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Executive Summary

 The UK is caught in an uncertainty curve as the latest slew of economic data 
proves

 Employment is rising steadily, with an increasing focus on self-employment, 
part time and contract work filling any gaps left by shifting working patterns

 The ratio of planning applications applied for against granted has tightened 

 The logjam in the delivery of new homes now sits squarely with developers 
rather than local authorities

 There remains a severe and widening wealth gap between the North 
and South, evidenced by the value of equity held in property. This will be 
exacerbated over time as this wealth is passed down a generation

 A move to execution-only could create a reason for mortgage product 
manufacturers to design up front offers that look attractive to customers, but 
which may include penalty clauses that bite at the tail end of the deal period, 
raising the possibility of accusations of unfair contracts

 Brokers continue to write new business on Libor-linked products, without 
being able to advise clients of how the move to Sonia will impact on them 
should their term extend beyond 2021 – lenders must communicate their plans 
to intermediaries as relates to the switch as soon as possible



Economic Overview

To say the entire country is caught in an 
uncertainty curve is an understatement 
and the latest slew of economic data 

proves it. Manufacturing figures published 
in September show the sector suffered its 
sharpest decline in seven years. Retail sales 
growth fell 0.5 per cent in August from July, 
a full percentage point below consensus, 
according to figures from the British Retail 
Consortium. The Confederation of British 
Industry meanwhile published similarly gloomy 
figures, with its reported sales balance at 
-16, considerably below its 12-month -1 
average. Figures highlighted by Pantheon 
Economics show Barclaycard reported growth 
in households’ spending slowed to just 1.3 per 
cent from 1.7 per cent in July. 
 

The pound has swung wildly over the past 
couple of months as revelation after revelation 
comes out of an increasingly unstable 
Westminster, with one economist likening 
sterling’s volatility to currency behaviour more 
commonly seen in developing economies. 

Brexit negotiations and political turmoil at 
home are undoubtedly making it very hard for 
businesses and consumers to make short and 
medium term financial decisions. That is also 
having an impact on longer-term investment 
activity and consequently business and asset 
values. UK GDP fell 0.2 per cent in the second 
quarter, though economists appear fairly 
sanguine about a quick reversal into positive 
territory in the third quarter. Though Sajid 
Javid’s September spending review was thin 
on details, the Chancellor did promise to boost 
government spending should Brexit go ahead 
on 31 October and there not be a general 
election before that date. This should help 
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risk-free assets such as government bonds, reducing the yields 
on those assets. 

Lower interest rates also reflect changing views among market 
participants about the probabilities of different Brexit 
outcomes. The latest betting odds suggest that the perceived 
probability of no deal has risen. The Reuters survey, which asks 
respondents about the probability of a disorderly Brexit, 
suggests that probability has also risen materially since May. 
As the weight attached to the possibility of a no-deal Brexit 
has increased, financial market participants have marked down 
their expectations for the path of interest rates.

Financial market participants’ expectations that the economy 
would be weaker in the event of a no-deal Brexit also mean 
that the sterling exchange rate tends to depreciate as the 
probability of a no-deal Brexit rises. The sterling ERI has fallen 
by 4% since the May Report (Chart 1.7). Sterling implied 
volatility has increased since May and the cost of insuring 
against a large depreciation — known as the risk reversal — has 
also risen. Since the forecast was finalised, sterling has 
depreciated further by around 2%, while sterling implied 
volatility and the risk reversal have increased a little more.

The growing perceived probability of a no-deal Brexit has put 
downward pressure on the equity prices of UK-focused 
companies (Chart 1.6). In contrast, the equity prices of 
UK-listed companies with significant overseas operations have 
risen, such that the FTSE All-Share index has been broadly 
unchanged. Because much of those companies’ profits is 
earned in foreign currency, their sterling value is mechanically 
boosted by the exchange rate depreciation.

Credit conditions facing companies and households
Corporate credit conditions were little changed in 2019 Q2. 
Corporate bond spreads across the main markets in which 
UK companies borrow are broadly similar to those at the time 
of the May Report. The cost and availability of bank lending to 
companies was also little changed in Q2, according to the 
Credit Conditions Survey. Contacts of the Bank’s Agents 
reported some tightening in credit conditions for firms in a few 
sectors, for example construction and high-street retail. 

For households, most mortgage rates were unchanged over 
2019 Q2, and have now been stable for over a year. That is 
despite spreads on unsecured bank funding having fluctuated 
substantially. As discussed in Box 1 of the February 2019 
Report, wholesale unsecured funding spreads are likely to be 
less important for retail banks’ loan pricing than in the past. 
That is because the large retail banks have increased their 
share of deposit funding — particularly sight deposits — 
relative to wholesale funding.

