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Executive Summary

 Mortgage arrears present a significant downside risk over the coming years, 
based on changing employment dynamics, an ageing society increasingly reliant 
on work and debt and a steadily rising Bank Rate

 The regulator cannot be left to scope intergenerational finance without 
direct intervention and guidance from elected politicians – something it is 
apparently doing right now

 Lending practices in the mortgage market have some way to go to provide 
sufficient flexibility for an increasingly part-time or self-employed workforce

 AMI remains committed to advice and strongly opposes the FCA moves to 
open up the market by incentivising consumers to go execution-only



Economic Overview

The UK economy is in a strange place 
at the moment. We have amazingly 
good jobs data and yet fairly desperate 

business confidence; rising earnings, subdued 
consumer price inflation and a very low cost 
of credit yet a lack of housing transactions; 
productivity is poor but the way consumers feel 
about their personal finances is pretty perky. 

Q2 has so far proven abysmal for growth with 
GDP contracting by 0.4 per cent in April. This 
is the second consecutive month the economy 
has shrunk after March saw a 0.1 per cent fall 
in GDP. Poor construction figures didn’t help, 
falling 0.4 per cent in April, but the sharp 3.9 
per cent monthly drop in manufacturing output 
was what really drove the plunge in growth. 
The false start on Brexit is to blame. 

Economists agree that April’s dire figures 
are likely due to several one-off factors – 
unwinding of the stockpiling businesses 
did ahead of the Brexit cut-off date at the 
end of March, and early shutdowns by car 
manufacturers who were attempting blindly to 
minimise the damage of a no-deal Brexit which 
had looked possible right up until the last 
moment. That these events won’t be repeated 
imminently should mean a recovery of sorts in 
May and June, but the uncertainty created by 
Theresa May’s resignation and the consequent 
Conservative leadership contest, on top of the 
already looming October deadline for Brexit 
negotiations, is already weighing heavily on 
business confidence. 

As a result, economists are largely revising 
down Q2 growth expectations, with Pantheon 
Economics predicting quarter-on-quarter 
growth at zero, down from 0.2 per cent 
previously. Mercifully, they do not think this 
weakness will persist. Neither does the Bank of 
England, which in spite of markets pricing in a 
30 per cent chance of a cut in Bank Rate before 
the year end, has been consistently clear that 
interest rates are likely to head in one direction 

only, up. The pace at which this happens looks 
likely to slow however, with the May Inflation 
Report suggesting Bank Rate will hit 1 per 
cent within around three years’ time. AMI is of 
the view Bank Rate will rise sooner than this 
however.

May was also a dreadful month for retailers, 
piling further misery on a sector that has 
already seen more than its fair share of bad 
news this year. Figures from the British Retail 
Consortium showed sales were down 2.7 per 
cent – the weakest performance since it began 
its monthly survey in 1995. Retailers warned 
job losses would follow and further store 
closures were likely this year. Then there’s the 
flipside. Pantheon Economics analysis suggests 
the gap between consumer and business 
confidence has grown from a fissure to a chasm 
as the composite index of consumer confidence 
- a seasonally adjusted version of the GfK data 
- rose to a six-month high in May. 
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Consumption growth has been underpinned by real income 
growth. That is expected to continue over 2019, with 
consumption growth expected to remain close to current rates 
and the saving ratio to remain broadly flat. One risk to that 
projection is that the recent deterioration in households’ 
sentiment about their personal financial situation, and the 
slight pickup in their unemployment expectations, continues.

Uncertainty might be expected to have a more significant 
effect on larger and more permanent purchases, such as 
housing and durable goods, than it does on everyday spending. 
The housing market has been weak since the referendum and 
there is evidence to suggest that Brexit-related uncertainties 
have weighed on house prices, alongside other factors  
(Box 4). 

Growth in spending on durable goods decreased a little in the 
second half of 2018, quarterly growth averaged 0.9% 
compared to 1.3% in the first half of the year. A fall in car 
purchases accounts for a significant proportion of this decline. 
As noted in the February Report, this largely reflected supply 
issues related to a change in emissions regulations. The latest 
car registrations data suggest that spending on cars recovered 
in 2019 Q1. 

Net trade and the current account
Net trade reduced quarterly GDP growth by 0.2 percentage 
points in 2018 Q4, and that drag is expected to have increased 
in 2019 Q1. As noted in Box 3, imports of goods from the EU 
have increased since the start of the year, probably reflecting 
stockbuilding by UK firms. Monthly data suggest that goods 
exports to non-EU countries fell sharply in the three months 
to February, likely reflecting weak global demand. That was 
partly offset by exports of goods to the EU picking up, as EU 
firms also appear to have stockpiled.  

The current account deficit — which reflects the balance of 
nominal trade flows and other payments between the UK and 
the rest of the world — widened to 4.4% of GDP in 2018 Q4 
(Chart 2.8). Since 2016, the UK has relied on substantial 
foreign capital inflows to fund the current account deficit. This 
poses risks to the UK economy. For example, a reduction in 
foreign investor appetite could lead to falls in UK asset prices 
and a tightening in domestic credit conditions. As discussed in 
the November 2018 Financial Stability Report, there is mixed 
evidence about investor appetite for UK assets since the  
EU referendum. 
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Chart 2.6 Households’ confidence about their personal financial 
situation has fallen by less than that about the general economy
Indicators of consumer confidence

Sources: GfK (research carried out on behalf of the European Commission) and Bank calculations.

(a) Net balances of respondents expecting that the number of people unemployed will rise over the 
next 12 months. 

