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Executive Summary

 Britain’s economy is holding up reasonably well given the tide of political 
uncertainty

 High employment and low business investment point to poor and worsening 
productivity

 Leading indicators suggest a subdued housing market for the next three to 
six months

 Margin compression is becoming a serious concern with too much money 
chasing too little return

 Funders are pouring cash into a market they believe is safe, seemingly 
without taking account of the economic uncertainty facing the UK

 Economic shocks are normally about people losing their jobs and mass 
unemployment. We have been out of this environment for so long that the 
market has very little idea of how to manage the fallout from an event like this.

 Any significant rise in unemployment coupled with less tolerance for long-
term arrears will begin to hurt, and fast

 There is a dangerous acceptance of mediocrity going on in government 
with local authorities allowed to hold housing developers to ransom over 
infrastructure investment



Economic Overview

Britain’s economy is holding up reasonably 
well given the tide of political uncertainty 
that Westminster has washed over it in 

the first quarter of the year. GDP is on track 
to have risen 0.3 per cent in the first quarter, 
a hair above the Monetary Policy Committee’s 
forecast. Markets appear to believe downside 
risk to the economy as a result of Brexit have 
receded while the pound has seen a modest 
recovery.
 
The Bank of England noted in its latest Inflation 
Report that market intelligence suggests a fall 
in short-term risk-free rates reflects a weaker 
global outlook alongside concerns about Brexit.  

In the February report, Bank economists laid 
out their forecasts for the various post-Brexit 
scenarios, seen in the chart below. According 
to the latest outlook from the OECD, the UK’s 
predicted economic growth in 2019 is set to be 
0.8 per cent regardless of how we execute our 
departure from the EU. The Bank of England 
meanwhile views 0.8 per cent GDP as likely 
only in the event of higher uncertainty and 
tighter financial conditions.

Inflation meanwhile hit 1.8 per cent in January, 
the first time in two years that inflation was 
below the 2 per cent inflation target. However 
economists have indicated that the rising oil 
price and higher employment could push this 
higher over the coming months.

Employment rose in the three months to 
January, up 220,000 to 32.71 million – 
considerably above the consensus forecast 
of 120,000. Annual pay growth, minus bonus 
income, held steady at 3.4 per cent according 
to the latest from the Office for National 
Statistics, and unemployment fell to just 3.9 
per cent, its lowest level since 1975.
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As sentiment about the global growth outlook has worsened, 
market expectations for the future path of policy rates have 
adjusted downwards (Chart 1.4), also reducing longer-term 
interest rates (Chart 1.5). Those falls in market interest rates 
broadly offset the moves in equity prices and corporate bond 
spreads such that global financial conditions are little changed 
since the November Report (Chart 1.6).

Oil prices have fallen sharply and are around 25% lower than 
they were in the run-up to the November Report (Chart 1.7). 
While the weaker global demand outlook is likely to have 
weighed on prices, supply factors, such as increased Russian 
and Libyan production, also appear to have been important. 
Consistent with that, the prices of some other commodities 
that tend to be sensitive to global demand, such as metals, 
have fallen by less.

While the fall in oil prices will give some support to global 
GDP growth, four-quarter growth is still expected to slow 
from 2.4% in 2018 Q3 to 1.9% in 2019 Q3, slightly below its 
estimated potential rate. That slowing is somewhat greater 
than was anticipated in November. Further out, growth is 
expected to stabilise, supported by the lower path for risk-free 
interest rates (Section 5).

Euro area
Quarterly euro-area GDP growth averaged 0.2% in 2018 H2, 
lower than 0.4% in 2018 H1 and substantially lower than the 
average of 0.7% over 2017 (Table 1.A). 

GDP growth in 2018 H2 was affected by temporary factors. 
In Q3, growth was affected by a fall in production in the auto 
sector. That had a particularly marked impact on German 
output, which contracted. New EU vehicle emissions standards 
were introduced at the start of September and resulted in 
significant bottlenecks in car production. It is possible that 
temporary factors have continued to affect growth in Q4 as 
recent protests in France have disrupted some service sector 
activity.   

Underlying growth in the euro area also appears to have 
slowed in 2018, however. Net trade dragged on quarterly 
growth through much of 2018, compared to a marked boost 
in the previous year. Export growth to China and other 
emerging market economies (EMEs) fell markedly in 2018 H1 
as demand growth in those countries slowed. Increased trade 
tensions, which have weighed on world trade more generally 
(Chart 1.1), may have affected euro-area exports since. 

Despite the slowdown in growth, the euro-area 
unemployment rate was 7.9% in December (Chart 1.8), 
its lowest rate since 2008 Q4. At the same time, euro-area 
wage growth has continued to pick up. As rising wage growth 
leads to a gradual building of inflationary pressures, core 
inflation is expected to rise gradually in coming quarters. 

Chart 1.2 Equity prices have fallen a little in advanced 
economies
International equity prices(a)

Sources: Eikon from Refinitiv, MSCI and Bank calculations.

(a) In local currency terms, except for MSCI Emerging Markets which is in US dollar terms.
(b) The MSCI Inc. disclaimer of liability, which applies to the data provided, is available here. 
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Chart 1.3 Corporate bond spreads have widened 
International non-financial corporate bond spreads(a)

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

(a) Option-adjusted spreads on 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 1.4 Market-implied paths for interest rates have fallen 
since November
International forward interest rates(a)

Sources: Bank of England, Bloomberg Finance L.P., ECB and Federal Reserve.