Although rates on consumer credit have been little changed 
since the run-up to the May Report (Table 1.E), there has been 

Chart 1.6 The FTSE All-Share index is broadly unchanged, but 
equity prices have fallen for domestically focused UK firms
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.
(c) UK domestically focused companies are defined as those generating at least 70% of their 

revenues in the UK, based on annual financial accounts data on companies’ geographic revenue 
breakdown.
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Chart 1.7 Sterling has fallen since May
Sterling ERI

Developments anticipated in May during 
2019 Q2–2019 Q4

Developments now anticipated during 
2019 Q3–2020 Q1

Advanced economies Broadly unchanged

• Quarterly euro-area GDP growth to 
average a little above ¼%.

• Quarterly US GDP growth to average 
½%.

• Quarterly euro-area GDP growth to 
average a little above ¼%.

• Quarterly US GDP growth to average 
around ½%.

Rest of the world Revised down slightly

• Indicators of activity consistent with 
four-quarter PPP-weighted emerging 
market economy growth of around 
4¼%; within that, GDP growth in China 
to average around 6%.

• Indicators of activity consistent with 
four-quarter PPP-weighted emerging 
market economy growth of around 4%; 
within that, GDP growth in China to 
average around 6%. 

The exchange rate and commodity prices Revised down

• Commodity prices and the sterling ERI 
to evolve in line with the conditioning 
assumptions set out in this Report.

• US dollar oil prices are 10% lower and 
the sterling ERI is down 4%. Commodity 
prices and the sterling ERI to evolve in 
line with the conditioning assumptions 
set out in this Report.

Cost of credit Revised down slightly

• Mortgage spreads to widen a little. • Mortgage spreads to remain broadly flat.

Table 1.D Monitoring the MPC’s key judgements
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Box 6
The sensitivities of the MPC’s projections to 
financial market expectations about the 
Brexit outcome

Consistent with the general approach to condition forecasts 
on Government policy, the MPC’s projections assume a 
smooth transition to the average of a range of possible 
outcomes for the UK’s eventual trading relationship with the 
EU. The MPC’s projections do not include the possibility that 
the UK leaves the EU without a deal.  

The MPC also conditions its projections on a range of UK asset 
prices, including market interest rate expectations, the sterling 
exchange rate, equity prices, corporate bond spreads and bank 
funding spreads. In contrast to the MPC’s Brexit assumption, 
actual asset prices do take into account the full range of 
possible Brexit outcomes — including a no-deal Brexit. Asset 
prices will be affected by the probability market participants 
attach to each of those outcomes, as well as their judgements 
about the likely responses of asset prices in each of those 
events.  

Given the MPC’s conditioning assumptions, there are some 
inconsistencies in the forecast. This box is intended to provide 
some stylised illustrations of the scale of those effects.

Betting odds (Chart A) and the Reuters survey of economists 
suggest that the perceived probability of a no-deal Brexit has 
risen markedly since May. As a result, sterling’s exchange rate 
(Chart A) and UK-focused equity prices (Chart 1.6) have 
fallen. In addition, because many financial market participants 
expect a monetary loosening in a no-deal Brexit, they have 
marked down their expectations for Bank Rate (Chart 1.5).

The rising perceived likelihood of no deal and market 
participants’ judgements about the effects on the economy 
and on monetary policy in that event will therefore have 
moved asset prices further away from levels consistent with 
the MPC’s assumption of a smooth Brexit.

If Brexit proceeds smoothly to some form of deal, asset prices 
would adjust: the market path for interest rates would be 
likely to rise, the sterling exchange rate to appreciate, 
UK-focused equity prices to rise, and credit spreads would be 
likely to fall. It is not possible to estimate precisely how asset 
prices would change in the event of a smooth Brexit. However, 
information from surveys, as well as observing how asset 
prices have moved as no-deal betting odds have changed, can 
provide some illustrations. For example, the median responses 
to a Reuters survey in July suggested that in the month 
following any Brexit deal sterling would be expected to trade 
at a level between 4% and 9% higher against the dollar than it 
was in the run-up to the August Report.   

The tables below provide stylised sensitivities of the MPC’s 
projections for growth and inflation to changes in asset prices. 
In illustrations with these particular constellations of asset 
prices, GDP growth and inflation would be expected to be 
lower. However, there is still significant excess demand at the 
end of the forecast period, which would boost inflation beyond 
that point.

These sensitivities leave all other assumptions unchanged 
from the MPC’s central projections. Those other assumptions 
could also adjust in response to Brexit developments. For 
example, households’ and companies’ spending would be 
affected by any changes in the perceived level of uncertainty 
about the future path of the economy.(1) 

The economic outlook will depend significantly on the 
outcome of the UK’s withdrawal from the EU and how 
households, businesses and asset prices respond. As the MPC 
has previously 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. 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.

(1) Box 5 in the February 2019 Inflation Report sets out some sensitivities of the MPC’s 
projections to movements in uncertainty as well as some asset prices.
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The volatility in output is expected to extend into the second 
half of this year. Assuming that companies do not have further 
shutdowns over the summer, car production is likely to boost  
GDP growth relative to normal in Q3. This effect should 
subsequently unwind. Firms’ stockbuilding behaviour around 
the new Brexit deadline on 31 October will also have an effect 
on growth. In the MPC’s central projection, stock levels are 
projected to remain unchanged in Q3, which provides a small 
boost to growth after the inventory reduction that appears to 
have occurred in Q2 (Chart 2.2). 