(b) Net balance of respondents reporting that they expect their personal financial situation or the 
general economic situation to improve over the next 12 months.
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Chart 2.8 The current account deficit widened to 4.4% in 
2018 Q4
UK current account
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Chart 2.7 The low level of the saving ratio may be linked to the 
low unemployment rate
The saving ratio and the unemployment rate

(a) Saving as a percentage of household post-tax income. Includes NPISH. 

Source: Pantheon Economics

CHART: Consumer confidence in their own finances has picked up

Then there’s the flipside. Pantheon Economics analysis suggests the gap between consumer and 
business confidence has grown from a fissure to a chasm as the composite index of consumer 
confidence - a seasonally adjusted version of the GfK data - rose to a six-month high in May.  
 
Households’ confidence in the outlook for their personal finances picked up and now slightly exceeds 
its 30-year average. More on this below. By contrast, Pantheon’s reweighted version of the business 
confidence indices — where the weights reflect sectors' shares of GDP — fell to its lowest level since 
April 2013 and points to year-over-year GDP growth falling to about 1.0 per cent, from 1.8 per cent 
in Q1. 
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Households’ confidence in the outlook for 
their personal finances picked up and now 
slightly exceeds its 30-year average. More on 
this below. By contrast, Pantheon’s reweighted 
version of the business confidence indices — 
where the weights reflect sectors’ shares of 
GDP — fell to its lowest level since April 2013 
and points to year-over-year GDP growth 
falling to about 1.0 per cent, from 1.8 per cent 
in Q1.

Economic productivity meanwhile, continues 
to underperform. The latest Office for National 
Statistics figures indicate that output per hour 
fell for the third consecutive quarter by 0.2 per 
cent in Q1 compared with the same quarter in 
the previous year. The so-called productivity 
puzzle remains unsolved, but the Federation of 
Small Businesses suggested that small firms are 
struggling to adopt new management practices, 
business models and digital technologies 
that can increase their efficiency. According 
to their research, fewer than half of small 
businesses have used cloud services (40 per 
cent), online data storage or back up (37 per 
cent) and file transfer technology (33 per cent). 
This cannot account for the full measure of 
underperformance, but is nevertheless an 
interesting observation.

The upside? Dismal economic growth and 
shattered business confidence aside, the 
latest employment figures paint a completely 
different picture. The UK employment rate 
hit a joint record high of 76.1 per cent in the 
three months to April, higher than a year earlier 
when it was 75.6 per cent. Unemployment 
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CHART: Business confidence has plumetted
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CHART: World trade in goods has plummeted
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In the US, the Federal Open Market Committee made no 
changes to its target range for the federal funds rate in March. 
But the path of policy rates implied by market prices has 
declined further over the past three months and is markedly 
lower than in November. It is now downward sloping, 
suggesting that market participants view a cut in the policy 
rate as more likely than an increase in coming years. The 
Committee also announced an end to the reduction in its 
balance sheet by September 2019.

In China, the authorities announced further fiscal measures to 
support activity, including significant cuts in taxes and 
increases in infrastructure expenditure. The latest fiscal 
measures, alongside a previous easing in monetary and credit 
policies, should provide support to demand.

Lower expectations for the path of policy rates have 
contributed to a rise in global risky asset prices, reversing 
weakness at the end of 2018. Equity prices internationally 
have risen since February (Chart 1.5) — the S&P 500 had its 
strongest quarter for almost 10 years for example — and 
corporate bond spreads have narrowed further (Chart 1.6).  
As a result, global financial conditions have loosened since 
February.

Financial market-based measures of investor uncertainty, such 
as the VIX measure of implied equity price volatility, have 
fallen back to below historical averages. Other measures of 
uncertainty paint a different picture, however. The Baker, 
Bloom and Davis index of global policy uncertainty, which 
includes media references to uncertainty and other indicators 
such as the dispersion of professional forecasts, remains 
elevated (Chart 1.7).

In the MPC’s central projection, the easing in global financial 
conditions, as well as previously announced tariff increases on 
US-China trade not being implemented, are expected to 
provide support to global growth. Four-quarter UK-weighted 
GDP growth is expected to trough in Q2 before recovering 
somewhat in 2019 H2 and settling around trend rates. The 
projection is a little higher than at the time of the February 
Report. 

1.2 Domestic financial conditions

As in other countries, UK short and longer-term interest rates 
have fallen and equity prices have risen since February.  
Credit conditions facing corporates have loosened a little as 
corporate bond spreads have narrowed, while those facing 
households have remained generally favourable. Sterling has 
appreciated a little.

Market interest rates and sterling
The market-implied path of Bank Rate over the next three 
years is, on average, around 15 basis points lower than in 
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Chart 1.2 Growth of world trade in goods has slowed sharply 
and business confidence has fallen 
OECD business confidence and world trade in goods

Sources: CPB Netherlands Bureau for Economic Policy Analysis, OECD and Bank calculations.

(a) Three-month moving average. Volume measure.

1

0

1

2

3

2012 13 14 15 16 17 18

Percentage points

Net trade

GDP growth
(per cent)

Other spending

Household
consumption

Investment

+

–

Chart 1.3 The slowdown in advanced-economy growth has been 
concentrated in investment and net trade 
Contributions to four-quarter GDP growth in the G7 economies(a)

Sources: Eikon by Refinitiv, IMF WEO, OECD and Bank calculations.

(a) Growth in real purchasing power parity (PPP)-weighted GDP.    