(a) The February 2019 and November 2018 curves are estimated using instantaneous forward 
overnight index swap rates in the 15 working days to 30 January 2019 and 24 October 2018 
respectively.

(b) Upper bound of the target range.
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confidence about the general economic situation has been 
subdued since 2016 and households’ expectations about their 
own financial situation have deteriorated over the past few 
months (Section 2). Moreover, risk premia on UK financial 
assets have been elevated since the referendum. For instance, 
estimates of equity risk premia for UK-focused companies 
remain materially above their pre-referendum averages. 

Heightened uncertainty is projected to wane gradually in the 
MPC’s central projection. Depending on how Brexit 
negotiations evolve, however, uncertainty could be higher or 
lower. Table 2 illustrates how different paths for uncertainty 
and financial conditions could affect the MPC’s forecasts for 
GDP growth and CPI inflation. For the purposes of this 
exercise, a shock has been applied to uncertainty, bank funding 
spreads, corporate bond spreads and equity prices. Measures 
of those are each one standard deviation of their historical 
series higher or lower than in the February central projection 
over the entire forecast period.(2) In the first row of the table, 
uncertainty is persistently lower and financial conditions are 
looser, with bank funding spreads lower, corporate bond 
spreads narrower and equity prices higher. In the final row, 
uncertainty is persistently higher and financial conditions are 
tighter. As above, no allowance is made for movements in 
other aspects of the forecast that might also be affected by 
the underlying shock.

Table 2 shows that substantial shocks to uncertainty and 
associated changes in financial conditions can have a 
significant effect on the MPC’s projections.

Conclusion
As the MPC has communicated, the implications of Brexit 
developments for the appropriate path of monetary policy will 
depend on the balance of their effects on demand, supply and 
the exchange rate. It is likely that the exchange rate, 
uncertainty and financial conditions will remain particularly 
sensitive to Brexit developments in the months ahead. For 
example, if a deal and transition period were to be agreed in 
the near future, sterling could appreciate, which would exert 
downward pressure on the MPC’s forecasts for GDP and 
CPI inflation. It is also likely that uncertainty would wane more 
quickly, however, which would serve to boost GDP and 
CPI inflation. If the probability attached to a smooth transition 
was perceived to have fallen, that could lead to a sterling 
depreciation as well as a further intensification of uncertainty. 
The direction of the combined impact of any changes in those 
variables on the MPC’s projections for output and inflation 
cannot be determined in advance.

The monetary policy response to changes in the uncertainties 
around the nature of the UK’s withdrawal from the EU is 
therefore not automatic and could be in either direction. 
Under all circumstances, the MPC will respond to any material 
change in the outlook to bring inflation sustainably back to the 
2% target over time while — consistent with its remit — 
supporting jobs and activity. 

(2) Based on past data for the principal component of uncertainty indicators shown in the 
box on pages 14–15 of the May 2016 Inflation Report; bank all-in wholesale funding 
spreads; sterling investment-grade and sub-investment grade non-financial corporate 
bond yields; changes in FTSE All-Share equity prices; and the equity risk premium.
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Chart A Brexit uncertainties have risen in recent months
DMP Survey: percentage of firms reporting that Brexit is in their top three 
sources of uncertainty(a)

Sources: DMP Survey and Bank calculations.

(a) Question: ‘How much has the result of the EU referendum affected the level of uncertainty 
affecting your business?’. Results show the percentage of respondents that place the 
EU referendum in their top three sources during the survey period.

Table 2 GDP growth and inflation sensitivities to different 
assumptions about uncertainty and financial conditions, holding 
everything else, including monetary policy, constant(a)   

Per cent 
Annual GDP growth CPI inflation 

2019 2020 2021 2019  2020 2021 
   Q4 Q4 Q4

Lower uncertainty 
  and looser financial  
  conditions 1.6 2.2 2.3 2.1 2.4 2.5

February 2019 modal  
  projection 1.2 1.5 1.9 2.0 2.1 2.1

Higher uncertainty and  
 tighter financial  
 conditions 0.8 0.8 1.5 1.9 1.8 1.7 

(a) Modal projections for annual average GDP growth, excluding the backcast, and four-quarter CPI inflation 
rate.

Source: Bank of England

CHART:  CPI Inflation is forecast to fall
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4 Costs and prices

CPI inflation fell to 2.1% in December. The fall over the past year has been partly due to the 
diminishing effects of the referendum-related sterling depreciation. CPI inflation is expected to dip 
temporarily below 2% in the coming months, mainly reflecting lower energy price inflation, before 
rising back above the target in 2020 and remaining a little above 2% as domestic inflationary 
pressures increase.

4.1 Consumer price developments

CPI inflation was 2.1% in December 2018, having fallen from 
3.1% in November 2017, partly due to the diminishing effects 
of the referendum-related sterling depreciation. Inflation in 
2018 Q4 as a whole was 2.3%, lower than forecast in the 
November Report. That was partly because petrol prices were 
lower than expected, reflecting the significant fall in oil prices 
since November. Food price inflation and clothing and 
footwear price inflation were also slightly lower than 
expected. 