Looking through recent volatility, underlying growth appears 
to have weakened in the first half of the year relative to 2018 
to a rate below potential. It is projected to remain subdued in 
2019 H2, with business surveys pointing to broadly flat output 
in 2019 Q3. Given the volatility in official data at present, 
survey measures can provide a useful guide to underlying 
trends, as they often abstract from idiosyncratic factors. 
However, as discussed in Box 3 of the February Report, the 
relationship between survey responses and GDP growth may 
be weaker at times of high uncertainty.
 
The weakness in underlying growth partly reflects a slowing in 
the world economy: PMIs have fallen across a number of 
advanced economies over the past year. But the UK’s 
composite output PMI is now at the bottom of a range of 
advanced economies (Chart 2.3), so the weakness is likely to 
also reflect an increase in Brexit-related uncertainties. One 
area of the economy where this effect may be apparent is in 
business services and finance, where output growth has 
slowed sharply (Chart 2.4). Evidence from the Bank’s Agents 
suggests that a dampened appetite for investment in the UK 
has led to weaker demand for related professional services. 
The UK’s financial account does show unusual weakness in 
foreign inflows of direct and portfolio investment in Q1. 

2.2 Expenditure components of demand

The composition of demand growth in the first quarter of 2019 
was broadly in line with the expectation in the May Report: 
consumption was resilient and stockbuilding contributed 
positively, but net trade dragged on growth. The moves in all 
three components over the quarter were larger than 
anticipated, however. 

Stockbuilding and net trade
Stockbuilding made a large contribution to the expenditure 
measure of GDP growth in 2019 Q1 (Table 2.A), as firms built 
stocks ahead of the 29 March Brexit deadline. While firms 
increased their expenditure on stocks, not all of this boosted 
domestic production. Many of the stocks were sourced from 
elsewhere in the EU, and so EU goods imports rose sharply in 
Q1 (Chart 2.5). Goods exports to the EU also rose as EU firms 
built up stocks of UK goods, but net trade still reduced GDP 
growth substantially and the trade and current account 
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Chart 2.3 Output surveys have weakened across advanced 
economies
Survey indicators of output growth(a)

Sources: Eikon from Refinitiv, IHS Markit/CIPS and Bank calculations.

(a) Measures of current monthly composite (services and manufacturing) output for France, 
Germany, Italy, Japan and the United States. IHS Markit/CIPS composite PMI is unavailable  
for Canada. 
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boost the growth figures depending on how 
quickly it can be deployed. 

However, the ongoing uncertainty is already 
having a negative impact on business 
investment, which according to Pantheon 
Economics fell 0.5 per cent in Q2. There is 
also a global economic slowdown, to which 
the UK is not immune. German GDP is now 
in negative territory while the US yield curve 
inverted in August as short-term rates rose 
higher than long-term rates on Treasuries. 
International stock markets have seen a wave 
of sell-offs since the departure of Theresa May 
from and accession of Boris Johnson to office, 
contributing to increasing volatility in equities.

Mark Carney, governor of the Bank of England, 
warned in August that a no deal Brexit 
would cause an instantaneous shock to the 
economy while the Bank also cut its growth 
forecasts, warning that there’s a one in three 
chance Britain will sink into recession over the 
coming six months, even if a deal is agreed. In 
September, he observed that UK home buyers 
were not as active as he’d have expected given 
mortgage pricing competition and finance 
availability.

That negativity aside for a moment, there is 
still plenty to be confident about. Employment 
is rising steadily, with an increasing focus on 
self-employment, part time and contract work 
filling any gaps left by shifting working patterns. 
The three-month average unemployment rate 
rose to 3.9 per cent in June, from 3.8 per cent 
in March, above the no-change consensus. 
But the headline rate of year-over-year growth 
in average weekly wages, including bonuses, 
increased to 3.7 per cent in June, from 3.4 per 
cent in May, matching the consensus. Wage 
growth is clearly improving then, hitting an 11-
year high in June, while the latest CPI inflation 
was back down to 2 per cent. 