Solid lines: May 2019
Dashed lines: February 2019 
Dotted lines: November 2018
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Chart 1.4 Market-implied paths for interest rates have fallen 
markedly 
International forward interest rates(a)

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

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

(b) Upper bound of the target range.

Source: Bank of England
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consumption is expected to be the main driver of growth, 
underpinned by continued real income growth, while business 
investment is expected to fall further as Brexit-related 
uncertainty continues to encourage firms to delay spending. 
The contribution from net trade picks up as world GDP growth 
stabilises, however. Government consumption is expected to 
contribute positively, partly reflecting the fiscal loosening 
announced in Budget 2018. The latest projections are 
conditioned on the tax and spending plans set out in the 
March 2019 Spring Statement, which contained little news  
for GDP.

2.2  Demand and the impact of 
Brexit-related uncertainties

Underlying demand growth appears to have slowed since 
mid-2018. This seems to have been driven largely by two 
factors: a slowing in the world economy (Section 1) and an 
increase in Brexit-related uncertainties. According to the latest 
Deloitte CFO Survey, 54% of CFOs rate the level of uncertainty 
as high or very high, compared to just 25% in 2018 Q2. That 
has weighed on business investment. Household spending and 
real income growth have been relatively resilient, and stronger 
than projected a year ago (Box 6), but there is some evidence 
that Brexit-related uncertainty has weighed on the housing 
market (Box 4).

Corporates
Business investment fell by 0.9% in Q4 (Table 2.B), the  
fourth consecutive quarter of decline. As noted in the  
February Report, business investment has been weak since the 
referendum, but that weakness has intensified since the 
middle of last year. 

By asset, the recent slowdown in business investment has 
been relatively broad-based (Chart 2.4). Investment in ICT and 
machinery and intellectual property have fallen back. 
Investment in transport has remained very weak, driven by a 
fall in investment by airlines. The ONS suggests that this could 
reflect a structural shift in the way in which airlines acquire 
aircraft. In recent years, large UK airlines have increased the 
number of aircraft that they acquire through operating leases, 
rather than outright purchases.(1) Under this type of 
acquisition, the leasing company retains the economic 
ownership, and as many of these companies are based in the 
US and Ireland, most of this investment will not show up in 
the UK National Accounts.

Many of the determinants of business investment have 
remained supportive. The cost of finance is low relative to 
historical norms, rates of return on capital are robust, the 
labour market remains tight and survey measures suggest that 
firms are operating with limited spare capacity (Section 3).  
All of this should increase firms’ incentive to invest. 

(1) ‘Business investment in the UK: analysis by asset’, ONS.

Developments anticipated in February 
during 2019 Q1–2019 Q3

Developments now anticipated during 
2019 Q2–2019 Q4

Consumer spending Revised up slightly

• 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 just over ¼%.

• Quarterly consumption growth to be 
between ¼% and ½%.

Housing market Revised down

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

• The UK house price index to increase by 
around ¼% per quarter, on average.

• Housing investment to fall by ½% per 
quarter, on average.

• Mortgage approvals for house purchase 
to average just over 60,000 per month.

• The UK house price index to fall by just 
over 1¼% in the year to 2019 Q4.

• Housing investment to fall by ½% per 
quarter, on average.

Business investment Broadly unchanged

• Business investment to fall by ½% per 
quarter, on average.

• Business investment to fall by ¼% per 
quarter, on average.

Trade Revised up slightly

• The contribution of net trade to 
quarterly GDP growth to be close to 
zero, on average.

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

Table 2.A Monitoring the MPC’s key judgements
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Chart 2.3 Survey indicators of expected output growth are well 
below their historical averages
Survey indicators of expected output growth

Sources: BCC, CBI, IHS Markit, Lloyds Banking Group and Bank calculations.

(a) Net percentage balance of respondents in the non-services and services sectors reporting they 
expect turnover to increase over the next year, weighted together using output shares. Data are not 
seasonally adjusted. Differences from average since January 2000.

(b) Net percentage balance of respondents with turnover over £1 million that expect business activity 
to increase over the next year. Differences from average since January 2002.

(c) Net percentage balance of respondents from the manufacturing, distribution, consumer, business 
and professional services sectors reporting that they expect output to increase in the next three 
months weighted together using output shares. Differences from average since October 2003.

(d) Net percentage balance of respondents expecting business activity to rise over the next year (service 
and construction) or reporting that new orders have increased over the month (manufacturing), 
weighted together using output shares. Differences from averages since January 2000.
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Chart 2.4 The slowdown in business investment growth has 
been relatively broad-based
Contributions to four-quarter growth in business investment by asset(a)

Sources: ONS and Bank calculations.

(a) Chained-volume measure. 

Source: Bank of England

CHART: Unemployment has fallen to 46-year low
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3 Supply and spare capacity 

• Employment growth has been stronger than expected, despite relatively soft activity growth 
and Brexit uncertainties, and the labour market remains tight. 

• The MPC judges that a small margin of excess supply has begun to emerge in 2019, and that will 
persist in the near term. Thereafter, excess demand builds.

• Productivity growth has remained weak. It is projected to continue to be muted in the near term 
before picking up gradually.

As discussed in the February Report, the MPC judged that 
demand and supply were broadly in balance around the turn 
of the year, based on the evidence from both statistical 
filtering techniques and the components of spare capacity. A 
small margin of spare capacity has begun to emerge in 2019, 
as underlying demand growth has been soft (Section 2), and 
this persists in the near term. Thereafter, demand growth rises 
above the modest rate of potential supply growth and excess 
demand builds (Section 5).

