing
sight deposits(a)

Chart 1.15 The spread between Bank Rate and deposit rates 
remains below pre‑crisis levels
Bank Rate and selected household effective interest rates

(a) Effective rates on sterling household loans and deposits. The Bank’s effective rate series are 
weighted averages of rates from a sample of banks and building societies with products meeting 
the specific criteria. Data are not seasonally adjusted.

(b) Data are only available from 2004.
(c) End‑month rate.
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this part of the market is. A commission bias 
driven by cheaper pricing on product transfer 
rates than on traditional remortgage rates 
could be created and lenders should assess 
and measure this as part of their product 
monitoring. There is little information available 
to test this theory, which is why AMI is pleased 
that the FCA has agreed lenders must start to 
submit lending figures on this critical segment 

of the market. At the same time, it must 
not overlook any unintended consequences 
created by the banks’ control over customers 
taking product transfers. While keener pricing 
offers customers lower payments, it should not 
be forgotten that value consists of more than 
just price. Consumers’ circumstances continue 
to develop and evolve making the need for 
ongoing advice essential.