As it stands, consumer spending, and their 
ongoing ability to spend, is reasonably healthy. 
Consumer credit growth meanwhile, has 
slowed. Another general election and/or delay 
to Brexit could put a drag on their willingness 
to however, but Brexit-related uncertainty 
has put pressure on the Bank of England to 
backtrack on previous statements that the next 
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Brexit negotiations and political turmoil at home are undoubtedly making it very hard for 
businesses and consumers to make short and medium term financial decisions. That is also 
having an impact on longer-term investment activity and consequently business and asset 
values. UK GDP fell 0.2 per cent in the second quarter, though economists appear fairly 
sanguine about a quick reversal into positive territory in the third quarter. Though Sajid 
Javid’s September spending review was thin on details, the Chancellor did promise to 
boost government spending should Brexit go ahead on 31 October and there not be a 
general election before that date. This should help boost the growth figures depending on 
how quickly it can be deployed.  
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However, the ongoing uncertainty is already having a negative impact on business 
investment, which according to Pantheon Economics fell 0.5 per cent in Q2. There is also a 
global economic slowdown, to which the UK is not immune. German GDP is now in 
negative territory while the US yield curve inverted in August as short-term rates rose 
higher than long-term rates on Treasuries. International stock markets have seen a wave of 
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market-implied paths for policy rates in the US and euro area 
(Chart 1.5). Nonetheless, the fall in US forward interest rates 
appears large relative to the news in the data and the 
estimated impact of the tariffs implemented to date. It is 
therefore possible that the falls in US forward interest rates 
also reflect perceptions of increased risks around the global 
outlook — for example that tariffs increase further — as well 
as a weaker central projection for global growth.

Lower interest rate expectations may also reflect central bank 
communications. In the euro area, interest rate expectations 
fell sharply after the President of the ECB stated that 
additional stimulus would be required if inflation fails to return 
to the target. In the US, the median projection of FOMC 
participants for the federal funds rate at the end of 2020 fell 
from 2.6% in March to 2.1% in June, indicating a lower 
expected path for interest rates. The FOMC then reduced its 
target range for the federal funds rate at its July meeting. 
There has been little change to monetary policy in China since 
May, although fiscal policy has been loosened significantly 
since the start of the year.

The fall in market-implied paths for interest rates has 
supported equity prices. Equity prices were slightly higher in 
the US in the run-up to this Report than in May. They were 
broadly unchanged in the euro area, but a little lower across 
emerging markets (Chart 1.6). Over the period as a whole, 
corporate bond spreads are little changed. Overall, global 
financial conditions are estimated to be looser than at the 
time of the May Report, reflecting the fall in forward interest 
rates in advanced economies, which are likely to contribute to 
looser financial conditions in emerging markets.

In the MPC’s projection, the easing of global financial 
conditions supports a gradual pickup in world GDP growth to 
its potential rate. The forecast is nonetheless a little weaker 
than in May. That reflects the downward impact of higher 
tariffs and the related effect of weaker sentiment (Section 5).

1.2 Domestic financial conditions

Market interest rates, sterling and equity prices
The market-implied path for Bank Rate has fallen over the past 
three months, continuing its decline since late 2018. It now 
implies a 25 basis point cut in Bank Rate over the coming year 
(Chart 1.5). Over the forecast period, the market-implied path 
is on average around 70 basis points lower than in November 
and around 30 basis points lower than in May. Long-term 
UK interest rates have also fallen by around 40 basis points 
since May. 

Bank staff analysis suggests that the decline in UK forward 
interest rates since May can partly be attributed to global 
factors. For example, trade tensions and perceived downside 
risks to the global economy may have driven investors towards 
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Chart 1.4 Implied inflation expectations in the US and euro area 
have fallen since the May Report
Changes in five-year, five-year forward inflation compensation since the 
start of 2018(a)

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

(a) Derived from swaps. The instruments used are linked to the UK RPI, US CPI and euro-area HICP 
measures of inflation respectively.

Table 1.C Inflation has been subdued in the euro area and the US
Inflation in selected economies

Per cent

 Monthly averages 2019

 1998– 2010– 2018 Jan. Feb. Mar. Apr. May June 
 2007 17       

Annual headline consumer price inflation

United Kingdom 1.6 2.3 2.5 1.8 1.9 1.9 2.1 2.0 2.0

Euro area 2.0 1.3 1.8 1.4 1.5 1.4 1.7 1.2 1.3

United States(a) 2.1 1.5 2.1 1.4 1.3 1.4 1.5 1.4 1.4

Annual core consumer price inflation (excluding food and energy)(b)

United Kingdom 1.2 2.1 2.1 1.9 1.8 1.8 1.8 1.7 1.8

Euro area 1.6 1.1 1.0 1.1 1.0 0.8 1.3 0.8 1.1

United States(a) 1.8 1.6 1.9 1.8 1.6 1.5 1.5 1.5 1.6

Sources: Eikon from Refinitiv, Eurostat, ONS, US Bureau of Economic Analysis and Bank calculations.

(a) Personal consumption expenditure price index inflation.
(b) For the euro area and the UK, excludes energy, food, alcoholic beverages and tobacco. For the US, excludes 

food and energy.
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Chart 1.5 Market-implied paths for interest rates have fallen 
further since the May Report
International forward interest rates(a)

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

(a) All data as of 24 July 2019. The August and May 2019 and November 2018 curves are estimated 
using instantaneous forward overnight index swap rates in the 15 working days to 24 July 2019, 
24 April 2019 and 24 October 2018 respectively.

(b) Upper bound of the target range.