3.1 Labour market: developments and 
prospects

Recent developments
Since the February Report, the unemployment rate has fallen 
slightly, to 3.9% in the three months to February, as expected 
(Chart 3.1). That is a little below the MPC’s assessment of the 
equilibrium rate of unemployment — of 4¼% — that would 
be consistent with inflation at the target. A range of other 
indicators also point to labour market conditions remaining 
tight (Table 3.A).

Employment growth has been strong in recent months. 
Employment grew by 0.5% in the three months to February, 
and is expected to have grown by 0.4% in Q1 as a whole. 
This compares with a projection of 0.2% growth in the 
February Report. Over much of the past two years, 
employment growth has mainly reflected more full-time 
employees (Chart 3.2).

Alongside the rise in employment, the participation rate 
increased relative to three months ago — to 64.0% — and by 
more than had been projected. Part of this reflected revisions 
due to a reweighting of the Labour Force Survey (LFS) to take 
into account the latest population data. Much of the increase 
in participation in the labour market relative to three months 
ago was accounted for by those aged 50 and over. 
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Chart 3.1 The unemployment rate has fallen to 3.9%, and is 
expected to decline a little further in Q2
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 December 2018 and January, February and March 2019 at the time of the 
February 2019 Report. The red diamonds show the current staff projections for the headline 
unemployment rate for the three months to March, April, May and June 2019. The bands on either 
side of the diamonds show uncertainty around those projections based on ±1 root mean squared 
error of past Bank staff projections for the three-month headline unemployment rate.
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Chart 3.2 Employment has been strong in recent months
Decomposition of change in employment(a)

(a) Three months on previous non-overlapping three months.
(b) Comprises unpaid family workers and those on government-supported training and employment 

programmes classified as being in employment.

Source: Bank of England

CHART: CPI is expected to fall further
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4 Costs and prices 

• CPI inflation was 1.9% in March, a little below the 2% target.

• Inflation is projected to dip further below 2% during the first half of the forecast period, largely 
reflecting lower expected retail energy prices.

• In the medium term, building excess demand leads to a firming of domestic inflationary pressures 
and pushes inflation above the target.

4.1 Consumer price developments and the 
near-term outlook

After falling markedly over 2018, CPI inflation has been 
relatively stable at rates close to the target at the start of 
2019. CPI inflation was 1.9% in March. It was also 1.9% in Q1 
as a whole, marginally higher than the February 2019 forecast 
(Chart 4.1).

Inflation is expected to remain close to the target in the  
near term, with changes expected to be driven by energy price 
moves (Section 4.2). CPI inflation is expected to rise 
temporarily above the target in April, largely due to an 
increase in the Ofgem energy price cap which pushes up retail 
gas and electricity prices. CPI inflation is expected to dip below 
2% in Q3 (Chart 4.2).

CPI inflation over the first half of the forecast is expected  
to be lower than projected in February, largely reflecting 
expected developments in retail energy prices. Wholesale gas 
and electricity prices have both fallen by around a third since 
the run-up to the February Report and that is expected to feed 
into retail prices. In addition, the 11/2% appreciation of sterling 
since the February Report (Section 1) means that imported 
cost pressures — which are still judged to be pushing up 
inflation as a result of sterling’s previous referendum-related 
depreciation — ease slightly more rapidly than previously 
projected. 

Over the rest of the forecast period, domestic cost pressures 
are expected to build (Section 4.3), pushing CPI inflation 
above the 2% target. Inflation expectations, which can 
influence wage and price-setting decisions, remain consistent 
with inflation being around the target in the medium term 
(Section 4.4). 
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Chart 4.1 CPI inflation is expected to remain close to the target 
in the coming months
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 January, February and 
March 2019 at the time of the February 2019 Inflation Report. The red diamonds show the current 
staff projection for April, May and June 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 CPI inflation is expected to dip further below the 
target in Q3 
Contributions to CPI inflation(a)

Sources: Bloomberg Finance L.P., Department for Business, Energy and Industrial Strategy, ONS and 
Bank calculations.

(a) Contributions to annual CPI inflation. Figures in parentheses are CPI basket weights in 2019 and 
may not sum to 100 due to rounding.

(b) Bank staff’s projection. Fuels and lubricants estimates use Department for Business, Energy  
and Industrial Strategy petrol price data for April 2019 and are then based on the May 2019 
Inflation Report sterling oil futures curve, shown in Chart 4.3.

(c) Difference between CPI inflation and the other contributions identified in the chart.
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meanwhile fell to 3.8 per cent – its lowest since 
October to December 1974.

Pay is also improving. Excluding bonuses, 
average weekly earnings rose 3.4 per cent 
between February and April, an annual 1.5 
per cent uplift after adjusting for inflation. CPI 
inflation meanwhile fell to 2.0 per cent in May 
from 2.1 per cent in April.

Employment trends 
and the mortgage 
market 

These figures may account for the 
reasonably buoyant mood among 
consumers when it comes to their 

finances, however, the headline numbers gloss 
over a more complicated picture. 

 

People are working for longer – either by 
design or by necessity, it’s not clear which – 
with 305,000 more people aged 50 or over 
in employment year-on-year. Some 80,000 
of these are above 65, meaning they’re 
working past the gradually increasing state 
pension age, whether full time or part time. A 
growing proportion of workers are also in part 
time work who would prefer to be full time 
employed, suggesting that while average wages 
are improving not everyone is getting enough 
work. There is also a significant shift towards 
self-employment – the figures for the three 
months to April showed employment rose by 
99,000, driven by self-employment while full-

time employment fell by 55,000. 