Inflation is expected to fall to 1.8% in January, and to remain 
just below the target throughout 2019 Q1 (Chart 4.1). That 
forecast is lower than in the November Report, mainly 
reflecting the continued impact of lower petrol prices. It also 
includes the estimated impact of measures announced in 
Budget 2018. These measures include a freeze in the rate of 
fuel duty and some alcohol duties, which together reduce 
inflation by just under 0.1 percentage points from 
early 2019.

Over the forecast period as a whole, external cost pressures 
are expected to be lower compared with recent years 
(Section 4.2). Domestic cost pressures are expected to 
continue to strengthen (Section 4.3). Inflation expectations, 
which can influence wage and price-setting decisions, remain 
consistent with inflation returning to the target in the medium 
term (Section 4.4). 

4.2 External cost pressures

Energy prices
Changes in wholesale oil and gas prices affect CPI inflation 
quickly through their impact on petrol prices and domestic gas 
and electricity bills. They can also have indirect effects on 
inflation, for example through their impact on production and 
transport costs, which take longer to feed through to 
consumer prices. 
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Chart 4.1 CPI inflation is expected to fall below the target
CPI inflation and Bank staff’s near-term projection(a)

Sources: ONS and Bank calculations.

(a) The beige diamonds show Bank staff’s central projection for CPI inflation in October, November 
and December 2018 at the time of the November 2018 Inflation Report. The red diamonds show 
the current staff projection for January, February and March 2019. The bands on each side of the 
diamonds show the root mean squared error of the projections for CPI inflation one, two and 
three months ahead made since 2004.
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Chart 4.2 Sterling wholesale energy prices have fallen since 
November
Sterling oil and wholesale gas prices

Sources: Bank of England, Bloomberg Finance L.P., Eikon from Refinitiv and Bank calculations.

(a) Fifteen working day averages to 24 October 2018 and 30 January 2019 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.



While this bodes well for reliance post Brexit, 
it also points to slightly weaker investment 
by businesses. Economists warn this too, 
could contribute to inflationary pressures and 
suggests a lower rate of productivity.

Capital Economics estimated that Brexit 
uncertainty had reduced business investment 
to the tune of 0.5 per cent of GDP since the EU 
referendum. Since then, in Q3 and Q4 business 
investment dropped by a further 2.6 per cent 
in total. As such, they believe uncertainty has 
deducted up to 1 percentage point from GDP 
growth since the Brexit vote.

That noted, they are also of the view that 
businesses are not likely to keep investment 
on ice for much longer, regardless of how the 
UK transition out of Europe’s trading bloc 
occurs. Their assumption is that about 50 per 
cent, up to 0.5 percentage points of GDP, of 
the lost investment will be resurrected at some 

point. That would be in addition to the normal 
pipeline of investment projects, potentially 
driving an economic boost towards the end of 
the year.

Housing Market
 

March saw the Chancellor Philip 
Hammond deliver his Spring 
Statement, an affair lacking in 

content given its proximity to a Brexit whose 
terms remained undecided. It was, however, 
accompanied by the usual accompanying 
update from the Office of Budgetary 
Responsibility. This revealed a more muted 
housing market than previously forecast.
 
Average house prices rose 2.7 per cent in the 
fourth quarter of 2018 – slightly below the 
OBR’s October forecast. Annual growth in the 
Nationwide and Halifax indices both slowed to 
1.3 per cent in the fourth quarter of 2018 but 
leading indicators showed a rather gloomier 
outlook.

RICS warned that the prolonged uncertainty 
about Brexit was likely to damage activity 
in the housing market. The February survey 
showed a continued decline in activity across 
the UK housing market, with new buyer 
enquiries, agreed sales and instructions all 
falling.  This is the sixth consecutive month all 
have fallen together, and the headline price 
balance also slipped to its lowest reading since 
2011. Significantly, over three-quarters (77 
per cent) of respondents confirmed Brexit 
uncertainty is holding back activity in the 
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demand may also have reduced the job destruction rate since, 
in a tight labour market, workers become harder to replace 
(Chart 3.7). 

The MPC judges that the equilibrium unemployment rate 
remains at 4¼%. That judgement is consistent with the recent 
strengthening in wage growth (Section 4), which has been 
slightly above the MPC’s projections in recent quarters and 
suggests that unemployment is close to, or below, its 
equilibrium. 

Average hours
Besides changes in the size of the labour force, potential 
labour supply can be affected by changes in the number of 
hours people want to work. Some part-time workers, for 
example, may prefer to find a full-time job, while others may 
want to reduce their hours. These preferences can be affected 
by current and expected future incomes, as well as 
demographic factors such as age. 

In the decades prior to the crisis, average hours worked fell as 
incomes rose, since people could maintain their level of 
spending while working fewer hours. During the crisis, 
however, the share of part-time employment rose markedly 
and employees reported that, on average, they wanted to 
work more hours. Consistent with that, the proportion of 
part-time workers who reported that they could not find a 
full-time job rose (Chart 3.8). Since then, hours worked have 
risen towards their ‘desired’ level as the proportion of people 
working part-time has fallen (Section 3.1).

The MPC judges that desired hours worked per week will 
remain broadly stable over the forecast horizon, reflecting two 
offsetting structural factors. A rising average age of the 
population is likely to depress desired hours worked, since 
older people tend to want to work shorter hours. But set 
against that, desired hours worked by women are expected to 
rise further as more women work full-time. 