Source: Bank of England

CHART: Wage growth is improving and is ahead of inflation

Mark Carney, governor of the Bank of England, warned in August that a no deal Brexit 
would cause an instantaneous shock to the economy while the Bank also cut its growth 
forecasts, warning that there’s a one in three chance Britain will sink into recession over 
the coming six months, even if a deal is agreed. In September, he observed that UK home 
buyers were not as active as he’d have expected given mortgage pricing competition and 
finance availability. 

That negativity aside for a moment, there is still plenty to be confident about. 
Employment is rising steadily, with an increasing focus on self-employment, part time and 
contract work filling any gaps left by shifting working patterns. The three-month average 
unemployment rate rose to 3.9 per cent in June, from 3.8 per cent in March, above the 
no-change consensus. But the headline rate of year-over-year growth in average weekly 
wages, including bonuses, increased to 3.7 per cent in June, from 3.4 per cent in May, 
matching the consensus. Wage growth is clearly improving then, hitting an 11-year high in 
June, while the latest CPI inflation was back down to 2 per cent.  

CHART: Wage growth is improving and is ahead of inflation 

  
Source: Pantheon Economics 

As it stands, consumer spending, and their ongoing ability to spend, is reasonably healthy. 
Consumer credit growth meanwhile, has slowed. Another general election and/or delay to 
Brexit could put a drag on their willingness to however, but Brexit-related uncertainty has 
put pressure on the Bank of England to backtrack on previous statements that the next 
movement in the base rate would be upwards, with loosening of monetary policy 
increasingly a possibility in the coming months. 

CHART: Consumer credit growth has slowed 
(chart 2.8 from p10 https://www.bankofengland.co.uk/-/media/boe/files/inflation-
report/2019/august/inflation-report-august-2019.pdf?
la=en&hash=6BDB165D5ABAF6B8E218A90AB6790F1377B20F18) 
Source: Bank of England 

Source: Bank of England

CHART: Consumer credit growth has slowed
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such as the Nationwide and Rightmove indices — are 
suggesting a pickup. House price inflation is expected to be a 
bit stronger than anticipated in May (Table 2.B). However, as 
discussed in Box 4 of the May Report, the relationship between 
house prices and consumption has been weaker than usual in 
recent years, so this is not expected to have a material impact 
on consumption growth. 

Stronger house price inflation and a lower market path for 
interest rates are expected to boost housing investment, 
although it remains subdued in the near term. Growth in 
housing investment weakened over 2018 (Table 2.A), and 
private housing starts suggest that weakness will continue. 
This may reflect increased uncertainty about the outlook for 
the housing market. 

Business investment
Business investment is estimated to have increased by 0.4%  
in Q1 (Table 2.A), driven by higher investment in buildings and 
structures. This was stronger than expected in the May Report. 
Estimates of business investment are more uncertain than 
usual, however. The introduction of a new accounting standard 
— IFRS 16 — has affected how some businesses have reported 
their fixed assets in ONS surveys. The ONS has made an 
adjustment to the data to correct for this, but the size of the 
appropriate adjustment is hard to judge. This will continue to 
affect estimates in coming quarters.  

Despite the pickup in the official data, investment intentions 
have continued to be weak. In particular, the Agents’ score for 
investment intentions remained at a nine-year low in June. 
Businesses remain pessimistic about the economic outlook. 
According to the Lloyds Bank Business Barometer, firms’ 
expectations for the general economy are well below their 
historical and post-EU referendum averages.

Weaker global growth (Section 1) has led to a slowdown in 
business investment growth across the G7. This is unlikely to 
fully explain the marked weakness in UK investment, however 
(Chart 2.9). Prior to the EU referendum, UK business 
investment growth was growing in line with average growth 
across the rest of the G7. Since then, it has risen by just 1% in 
the UK, compared to an average of 12% elsewhere. 

Brexit-related uncertainties have weighed heavily on  
UK business investment. The recovery of 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 2.10).  
DMP Survey data suggest that the level of nominal investment 
may be between 6%–14% lower than it would have been in 
the absence of Brexit uncertainties.(1)  

(1) Further insights from the DMP Survey are discussed in more detail in Bloom, N,  
Bunn, P, Chen, S, Mizen, P, Smietanka, P, Thwaites, G and Young, G (2019), ‘Brexit and 
uncertainty: insights from the Decision Maker Panel’, Bank of England Staff Working 
Paper No. 780. 
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Chart 2.7 Official retail sales data have been stronger than a 
range of other indicators
Retail sales volumes and survey measures of retail sales(a)

Sources: British Retail Consortium (BRC), CBI, ONS, Visa and Bank calculations. 

(a) All survey indicators have been scaled to match the mean and variance of ONS retail sales volume 
growth since 2000 except the Visa series, which is since 2006. 

(b) Chained-volume measure. 
(c) Balance of respondents to the CBI distributive trades survey question ‘How do your sales and 

orders this month compare with a year earlier?’.
(d) Percentage change in Visa total consumer spending on a year ago, deflated by CPI inflation. 
(e) Percentage change in total sales. Not seasonally adjusted. 