Strong employment figures are good news, 
but the market cannot be complacent about 
the implications of these subliminal trends. 
Lending practices in the mortgage market have 
some way to go to provide sufficient flexibility 
for an increasingly part-time or self-employed 
workforce. Longer working lives also reflect 
not only medical advancement and longer life 
expectancy, but also potentially a growing 
reliance on debt further into later life. Again, 
this will have significant implications for the 
mortgage market which remains underprepared 
for this shift. 

It is perhaps timely then that the Financial 
Conduct Authority has recently announced 
its intention to lead a consultation with the 
industry on intergenerational finance. While 
the objective of understanding and addressing 
changing demographics and their impact on 
personal and family finances is a good one, 
AMI is nevertheless concerned at the lack 
of overarching direction on this given to 
the regulator by Government. Brexit and a 
leadership contest may be priorities in the 
short-term, but politicians cannot afford to 
pass the buck on social policy formation that 
will affect the people of Britain for generations 
to come. The regulator cannot be left to scope 
this vital policy area without direct intervention 
and guidance from elected politicians.

It is also worth reiterating the fact that we 
remain in an incredibly benign interest rate 
environment; The Bank of England has been 
clear that base rate is set to rise, we think 
probably by a quarter percentage point by early 
2021. As base rate rises, affordability issues 
that are currently masked by temporary or 
part-time employment may begin to emerge 
fairly swiftly, particularly as businesses that 
have chosen to flex up their workforces using 
contract workers can flex them back down very 
quickly should their outlooks falter.
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important; we have been in such a 
low interest rate environment for so 
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long, that many in the market have simply 
never experienced an economy with rates 
above where they sit today. Mortgage arrears 
present a significant downside risk over the 
coming years, based on changing employment 
dynamics, an ageing society increasingly reliant 
on work and debt and a steadily rising Bank 
Rate. 

Pricing and risk in the mortgage market require 
careful monitoring therefore. We are seeing 
signs of it already. Bank of England figures for 
the first quarter showed little change in the 
percentage of loans made at high LTV, with the 
proportion of mortgages between 90 and 95 
per cent LTV now at 5 per cent. 

However, analysis done by Moneyfacts 
confirmed what the May Inflation Report 
highlighted, that higher LTV mortgage rates 
have recently fallen. Moneyfacts suggests the 
average two-year fixed rate at 95 per cent LTV 
has fallen by 2.08 per cent to 3.25 per cent 
in the past five years, while the maximum 60 
per cent LTV tier has fallen by around half that 
figure (1.06 per cent) from 2.96 per cent to 
1.90 per cent over the same period.

Meanwhile, provider competition in the fixed 
rate market has also resulted in a notable 
increase in the number of products available at 
several LTV tiers, with the number of products 
available at the 75 per cent LTV tier increasing 
by 55 to 275 products, 85 per cent LTVs by 
70 to 267 products, 90 per cent LTVs by 144 
to 288 products and 95 per cent LTV by 73 to 
147 products today. This increase in 95 per 
cent LTV products over the past 12 months 
in particular has forced rates down, with the 

average two-year fixed mortgage rate and 
average five-year fixed rate decreasing by 0.73 
per cent and 0.71 per cent respectively over 
the same period.

The May Inflation Report highlighted the recent 
divergence of Bank Rate and mortgage rates, 
noting ring-fencing regulation brought in over 
the past few years has contributed to a shift 
in funding mechanisms away from the money 
markets (where rates have been a bit higher 
over the past nine months or so) and instead, 
leaning more heavily towards retail deposits. 
Combined with broader housing market trends, 
these factors have played a part in driving 
fierce pricing competition initially at lower LTVs 
and more recently, further up the risk curve. 

Sam Woods, chief executive of the Prudential 
Regulation Authority, spoke in June at the 
Building Societies Association conference 
and was reported as warning regulators were 
watching lenders ‘like a hawk’ over fears that 
banks are edging up the risk curve too far.
A number of things bear comment here; the 
Mortgage Market Review rules on affordability 

are doing their job in 
the regulated mortgage 
market, as is the PRA 
interest rate stress 
test. Currently, Help 
to Buy is substituting 
high LTV lending in 
the new build market, 
traditionally the first 
area to see valuation 
premiums hit hard 
when prices come 
down. 

Source: Moneyfacts
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Box 2
Recent developments in new mortgage rates

Over the period since the financial crisis, the average interest 
rate on new mortgages has fallen markedly reaching a low of 
just under 2% in October 2017. Since then, Bank Rate has risen 
by 50 basis points but the average rate on new mortgages has 
increased by less (Chart A). As a result, the difference between 
new mortgage rates and risk-free rates — the mortgage spread 
— has fallen further. 

One factor that is likely to have weighed on new mortgage 
rates, potentially offsetting the upward impetus from  
Bank Rate, is competition in the mortgage market. Discussions 
with lenders suggest that competition has been intense for 
some time. Since the start of 2018 this is most apparent in the 
high loan to value (LTV) segment of the mortgage market: the 
average quoted rate on two-year fixed 95% LTV mortgages 
has fallen by around 80 basis points despite reference rates 
having picked up slightly (Chart B).

Competition in the mortgage market may have been amplified 
by the ring-fencing of major UK banks which separates retail 
banking services from other activities.(1) As some ring-fenced 
entities have more domestic deposits than loans, and are 
subject to restrictions on the type of banking activity they can 
undertake, they may be incentivised to increase mortgage 
lending.