Productivity
In addition to changes in potential labour supply, potential 
supply growth depends on gains in productivity. The level 
of UK productivity per hour is only just above its pre-crisis 
peak (Chart 3.9). By contrast, productivity in many other 
advanced economies is now some way above its level prior to 
the crisis. 

The openness of the UK economy and the size of its financial 
sector mean that global developments, such as slower world 
trade growth and financial sector deleveraging, are likely to 
have been particularly important in driving the slowdown in 
UK productivity growth. Based on current data, the 
manufacturing sector — which tends to be particularly 
exposed to global growth — and the financial services sector 
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Chart 3.7 Job-to-job flows have risen while the job destruction 
rate has continued to fall
Flows within employment and between employment and unemployment

Sources: ONS and Bank calculations.

(a) Number of people who reported being in a job three months ago and report being in a job for less 
than three months. Ages 16 to 69. Two-quarter moving average.

(b) Number of people who reported having moved from employment to unemployment in the past 
three months. Ages 16 to 64. Two-quarter moving average.
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Chart 3.9 UK productivity has barely grown since the financial 
crisis 
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disruption earlier in the year, as set out in the 
November Report.

GDP growth is expected to have slowed to 0.3% in 2018 Q4, 
as anticipated in November (Chart 2.1). Official data from the 
ONS suggest that output growth slowed to 0.3% in the 
three months to November, with growth in the manufacturing 
and energy sectors slowing particularly sharply.

Survey data suggest a slightly lower rate of growth in 2019 Q1. 
A range of surveys of companies’ expected output weakened 
at the end of 2018 and are now below their historical averages 
(Chart 2.2). The IHS Markit/CIPS expected output index has 
been particularly weak recently, with the three‑month average 
at its lowest level since 2009. However, surveys can 
sometimes provide a misleading steer in times of high 
uncertainty (see Box 3). Surveys which ask about actual 
growth, rather than expected growth, have tended to be less 
weak recently. Bank staff’s latest estimate for growth in 
2019 Q1 — taking into account a wide range of indicators and 
statistical models — is 0.2% (Chart 2.1), although the 
uncertainty around that forecast is larger than usual. Further 
ahead, quarterly growth is expected to pick up gradually, 
ending the forecast at around 0.5% (Section 5).

2.2 Domestic demand

Business investment
Business investment declined by 1.1% in Q3 (Table 2.A), 
the third consecutive quarterly fall. The level of business 
investment was almost 2% lower than a year earlier, despite 
the economy and employment continuing to grow over the 
same period.

Weak investment appears to primarily reflect Brexit and 
associated uncertainty. The recovery of business investment 
from the 2008 recession was broadly in line with previous 
episodes until the EU Referendum Act was passed in 2015. 
Since then the recovery in business investment has stalled 
(Chart 2.3). Cumulative growth since the referendum has 
been 18 percentage points lower than the MPC’s final 
pre‑referendum forecast.

Surveys of companies generally confirm the negative impact 
of Brexit uncertainties on investment. The Agents’ recent 
survey of investment intentions cited Brexit as the largest 
headwind to capital spending,(1) and the Bank’s DMP Survey 
suggests that Brexit’s importance as a source of uncertainty 
has risen further in recent months. There are also signs that 
Brexit uncertainty is affecting the commercial real estate 
market. Preliminary data suggest that the value of transactions 
fell in Q4 and Agency contacts noted that new projects are 
increasingly being delayed or put on hold.
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Chart 2.3 The recovery in business investment has stalled since 
the EU referendum
Business investment after previous recessions(a)

Sources: ONS and Bank calculations.

(a) Chained‑volume measure. Recessions are defined as at least two consecutive quarters of 
negative GDP growth. Previous recessions include those beginning in 1973, 1975, 1980 and 1990. 
A recovery ends if a second recession occurs in the period shown.

(1) See Box 3 in the November 2018 Inflation Report.

Table 2.A Expenditure components of demand(a)

Percentage changes on a quarter earlier

Quarterly averages

1998– 2008– 2010– 2013– 2016 2017 2018 2018
2007 09 12 15 H1 Q3

Household consumption(b) 0.8 ‑0.5 0.1 0.6 0.8 0.5 0.4 0.5

Private sector investment 1.0 ‑4.5 2.0 1.1 0.5 1.1 0.0 ‑0.4

  of which, business
  investment(c) 0.7 -3.4 2.2 0.6 -0.1 0.6 -0.5 -1.1

  of which, private sector
  housing investment 0.6 -7.0 1.4 2.6 1.8 2.2 1.0 1.2

Private sector final
  domestic demand 0.8 -1.1 0.5 0.8 0.4 0.7 0.3 0.4

Government consumption
  and investment(c) 1.0 0.8 ‑0.2 0.3 0.2 0.0 ‑0.6 0.4

Final domestic demand 0.8 -0.6 0.3 0.7 0.3 0.6 0.1 0.4

Change in inventories(d)(e) 0.0 0.0 0.1 0.0 0.2 ‑0.4 0.3 0.1

Alignment adjustment(e) 0.0 ‑0.1 0.0 0.0 0.0 0.0 0.1 0.1

Domestic demand(f) 0.8 -0.7 0.4 0.8 0.5 0.3 0.6 0.5

‘Economic’ exports(g) 1.1 ‑1.3 1.0 0.9 0.9 0.9 ‑1.3 1.1

‘Economic’ imports(g) 1.4 ‑1.1 0.8 1.2 0.9 0.4 0.0 0.8

Net trade(e)(g) -0.1 0.0 0.1 -0.1 0.0 0.1 -0.4 0.1

Real GDP at market prices 0.7 -0.7 0.4 0.6 0.4 0.4 0.2 0.6

Memo: nominal GDP at
  market prices 1.2 ‑0.2 0.9 0.9 1.2 0.9 0.8 1.0

(a) Chained‑volume measures unless otherwise stated.
(b) Includes non‑profit institutions serving households (NPISH).
(c) Investment data take account of the transfer of nuclear reactors from the public corporation sector to 