2

0

2

4

6

8

10

12

2013 14 15 16 17 18 19

Credit card(b)

Dealership car 
finance(c)

Total consumer credit(b) 

(per cent) Other(b)

+

–

Percentage points

Chart 2.8 Consumer credit growth 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. 

Developments anticipated in May during 
2019 Q2–2019 Q4

Developments now anticipated during 
2019 Q3–2020 Q1

Consumer spending Broadly unchanged 

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

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

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

• Quarterly consumption growth to 
average ¼%.

Housing market Revised up

• 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.

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

• The UK house price index to rise by just 
over 2% in the year to 2020 Q1.

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

Business investment Revised down

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

• Business investment to fall by 1% per 
quarter, on average.

Table 2.B Monitoring the MPC’s key judgements
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movement in the base rate would be upwards, 
with loosening of monetary policy increasingly 
a possibility in the coming months.

Housing market

The housing market is reasonably 
stable, with forecasts suggesting that 
transactions will hit around 1.2 million 

in 2019, in line with a long-term average. 
However, according to analysis by Zoopla 
and Hometrack, turnover in the market is 
not evenly spread geographically. Perhaps 
unsurprisingly, sales volumes in the South East 
and London, where house prices are high and 
stamp duty bills large, have plummeted by 
between 15 and 25 per cent between 2014 
and 2018. Transcations in the North East, 
Wales and Northern Ireland meanwhile, have 

risen, largely as a result of better affordability in 
these areas.

While this is positive for these regions, there 
remains a severe and widening wealth gap 
between the North and South. This is starkly 
evident when considering the average value of 
equity held in the homes of those over the age 
of 65 in the UK. Hometrack and Zoopla figures 
put this at £363,000 per home in London but 
just £76,000 in the North East.

There has been much political bluster about 
investing in the North of England, less actual 
investment. Decommisioning old heavy 
industries such as coal, steel and ship building 
in the late 1970s and all through 1980s has 
left a lasting legacy in regional economies, with 
long-term unemployment, abandonded local 
high streets and few career opportunities for 

Source: RICS and Capital Economics

CHART: New buyer enquiries and new sales instructions (% balance)

  
Source: RICS and Capital Economics 

Housing market 

The housing market is reasonably stable, with forecasts suggesting that transactions will 
hit around 1.2 million in 2019, in line with a long-term average. However, according to 
analysis by Zoopla and Hometrack, turnover in the market is not evenly spread 
geographically. Perhaps unsurprisingly, sales volumes in the South East and London, where 
house prices are high and stamp duty bills large, have plummeted by between 15 and 25 
per cent between 2014 and 2018. Transcations in the north east, Wales and Northern 
Ireland meanwhile, have risen, largely as a result of better affordability in these areas. 

While this is positive for these regions, there remains a severe and widening wealth gap 
between the north and south. This is starkly evident when considering the average value 
of equity held in the homes of those over the age of 65 in the UK. Hometrack and Zoopla 
figures put this at £363,000 per home in London but just £76,000 in the north east. 

There has been much political bluster about investing in the north of England, less actual 
investment. Decommisioning old heavy industries such as coal, steel and ship building in 
the late 1970s and all through 1980s has left a lasting legacy in regional economies, with 
long-term uneployment, abandonded local high streets and few career opportunities for 
those seeking above average salaries.  

In spite of repeated promises to invest in infrastructure in these areas, to support better 
mobility and encourage more employers to move out of London and further north, the 
economic reality remains bleak in much of the country. That this has contributed to the 
social and political differences evident between those in the north and those in the south 
is hard to argue against and perhaps partially responsible for the political mess that is 
Brexit. This property value disconnect will need government analysis and intervention to 
avoid the inter-generational unfairness it creates from spiralling into a deeper structural 
economic issue. 

These divisions are likely only to get worse over the coming decades as so much of an 
individual’s ability to scale the social ladder depends increasingly on inherited wealth built 
up by older generations in their homes.  

ROBERT: DO WE WANT TO CALL FOR SOMETHING TO CHANGE OR JUST NOTE THIS? 

Source: RICS and Capital Economics

CHART: Later life lending

  

New Build 

The latest government statistics show that between January to March 2019, district level 
planning authorities in England received 111,300 applications for planning permission, 
down 5 per cent on the corresponding quarter of 2018. They granted 81,500 decisions, 
down 7 per cent from the same quarter in 2018; this is equivalent to 88 per cent of 
decisions, unchanged from the same quarter of 2018. The statistics also showed that local 
authorities decided 88 per cent of major applications within 13 weeks or the agreed time, 
down one percentage point from the same quarter in 
2018. 

CHART: Planning applications in England  
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/
attachment_data/file/812867/Planning_Applications_January_to_March_2019_-
_statistical_release.pdf 
First chart 

  
Source: Office for National Statistics 
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those seeking above average salaries. 