Lending rates will also be affected by developments in banks’ 
funding costs. While the cost of bank funding raised in 
wholesale markets has fluctuated substantially in recent 
months, those movements have not been transmitted to 
mortgage rates. As discussed in Box 1 of the February Report, 
the importance of wholesale unsecured funding spreads in 
loan pricing is likely to have fallen as the large retail banks 
increased their share of deposit funding, particularly sight 

deposits, relative to wholesale funding. Indeed, the value of 
banks’ deposits now exceeds that of their loans, and 
supervisory intelligence indicates that banks take into account 
deposit rates when pricing loans. 

Given those developments, the stability of deposit rates over 
the past few years (Chart A) may help explain the stability of 
mortgage rates. Prior to 2008, sight deposit rates were some 
way below Bank Rate. When Bank Rate was cut to very low 
levels during the financial crisis, deposit rates fell by less and 
the spread between them became positive. Retail banks’ desire 
to return this spread towards more normal levels may help 
explain why deposit rates, and therefore mortgage rates, have 
not risen one-for-one with Bank Rate recently.(2) 

In the MPC’s projection, mortgage rates are expected to pick 
up gradually over the forecast period partly because spreads 
on new mortgage lending over risk-free rates widen a little. 
There is uncertainty around that judgement, however, as it will 
depend on how factors such as competitive pressures and 
deposit rates evolve. The MPC will continue to monitor the 
dynamics in the mortgage market, as well as its implications 
for the monetary transmission mechanism more broadly.

(1) For more information see Britton, K, Dawkes, L, Debbage, S and Idris, T (2016), 
‘Ring-fencing: what is it and how will it affect banks and their customers?’, 
Bank of England Quarterly Bulletin, 2016 Q4.

(2) See Saunders, M (2019), ‘Pass-through of Bank Rate to household interest rates’.
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Chart A The average interest rate on new mortgages has risen 
by less than Bank Rate recently
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Lax lending standards of the sort that preceded 
the credit crunch in 2007 are not going to be 
repeated in the residential market. However, 
AMI notes that the incidence of arrears on 
short-term finance loans funded by peer-to-
peer and other bridging lenders has already 
risen. The number of borrowers falling behind 
on loan repayments, albeit in unregulated 
markets, is steadily climbing. 

Anecdotal evidence indicates that short-term 
lenders are beefing up collections departments 
in anticipation of further arrears; it may be 
that the longer term regulated market should 
consider its own readiness for rising arrears, 
particularly as the short-term sector usually 
leads the residential market where arrears and 
possessions are concerned. 

Rising need 
for advice 

The need for mortgage advice on 
remortgage is consequently becoming 
increasingly pertinent within this 

context. This is perhaps ironic given the recent 
publication of the FCA’s Mortgages Market 
Study and its proposal for advice to be scaled 
back and execution-only to be allowed to 
replace it. General consensus puts this switch 
from advice to execution-only most heavily 
at the point of remortgage and/or product 
transfer with an existing lender. 

In many cases a customer’s mortgage product 
choice without advice may be similar to that 
recommended by an adviser. In others, it will 
not be. 

Herein lies the real conundrum for the 
regulator – and for the market. It is being 
argued that the move towards execution-only 
for simpler refinancing deals would facilitate 
much better use of technology to smooth the 
customer experience of the process. The so-
called ‘difficulty’ of providing fully regulated 
mortgage advice online without the need for 
human intervention has become a convenient 
justification for the ‘need’ for execution-only. 

This is a complete misnomer. Market 

intelligence suggests that more than £7billion 
of mortgage applications have been originated 
online as part of a fully advised end to end 
process with customers having the option to 
jump out to speak to an adviser if they need 
help. 

This is not decision tree advice, where 
customers fill in fact finds and receive a 
product recommendation they neither 
understand nor feel confident in accepting 
as is most commonly referred to as ‘online 
mortgage advice’. This is online advice with the 
option of human touch but which can be fully 
completed without; there is also direct online 
mortgage advice available from newer entrants 
in the buy-to-let market specifically, where 
applications are underwritten automatically 
before a product recommendation is made. 

The market and the regulator must be 
extremely careful not to misdiagnose the 
challenges facing this market and rush to 
change policy that will result in thousands 
of mortgage borrowers receiving a poorer 
outcome than they should and would under 
existing regulation. 

Technology is not the problem; how some firms 
in the market are deploying it is. 

This comes back to supervision and taking the 
time to really understand the services available 
in the market, across the whole of the market; 
it is time to listen more broadly than just to the 
self-professed ‘disruptors’. 

Would you like to 
track your mortgage?

T rade website AltFi and Streetbees 
recently conducted a 4,500-person 
Europe-wide survey on fintech attitudes 

among consumers. They found just 27 per cent 
of British adults would consider taking out a 
mortgage with a digital bank. Of the 1,000 Brits 
asked how they feel about fintech challengers 
versus traditional banking, there was ‘greater 
sceptism’ towards digital mortgages than other 
financial products. Of those who said they 
wouldn’t consider taking out a mortgage from 
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a digital bank, 36 per cent said it’s because 
they’d prefer to take out a mortgage with an 
established bank and 11 per cent said they 
don’t believe digital banks will be around for the 
lifetime of their mortgage.

The findings make for contentious reading 
and highlight the challenge currently facing 
intermediary firms looking at how to improve 
their online service for clients. House purchase 
is typically the largest and longest term financial 
transaction the vast majority of people make in 
their lifetimes; trusting it to an online or app-
only interface takes significant trust. Trust is 
sorely lacking in financial services of all stripes. 