central government in 2005 Q2.
(d) Excludes the alignment adjustment.
(e) Percentage point contributions to quarterly growth of real GDP.
(f) Includes acquisitions less disposals of valuables.
(g) Excluding the impact of missing trader intra‑community (MTIC) fraud.

Source: Bank of England

CHART:  House price inflation has slowed
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Retail sales fell by 0.2% in Q4, although annual growth 
remained relatively robust at 2.9% reflecting strong growth in 
the middle of the year. The official retail sales data have been 
stronger than some indicators of retail spending lately 
(Chart 2.8). This could be because the official data have better 
coverage of small shops and online sales. According to the 
ONS, the volume of sales by small retailers grew by 4.9% in 
2018, the third strongest year since records began in 1997. In 
contrast, sales by large retailers grew by 1.8%, below the 
post‑crisis average rate. Online sales have also been growing 
strongly in recent years, and exceeded 20% of total sales for 
the first time in November 2018.

Other indicators of consumer demand have also weakened, 
although the signal they contain about the strength of 
demand may be limited. Private car registrations in Q4 were 
significantly lower than a year ago, but this market is currently 
distorted by supply issues stemming from a change to 
emissions regulations. Annual growth in household money 
holdings has also fallen over the past two years, although it 
picked up slightly in Q4. However, money growth does not 
normally provide much additional information about 
near‑term consumption growth over the more timely 
indicators outlined above.(3)

Overall, consumption growth is expected to slow in 2018 Q4 
and 2019 Q1, given the recent weakening in various indicators. 
Further out, consumption growth is expected gradually to 
recover, but to remain modest by historical standards 
(Section 5). Such growth is expected to be underpinned by, 
and broadly in line with, the recovery in real income growth. 
The rate of saving is projected to be broadly flat.

The housing market
In contrast to resilient consumer spending over much of 2018, 
activity in the housing market has been subdued. Mortgage 
approvals have been broadly unchanged since mid‑2016. 
Related indicators such as property transactions and growth in 
secured lending have also been steady in recent quarters, at 
levels well below pre‑crisis averages.

Annual UK house price inflation was 2.8% in November 2018 
according to the UK house price index (Chart 2.9), the lowest 
rate of house price inflation in over five years. Other measures 
of house price inflation are even lower, although these are less 
comprehensive and tend to be more volatile than the official 
index.

The slowdown in house price inflation has been sharpest in 
London, which is the only region to have experienced an 
outright decline in prices over the past year (Chart 2.9). As 
explained in previous Reports, the London market has probably 

(3) For further discussion of recent developments in broad money, see Box 3 in the 
August 2018 Inflation Report.
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market, as buyers and sellers sit tight, resulting 
in near-term activity indicators pointing to 
further declines.

Rightmove data concurred, suggesting more 
buyers are hesitating as Brexit went to the 
wire. The number of sales agreed by estate 
agents in February was 7 per cent below same 
period in 2018, compared with the 4 per cent 
annual fall recorded in January.

The OBR noted that house price inflation 
slowed significantly during 2018 – reaching 
2.7 per cent in the fourth quarter, down from 
4.6 per cent in the final quarter of 2017 and 
significantly below the 7.0 per cent average 
rate recorded in 2016. It now expects annual 
house price inflation to fall to just below zero 
towards the end of 2019. Thereafter, the OBR 
is forecasting growth in line with wages.

Residential property transactions were around 
2.6 per cent higher in the fourth quarter of 
2018 than forecast by the OBR in October. 
Transactions have picked up over 2018 after a 
decline the year before but the latest near-term 
indicators of housing market activity point to 
a significant weakening. Official forecasts now 

anticipate that transactions will fall by 5.4 per 
cent between the end of 2018 and mid-2019, 
rising gradually thereafter by 19 per cent by 
2023.

Mortgage market
 

Mortgage lending has been reasonably 
resilient with the remortgage market 
supporting overall gross lending 

in 2018. Bank of England data puts the 
outstanding value of all residential mortgage 
loans at £1.44 trillion in 2018 Q4, 3.3 per cent 
higher than a year earlier.  The value of gross 
mortgage advances grew 5.5 per cent in the 
year to 2018 Q4, to £72.9 billion. Meanwhile 
the share of lending for remortgage was 1.4 
percentage points higher than a year earlier, at 
31.1 per cent.

However, a strong year for first-time buyers 
– supported in part by the ongoing Help to
Buy scheme and the waiver on stamp duty for
first-time homeowners purchasing under the
£600,000 threshold – has not read across to
lending to movers. The Bank of England data
also showed that as a component of lending for
house purchase, the percentage of lending to
home movers fell 0.9 percentage points in the
year to Q4, to 29.7 per cent of gross advances.
The other two components were broadly
unchanged in the year with 21.2 per cent of
lending to first-time buyers and 12.5 per cent
for buy-to-let purchases.