In spite of repeated promises to invest in 
infrastructure in these areas, to support better 
mobility and encourage more employers to 
move out of London and further North, the 
economic reality remains bleak in much of 
the country. That this has contributed to 
the social and political differences evident 
between those in the North and those in the 
South is hard to argue against and perhaps 
partially responsible for the political mess that 
is Brexit. This property value disconnect will 
need government analysis and intervention 
to avoid the inter-generational unfairness it 
creates from spiralling into a deeper structural 
economic issue.

These divisions are likely only to get worse 
over the coming decades as so much of an 
individual’s ability to scale the social ladder 
depends increasingly on inherited wealth built 
up by older generations in their homes. 

New Build

The latest government statistics show 
that between January to March 2019, 
district level planning authorities in 

England received 111,300 applications for 
planning permission, down 5 per cent on the 
corresponding quarter of 2018. They granted 
81,500 decisions, down 7 per cent from the 
same quarter in 2018; this is equivalent to 
88 per cent of decisions, unchanged from the 
same quarter of 2018.

The statistics also showed that local authorities 
decided 88 per cent of major applications 
within 13 weeks or the agreed time, down one 
percentage point from the same quarter in
2018.

Anecdotal evidence suggests that new builds 
are selling off-plan within four weeks of listing, 
up to a full 12 months ahead of completion. 
Developers put this down to accelerated 
demand from buyers, and particularly those 
buyers using the government’s Help to Buy 
scheme combined with a lag on planning 
application approvals from local authorities for 
new residential developments. 

The Office for National Statistics figures for 
Q1 2019 bear this out in England. District level 
planning authorities granted 11,200 residential 
applications South of the border, down 6 per 
cent on a year earlier, including 1,600 for major 
developments and 9,600 for minor ones. 

However, we are hearing that the ratio of 
planning applications applied for to granted 
has tightened since, with the logjam in the 
delivery of new homes now sitting squarely 
with developers rather than local authorities. 
Restricting the volume of new build starts 
to the degree that off-plan sales are selling 
a year ahead of completion and within a 
month of listing, coupled with stories in the 
media revealing the aggressive sales tactics 
being used by some developers cannot be 
misconstrued. This is developers controlling the 
supply of new homes to maintain unit values. 
Indeed, the latest results season saw builders 
post another round of record profits. The last 
time we saw this level of demand was back in 
1988, a year ahead of the 1989 crash. 

Execution-
only: cause for 
compensation? 

The regulator is due to report its response 
to the Mortgages Market Study 
consultation in Q4, unanticipated events 

notwithstanding. AMI has already been vocal 
about the intermediary position on a wholesale 

Source: Office for National Statistics

CHART: Planning applications in England
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Planning Applications in England: 
January to March 2019 

Between January to March 2019, district level planning authorities 
in England: 
• received 111,300 applications for planning permission, down five 

per cent on the corresponding quarter of 2018; 

• granted 81,500 decisions, down seven per cent from the same 
quarter in 2018; this is equivalent to 88 per cent of decisions, 
unchanged from the same quarter of 2018; 

• decided 88 per cent of major applications within 13 weeks or the 
agreed time, down one percentage point from the same quarter in 
2018.  

• granted 11,200 residential applications, down six per cent on a 
year earlier: 1,600 for major developments and 9,600 for minors;  

• granted 2,000 applications for commercial developments, down 11 
per cent on a year earlier. 

The chart below (Figure 1) shows trends in numbers of applications 
received, decided and granted since 2004-05. 
 

 
 
In the year ending March 2019, district level planning authorities: 
• granted 357,700 decisions, down five per cent on the year ending 

March 2018; and, 

• granted 46,800 decisions on residential developments, of which 
6,300 were for major developments and 40,500 were for minors, 
down by three two and five per cent respectively on the year 
ending March 2018. 
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move to allow execution-only sales to re-enter 
the mainstream market. It is a mistake, and 
one that will lead to the FCA’s own Mortgage 
Market Rules on advice being gamed. 

Further to this, AMI has identified a number 
of worrying potential unintended outcomes 
from a shift towards execution-only sales. 
The first is that there is likely to be increased 
pressure on both intermediaries and lenders to 
generate volume sales through the execution-
only channel, particularly as it is lower cost for 
lenders and brokers to sell and would seem to 
present lower ongoing risk of inappropriate 
advice claims. 

This in turn would likely create a reason for 
mortgage product manufacturers to design up 
front offers that look attractive to customers, 
but which may include penalty clauses that 
bite at the tail end of the deal period. The 
experience of discount rates sold to sub-
prime borrowers in the run into the financial 
crisis would be an apt example of this type of 
product design.

Prudential Regulation Authority rules requiring 
residential affordability stress-testing would 
not necessarily rule out this type of abuse, 
particularly where deal terms are longer. 
At a time of very low interest rates and 
comparatively high house prices, making 
longer and longer mortgage repayment terms 
increasingly normal, the additional expense 
incurred by customers could be significant over 
several decades. 

The question AMI would ask is: could this type 
of product design be construed as an unfair 
contract? Another, is whether it could result in 
customer harm, a particular cause for concern 
for the FCA today. 