The Mortgages Market Study identifies a 
number of areas it believes would benefit from 
technology investment, including the ability 
of intermediaries (and consumers direct) to 
source products based on lending criteria and 
pre-qualified affordability thresholds specific 
to the applicant. While this scenario would 
indeed improve access and search efficiency for 
customers, lenders have so far been unwilling 
to provide what they deem to be competitive 
access to their qualification criteria. 

Product sourcing is just one step in a much 
longer process when it comes to house 
purchase; AMI is of the view that it should 
indeed be improved, but that investment 
must also be made into process tracking and 
transparency. Much of the frustration with 
the home buying process comes from delays 
in paperwork, hold-ups in communication 
between parties and the lack of any ordered 
means to track where customers are up to 
and what needs to happen next. Several firms 
have made progress in developing systems 
that allow all parties involved in the process to 
track a case’s progress and upload and store 
paperwork, something that provides much 
needed transparency and communication for 
clients while also delivering a robust and secure 
paper trail for compliance purposes. 

Customer service is not just about identifying 
the right product, though this is fundamental. 
It must also be about delivering a level of 
service that customers have come to expect. 
Order tracking is one such service; it will be a 
particular competitive differentiator for firms 

that can provide it, especially in the context 
of slicker product transfer services directly 
available to customers from their existing 
lenders. 

Increasingly, retention is the key to sustainable 
business in mortgage broking. It will only 
become more so if the regulator chooses to 
reintroduce execution-only transactions. 

Housing market 

Data on housing reveals a market that is 
not exactly in rude health; construction 
figures are not dreadful, though were 

depressed slightly in May, but the resale market 
is suffering in spite of a growing bottleneck of 
frustrated buyers unable to move due to an 
increasingly endemic lack of suitable stock on 
the market. 

It is having an effect on prices. The net balance 
of surveyors reporting that house prices have 
risen over the past three months increased 
to -10 in May, from -23 in April, above the 
consensus of -21. This is in contrast to the 
latest report from Zoopla which suggests house 
prices are falling for more than a third of homes 
in southern England, particularly in commuter 
towns around London. 

More positively, May’s RICS survey also showed 
the new buyer enquiries balance recovered to 
-3 from -26 in April, its highest level since July 
last year – perhaps reflecting the recent feel 
good factor driven by rising wages and lower 
inflation. The new sale instructions balance also 
rose, to -11 from -35, an improvement, albeit 
small. 

Source: Bank of England

CHART: House price inflation has slowed 
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Box 4
The housing market and its impact on GDP

Since the referendum, while housing transactions have 
remained broadly flat, annual house price inflation has slowed 
to 1.4% in the three months to February (Chart A), the 
slowest rate since 2013. Housing investment growth has been 
solid over much of this period, but it has slowed more 
recently.  

What has driven the slowdown in house price 
inflation?
The slowdown in house price inflation is likely to have been 
partly driven by factors affecting the demand for housing. 

Market intelligence suggests that Brexit-related uncertainty 
has had an impact on demand. Around 80% of respondents to 
the Royal Institution of Chartered Surveyors (RICS) survey in 
February cited this as one of the two biggest challenges 
currently facing the market. Given the relatively large costs 
associated with buying and selling houses, some households 
are likely to have delayed buying or moving house.

Affordability constraints are also likely to have had an effect. 
The slowing in house price inflation has been most pronounced 
in areas with higher pre-referendum prices relative to incomes, 
such as London and the South East (Chart A).

Policy changes made to the buy-to-let market over 2016–17, 
such as increases in stamp duty on second properties and 
lower mortgage interest tax relief, have reduced demand. 
Buy-to-let mortgage completions were around 40% lower in 
2018 than in 2015. 

In addition to reduced demand, an increase in housing supply 
may also have weighed on prices. House building held up 
following the referendum, and in the year to April 2018, 

222,000 dwellings were added to the housing stock in 
England, only just below the series high of 224,000 in 2008. 
Contacts of the Bank’s Agents have reported that in some 
regions, such as Southern England, an excess supply of housing 
has led to a widening gap between asking and offered prices. 

How will this impact GDP?
The housing market affects GDP through consumption and 
housing investment.

Consumption
House price inflation and consumption growth have been 
correlated in the past (Chart B). This is largely because 
decisions about whether to spend on housing and 
consumption both share common drivers such as income 
growth and confidence. 

Higher prices can also boost consumption directly via a 
collateral channel,(1) whereby higher prices generate greater 
housing equity that households can borrow against to finance 
spending. Bank analysis finds the effect of this channel to be 
fairly small, however: a 10% increase in house prices is 
estimated to raise consumption by between 0.35%–0.5%. In 
addition, consumption may also be affected through a durable 
goods channel, as people moving house might also be more 
likely to buy white goods, for example. The effect of this 
channel is estimated to be very small.(2)

Since the EU referendum, consumption growth has remained 
relatively resilient, while house price inflation has fallen. That 

(1) Evidence for the collateral channel is described in Benito, A and Mumtaz, H (2006), 
‘Consumption excess sensitivity, liquidity constraints and the collateral role of 
housing’, Bank of England Working Paper No. 306.