Meanwhile, competitive pressures in the 
market are becoming heightened. The Bank of 
England noted that 4.4 per cent of mortgages 
advanced in Q4 had loan-to-value ratios 
exceeding 90 per cent, compared to 3.8 per 
cent a year earlier. That is a 15 per cent rise in 
lending appetite at the higher risk end of the 
market. The proportion of high loan to income 

Source: Pantheon Economics

CHART:  House prices look set to stall in 2019

March saw the Chancellor Philip Hammond deliver his Spring Statement, an affair lacking in
content given its proximity to a Brexit whose terms remained undecided. It was, however,
accompanied by the usual accompanying update from the Office of Budgetary Responsibility.
This revealed a more muted housing market than previously forecast.

Average house prices rose 2.7 per cent in the fourth quarter of 2018 – slightly below the
OBR’s October forecast. Annual growth in the Nationwide and Halifax indices both slowed
to 1.3 per cent in the fourth quarter of 2018 but leading indicators showed a rather gloomier
outlook.
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RICS warned that the prolonged uncertainty about Brexit was likely to damage activity in the
housing market. The February survey showed a continued decline in activity across the UK
housing market, with new buyer enquiries, agreed sales and instructions all falling.  This is
the sixth consecutive month all have fallen together, and the headline price balance also
slipped to its lowest reading since 2011. Significantly, over three-quarters (77 per cent) of
respondents confirmed Brexit uncertainty is holding back activity in the market, as buyers
and sellers sit tight, resulting in near-term activity indicators pointing to further declines.
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March saw the Chancellor Philip Hammond deliver his Spring Statement, an affair lacking in
content given its proximity to a Brexit whose terms remained undecided. It was, however,
accompanied by the usual accompanying update from the Office of Budgetary Responsibility.
This revealed a more muted housing market than previously forecast.

Average house prices rose 2.7 per cent in the fourth quarter of 2018 – slightly below the
OBR’s October forecast. Annual growth in the Nationwide and Halifax indices both slowed
to 1.3 per cent in the fourth quarter of 2018 but leading indicators showed a rather gloomier
outlook.
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RICS warned that the prolonged uncertainty about Brexit was likely to damage activity in the
housing market. The February survey showed a continued decline in activity across the UK
housing market, with new buyer enquiries, agreed sales and instructions all falling.  This is
the sixth consecutive month all have fallen together, and the headline price balance also
slipped to its lowest reading since 2011. Significantly, over three-quarters (77 per cent) of
respondents confirmed Brexit uncertainty is holding back activity in the market, as buyers
and sellers sit tight, resulting in near-term activity indicators pointing to further declines.
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Rightmove data concurred, suggesting more buyers are hesitating as Brexit went to the wire.
The number of sales agreed by estate agents in February was 7 per cent below same period in
2018, compared with the 4 per cent annual fall recorded in January.

The OBR noted that house price inflation slowed significantly during 2018 – reaching 2.7 per
cent in the fourth quarter, down from 4.6 per cent in the final quarter of 2017 and
significantly below the 7.0 per cent average rate recorded in 2016. It now expects annual
house price inflation to fall to just below zero towards the end of 2019. Thereafter, the OBR
is forecasting growth in line with wages.

Residential property transactions were around 2.6 per cent higher in the fourth quarter of
2018 than forecast by the OBR in October. Transactions have picked up over 2018 after a
decline the year before but the latest near-term indicators of housing market activity point to
a significant weakening. Official forecasts now anticipate that transactions will fall by 5.4 per
cent between the end of 2018 and mid-2019, rising gradually thereafter by 19 per cent by
2023.

CHART: Agreed sales and mortgage approvals
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MORTGAGE MARKET

Mortgage lending has been reasonably resilient with the remortgage market supporting
overall gross lending in 2018. Bank of England data puts the outstanding value of all
residential mortgage loans at £1.44 trillion in 2018 Q4, 3.3 per cent higher than a year earlier.
 The value of gross mortgage advances grew 5.5 per cent in the year to 2018 Q4, to £72.9
billion. Meanwhile the share of lending for remortgage was 1.4 percentage points higher than
a year earlier, at 31.1 per cent.

However, a strong year for first-time buyers – supported in part by the ongoing Help to Buy
scheme and the waiver on stamp duty for first-time homeowners purchasing under the
£600,000 threshold – has not read across to lending to movers. The Bank of England data
also showed that as a component of lending for house purchase, the percentage of lending to
home movers fell 0.9 percentage points in the year to Q4, to 29.7 per cent of gross advances.
The other two components were broadly unchanged in the year with 21.2 per cent of lending
to first-time buyers and 12.5 per cent for buy-to-let purchases.

Meanwhile, competitive pressures in the market are becoming heightened. The Bank of
England noted that 4.4 per cent of mortgages advanced in Q4 had loan-to-value ratios
exceeding 90 per cent, compared to 3.8 per cent a year earlier. That is a 15 per cent rise in
lending appetite at the higher risk end of the market. The proportion of high loan to income
lending (loans greater than four times the value of annual income for a single buyer or greater
than three times the annual income for joint buyers) remained at 46.9 per cent in Q4, its
highest value since the series began in 2007 Q1.
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lending (loans greater than four times the value 
of annual income for a single buyer or greater 
than three times the annual income for joint 
buyers) remained at 46.9 per cent in Q4, its 
highest value since the series began in 2007 
Q1.