There is a real challenge here, reliant on 
whether regulators in the future are likely to 
consider a scenario such as this worthy of 
customer compensation. Much will depend on 
whether the FCA and/or Financial Ombudsman 
Service deem lenders and/or intermediaries 
to be deliberately generating volumes on an 
execution-only basis to keep costs low and 
whether the bulk of this volume should actually 
have been advised.

Libor and Sonia

Following the Libor scandal and 
consequent Wheatley Review of 2012 
which concluded that this widely-used 

benchmark rate had been manipulated, the 
Bank of England and Financial Conduct 
Authority have signalled that banks must move 
away from using the London Interbank Offered 
Rate from 2021. In its place will be Sonia, the 
Sterling Overnight Index Average, the effective 
overnight interest rate paid by banks for 
unsecured transactions in the British sterling 
market.

Market estimates suggest around $350 trillion 
worth of financial contracts are underpinned by 
Libor globally. These include mortgages, credit 
cards and swaps in Britain and around the 
world. The move to Sonia for FCA-regulated 
activity will therefore be significant, as all of 
these contracts will need to be rebased from 
Libor to the new reference rate. 

Where new mortgage contracts are priced 
based on swaps linked to Sonia, the move 
to the new benchmark should be reasonably 
smooth. However, there remains something 
of a question mark over the transitioning of 
existing contracts from Libor-linked rates to 
Sonia-linked rates. Sonia tends to be lower 
than Libor – as well as based on a larger volume 
of transactions carried out at observable rates 
– raising implications for the switch of existing 
contracts. 

Some lenders have reported a decision not 
to wait for the new Sonia regime and have 
instead, already started to link new mortgage 
product pricing to Bank Base Rate. It’s likely 
that most mortgage contracts include provision 
to allow for Libor-linked pricing to be replaced 
with another, suitable benchmark rate. In many 
cases, and certainly where existing mortgage 
contracts are concerned, how this transition 
will affect customers across residential, 
commercial and buy-to-let markets remains 
uncertain. 

The price differential for existing customers 
whose mortgages will have to see a switch 
is therefore, as yet, unknown. According to 
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one lender, it’s possible to adjust the price 
differential so that pay rates remain unchanged 
– particularly during the product term. There 
remain unanswered questions on the potential 
price differentials for default variable rates, as 
well as whether any adjustments to maintain 
pay rates will be compulsory or voluntary on the 
part of lenders. 

Andrew Bailey, chief executive of the FCA, 
noted in July this year that the market in which 
the Libor transition was least advanced was the 
loan market. He has called for a ‘major transition 
programme to be undertaken’ within the coming 
12 months. AMI is also concerned that lenders 
have not engaged in any communication with 
intermediaries on the transition to Sonia yet 
either. In reality, because Libor is a more volatile 
rate based on lower volumes of transactions 
than Sonia, as well as an implied credit premium 
that seeks to reflect the cost of unsecured 
wholesale funding to banks, it’s likely that 
Sonia-linked pricing will be lower than the 
existing Libor-linked costs for borrowers. 

While this may mean that lenders are unworried 
about a potential payment shock scenario 
off the back of the switch, currently, brokers 
continue to write new business on Libor-linked 
products, without being able to advise clients 
of how the move to Sonia will impact on them 
should their term extend beyond 2021. 

Not only is this is far from ideal, potentially 
opening a window of opportunity for 
accusations of incomplete advice to arise 
against brokers advising on regulated 
mortgage contracts in future, it is also in direct 
contravention of guidance already given by 
the FCA. Mr Bailey has been explicit in his 
expectations of lenders, saying in July: ‘If you 
are a Libor borrower, you should be expecting 

your bank to contact you about the change 
ahead. Put simply, banks should be discussing 
with you loan products that do not rely on 
Libor. 

‘If you are a bank lending Libor to corporate 
and retail customers, you should have plans 
to explain the forthcoming change to your 
customers, and be explaining the potential risks 
of continuing with Libor.

‘One question close to front of minds is of 
course how to ensure that those already on a 
Libor-related loan, but maturing after end-2021, 
are treated fairly. 

‘I think the Alternative Reference Rates 
Committee’s recommended fallback language 
for syndicated and bilateral loans, and the wide 
consensus that has emerged across buy-side 
and sell-side in response to International Swaps 
and Derivatives Association’s consultation on 
how to calculate a fair replacement value for 
Libor helps to provide a path forward on this. 
But the best way to avoid the complications of 
calculating, and explaining, replacement rates is 
to avoid new Libor contracts.’

It’s our understanding that other UK mortgage 
trade bodies have sought further guidance from 
the regulator on how to approach this situation, 
but firms have been encouraged to make their 
own decisions.

We would therefore urge the regulator to 
consider reviewing this approach, to encourage 
lenders to communicate their intentions as soon 
as possible. It may also be advisable to include 
wording within advice contracts that covers 
this set of circumstances, to cover off the risks 
of lenders not transferring quickly to new 
alternative rates. . 