(2) There is also a potential distributional wealth channel from house prices to spending. 
But as discussed in ‘The housing market and household spending’ box in the 
November 2016 Report, there is little evidence of this in the data. 
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New build continues to be underpinned by 
Help to Buy, however, we are getting to a 
crunch point. Regional caps on the value of 
homes purchased using the aid of the equity 
loan scheme are set to come in from 2021, 
reducing the maximum property value to 1.5 
times the current forecast regional average 
first-time buyer price, up to a maximum of 
£600,000 in London. 

For example, in the North East, buyers will 
see their purchasing power under the scheme 
plummet, meaning they can buy properties 
worth a maximum of £186,100. Various 
analyses have been carried out suggesting that 
these caps have the potential to significantly 
restrict the use of the scheme in some parts of 
the country. Early conversations with builders 
suggest that their construction strategies 
remain unchanged however, with the majority 
claiming to be unworried that sales could see a 
negative impact as a result. High loan-to-value 
lending appetite and affordability will be critical 

to sustaining demand for new build. 

Buy-to-let is subdued with the Bank of 
England noting a 40 per cent drop in buy-to-
let mortgage completions in 2018 compared 
to 2015, driven largely by the reduction in tax 
relief on mortgage interest. Consequently, the 
private rented sector continues its shift away 
from London and the south east, with research 
from Hamptons suggesting that 59 per cent 
of London-based landlords are now investing 
outside the capital, a 17 per cent increase since 
the introduction of the 3 per cent stamp duty 
surcharge introduced on second homes three 
years ago. The estate agent’s analysis claimed 
34per cent of London-based investors bought 
buy-to-lets in the Midlands and North during 
the past 12 months, up from just 14 per cent in 
2015 and 4 per cent in 2010. Rents meanwhile 
rose 1.9 per cent year-on-year in March, 
driven by a 3.7 per cent rise in Greater London 
where rents hit a record high – presumably to 
accommodate landlords increased costs. 

Source: Pantheon Economics

CHART: Moderate improvements in demand have pushed 
price expectations higher
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seems consistent with the collateral and durable goods 
channels being quite small, but it is still somewhat unusual 
given that they tend to share common drivers.

One reason for the difference may be that Brexit-related 
uncertainty about the general economic situation — which has 
been elevated since the referendum — is relatively more 
important for large, hard-to-reverse spending such as on 
housing than it is for day-to-day expenditure.

Another reason may be that part of the weakness in the 
housing market has been driven by market-specific issues, 
such as the buy-to-let tax changes and affordability 
constraints. These housing-specific shocks will only affect 
consumption through the relatively weak collateral channel.

Housing investment 
Developments in the housing market will contribute directly 
to GDP through housing investment. Around four fifths of 
housing investment consists of new house building and 
improvements to existing buildings by the public and private 
sector (dwellings investment). The remainder consists of 
spending associated with housing transactions, such as estate 
agents and legal fees (other investment).

Although housing investment only accounts for around 5% of 
GDP, it is volatile and has contributed significantly to 
economic cycles. For example, the 40% fall in housing 
investment during the 2008–09 recession accounted for about 
one quarter of the fall in GDP (Chart C). This volatility largely 
arises because small changes in the desired housing stock 
require large changes in housing investment.(3) 

As noted above, house building held up following the 
referendum, contributing to robust growth in total housing 
investment (Chart D). This growth has been stronger than 
simple models based on transactions and prices would predict. 
Intelligence from the Bank’s Agents suggests that this may in 
part reflect the impact of the Help to Buy equity scheme, 
which has supported first-time buyer demand. It is also 
possible that some of the strength in house building may also 
reflect other factors such as changes in planning restrictions, a 
boost from the high level of house prices, or ‘catch-up’ from 
the low rates of house building immediately following the 
crisis. 

Housing investment growth has weakened over 2018, driven 
by a slowing in dwellings investment growth (Chart D). This is 
likely to reflect increased uncertainty around the outlook for 
the housing market: the Bank’s Agents report that some large 
developers have begun to scale back planned projects. 

Outlook
In the MPC’s central projection, house price inflation and 
housing investment growth are expected to fall further in the 

near term. That is consistent with indicators such as the RICS 
survey and housing starts. Further out, both are expected to 
pick up as headwinds from uncertainty dissipate and stronger 
income growth supports the demand for housing. 

There are of course risks around these forecasts. On the one 
hand, more persistent uncertainty could weigh on house 
prices, and housing investment could fall by more than 
projected ahead of the withdrawal of the Help to Buy scheme. 
On the other hand, a more rapid dissipation of uncertainty 
could lead to a stronger pickup in house price inflation and 
housing investment growth. 

(3) Corder, M and Roberts, N (2008), ‘Understanding dwellings investment’, 
Bank of England Quarterly Bulletin, 2008 Q4.
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Chart C Housing investment can contribute significantly to 
swings in the economic cycle
Proportion of falls in GDP during recessions that can be accounted for by 
housing investment(a)

Sources: ONS and Bank calculations.

(a) Housing investment is defined as the sum of dwellings investment (DFEG) and transfer of 
ownership costs (L635 + L637). Prior to 1997, quarterly data for transfer of ownership costs does 
not exist. As such, the contributions for dates prior to this are calculated solely using DFEG. 

(b) Recessions defined as two or more consecutive quarters of negative growth. The 2008–09 
recession spans from 2008 Q2–2009 Q2, the 1990–91 recession spans 1990 Q3–1991 Q3, the 
1980–81 recession spans 1980 Q1–1981 Q1, the 1975 recession spans 1975 Q2–1975 Q3.
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Chart D Housing investment growth held up following the 
referendum, but has weakened over 2018 
Contributions to four-quarter growth in housing investment(a)

(a) Chained-volume measure.