Margin compression has been commented on a 
number of times this year, notably given as the 
reason for Magellan Homeloans, AA Mortgages 
and Secure Trust Bank for stopping all new 
mortgage lending.

Mortgage rates have nearly halved since the 
financial crisis, according to Moneyfacts data. 
The average two-year fixed rate home loan 
has fallen from 4.79 per cent in March 2009 to 
2.49 per cent today. Similarly, the average five-
year fix has dropped by 2.73 percentage points. 
That’s in spite of the base rate being higher 
today than it was 10 years ago.

There is so little room for lenders to shave 
any more off price, that there is a notable 
move to differentiate on criteria. The Bank 
of England has been warning lenders about 
scaling up the risk curve for around nine 
months now, yet criteria appear to be relaxing. 
A number of challenger banks have opened 
their doors to those with previous debt issues 

while competition for high LTV market share 
has intensified. The number of 95 per cent 
mortgages on offer, meanwhile, has increased 
130 times over since the financial crisis, to 
stand at 391 deals on offer today. Moneyfacts 
data also shows the percentage of mortgage 
products with a standard maximum mortgage 
term of 40 years has risen from 36 per cent five 
years ago to 51 per cent today.

There is too much money, chasing too 
little return in today’s market. Funders are 
pouring cash into a market they believe is 
safe, seemingly without taking account of the 
economic uncertainty facing the UK. It appears 
particularly obtuse to be chasing returns when 
the downside risks to our housing market are 
more significant than they have been in some 
time.

Economic shocks are normally about people 
losing their jobs and mass unemployment. We 
have been out of this environment for so long 
that the market has very little idea of how to 
manage the fallout from an event like this.

Support for 
mortgage interest
 

In the 2015 summer Budget the Government 
announced that from April 2018 support for 
mortgage interest would switch from being a 

non-repayable benefit payment to an interest-
bearing loan, secured against a mortgaged 
property and due to be repaid upon death or 
the sale of the property.
 
This measure was originally due to reduce 
welfare spending by £270million in 2018-19 
and to increase lending by a broadly equivalent 
amount. The OBR noted in March that while 
the effect on spending has occurred, far fewer 
people than expected have taken up the loan 
instead.
 
As a result the OBR made successive 
downward revisions to SMI-related lending and 
now expects just 24,000 claimants to take-
up the loan in 2018-19, compared to 98,000 
expected originally, a shortfall of 76 per cent.Source: Bank of England

CHART:  High LTV rates have fallen
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have an effect on GDP over the forecast period, as higher 
stockbuilding will be offset by higher imports.

Household spending
Consumer spending has continued to grow modestly over the 
past year. Consumption grew by 0.5% in Q3 (Table 2.A), and 
was 1.6% higher than a year earlier.

The resilience of consumer spending appears largely to reflect 
a pickup in income growth rather than lower saving. 
Four‑quarter real income growth rose to 1.5% in 2018 Q3 as 
nominal pay growth picked up and the boost to import price 
growth from the depreciation of sterling faded.

Credit conditions for households have remained supportive of 
consumer spending, although there is some evidence of a 
modest tightening in recent quarters, particularly in the 
unsecured lending market. Interest rates on credit cards have 
increased by around 75 basis points over the past year 
(Table 2.C), and interest‑free periods on credit card balance 
transfers have fallen. Annual consumer credit growth has 
slowed over the past two years, although much of the 
slowdown has been accounted for by car finance (Chart 2.6) 
which partly reflects the completion of a structural change in 
the way car purchases are financed(2) and, more recently, by 
weaker growth of car sales.

In the secured lending market, some households have recently 
experienced higher interest rates. Mortgagors with 
variable‑rate mortgages will have seen their interest rate 
increase automatically with the increase in Bank Rate to 
0.75% in August 2018. And although 70% of mortgage 
borrowing is at a fixed interest rate, some borrowers who 
came to remortgage in recent months may also have faced 
higher rates. The average two‑year fixed‑rate, 75% 
LTV mortgage rate was around 30 basis points higher in 
January 2019 than two years earlier (Table 2.C). The recent 
increase in bank funding costs could put some further upward 
pressure on new mortgage interest rates in the coming 
months (Section 1). However, mortgage rates remain low by 
historical standards.

Having remained resilient for much of 2018, a range of 
consumer spending indicators weakened towards the end of 
the year. Consumer confidence based on the GfK series has 
fallen in each of the past three months, driven by worsening 
household expectations about both the general economic 
situation and their personal financial situation (Chart 2.7). 
Expectations about the general economic situation have been 
subdued for some time, but December 2018 was the first time 
since 2017 that the series reflecting expectations about 
households’ own financial situation had fallen below its 
historical average.

(2) For more detail, see the box on pages 16–17 of the November 2017 Inflation Report.

+

–
2

0

2

4

6

8

10

12

2013 14 15 16 17 18

Other(b)

Total consumer credit(b)

Percentage points

Dealership car finance(c)

Credit card(b)

Chart 2.6 Growth in consumer credit has continued to slow
Contributions to annual consumer credit growth(a)

Sources: Bank of England, ONS and Bank calculations.

(a) For a description of how growth rates are calculated using credit data see here.
(b) Sterling net lending by UK monetary financial institutions (MFIs) and other lenders to 

UK individuals (excludes student loans).
(c) Identified dealership car finance lending by UK MFIs and other lenders.

Table 2.C Credit card interest rates and most mortgage interest 
rates have increased over 2018
Household lending and deposit interest rates(a)

Changes since (basis points)

January 2019 July January August January 
(per cent) 2018 2018 2017 2017

Mortgages

Two‑year variable rate, 75% LTV 1.64 12 ‑4 25 15

Two‑year fixed rate, 60% LTV 1.61 ‑18 18 37 28

Two‑year fixed rate, 75% LTV 1.73 0 20 30 28

Five‑year fixed rate, 75% LTV 2.03 ‑2 5 7 ‑19

Two‑year fixed rate, 90% LTV 2.25 ‑3 10 ‑8 ‑25

Consumer credit

£10,000 personal loan 3.74 ‑2 ‑11 ‑5 5

Credit card 18.66 31 74 70 70

Deposits

Instant access 0.27 6 7 13 12

Cash ISA 0.93 25 ‑1 58 53

One‑year fixed‑rate bond 0.96 9 21 10 36

One‑year fixed‑rate ISA 1.44 10 18 33 55

Two‑year fixed‑rate bond 1.24 ‑8 17 8 39

Two‑year fixed‑rate ISA 1.48 25 10 38 66 

(a) The Bank’s quoted rate series are weighted averages of end‑month rates from a sample of banks and 
building societies with products meeting the specific criteria. Data are not seasonally adjusted.
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 Jackie Bennett, director of mortgages at 
UK Finance, has previously noted that the 
disappointing uptake of the Support for 
Mortgage Interest loan, coupled with rising 
interest rates, could mean arrears begin to 
creep up in the coming months. It is a view 
AMI shares. At last count, in mid-2018, the 
Department for Work and Pensions, which 
administers SMI, had failed to make contact 
with 15,000 of the benefit’s claimants.

The mortgage market has existed in a highly 
benign environment over the past 10 years 
with the base rate so low. The regulator has 
also been quick to support lender forbearance, 
particularly while interest rates are low enough 
to justify the view that remaining in arrears 
is not simply deferring and exacerbating 
problem debt. As the base rate rises, which 
the Bank of England has repeatedly indicated 
it will continue to, lenders will be placed under 
increasing pressure on arrears.

While this is not an issue for the market at 
the moment, it would do well to prepare for a 
scenario that could arise, particularly in certain 
areas of the country where jobs may be lost 
due to Brexit. Without addressing the lack of 
readiness, any significant rise in unemployment 
coupled with less tolerance for long-term 
arrears this will begin to hurt, and fast.

Delivering 
more homes

The government has committed £34billion 
on housing support between 2020 and 
2023 in its spending review, published 

in mid-March. Elizabeth Truss, chief secretary 
to the Treasury, outlined a strong focus on 
reviewing the complex planning system and 
addressing local and national infrastructure 
to support development of thousands of new 
homes.

Unveiling the spending review, Truss said: 
‘British cities lag our continental neighbours 
in terms of local public transport connections. 
Leeds is the biggest city in Europe without 
a mass transit system. And the two most 

congested commuter lines in the country 
are the train lines going in to Manchester. 
Birmingham, meanwhile, has a Metro with just 
one line, whereas Lyon, a city half the size, has 
four.

‘It means that the people in the city have to 
rely on slow buses that get stuck in traffic. And 
in effect creates a barrier that stops people 
commuting in from the suburbs. A study 
from CityMetric shows that Birmingham’s 
productivity is 33 per cent lower than a city of 
its size should be – in large part because of its 
poor cross-city transport.

‘That’s why we have funded Andy Street, the 
inspirational Mayor of the West Midlands, to 
the tune of £400 million to improve and extend 
the city’s Metro. Projects for commuter line 
improvements and local roads generally have 
a much higher return on investment than long 
distance routes. That’s why we created the 
£2.5 billion Transforming Cities fund – because 
we know that these are the sorts of projects 
that make a real difference to productivity, and 
to people’s lives.’

This is welcome – much of the rationale 
behind when and where to build new 
housing developments relies on this type of 
infrastructure investment by government. 
However, its delivery is paramount. There is 
a huge disparity between local authorities 
and councils across the UK in how well 
they deliver central government funding to 
local infrastructure development. Funding 
is held centrally while planning consent is 
awarded locally. There are rich and poor local 
authorities, with many unable to pay for regular 
enough bin collections, let alone new schools 
and roads.

Local authorities in many parts of the country 
are reportedly horse-trading with housing 
developers over responsibility for funding local 
infrastructure, threatening to withhold central 
government funding and planning permission 
until developers commit to taking ongoing 
responsibility for maintenance of roads and 
public footpaths.

Local authorities are being allowed to 
hold developers to ransom. As Ms Truss’s 



AMI QUARTERLY ECONOMIC BULLETIN  Volume 43  Q1 2019

announcement shows, the competently 
managed ones are delivering the infrastructure 
and housing so badly needed; the bad ones 
are not. There is a dangerous acceptance of 
mediocrity being allowed to pervade. Without 
consequences imposed by central government 
when councils fail to deliver the homes they 

have committed to, this will continue. It is 
a major failing and one that the housing 
secretary James Brokenshire must seek to 
address; otherwise the disconnect between his 
government’s housing strategy and its delivery 
by local authorities will undermine their 
laudable objectives.


