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This review explores trends in consumers’
financial behaviour through the third quarter of
2024.

With wage growth gradually easing, cost
pressures and rates starting to come down, the
outlook for households has improved. Although
the challenges are far from over, the emerging
themes from the data point towards continuing
improvement.



Household confidence dipped in Q3 2024, amidst a summer of speculation about
domestic and global events, and the contents of the Autumn Budget. Despite some
reluctance to take on larger purchase commitments, overall spending increased
compared with a year ago.

After returning to annual growth in Q2, mortgage lending rose again in Q3, with
indications that this will continue into the fourth quarter.

Mortgage activity in 2024 has been very sensitive to changes in product pricing,
although it is unclear whether those buying this year as rates fell previously could not,
or would not, transact when rates were higher. Overall affordability is, however, moving
back towards the highly pressured levels seen through last year’s lending slump.

After rising without pause through 2023, the growth in arrears slowed almost to a
standstill in the first half of 2024. In Q3 arrears fell, with signs that numbers will fall
further through Q4 and potentially beyond. Downside risks remain, but tighter lending
standards for the past decade, low unemployment and extensive lender forbearance
look to have made this arrears cycle shorter and less severe than we have seen in
previous downturns.

Older mortgages, which were subject to less stringent underwriting criteria, are still at
heightened risk amidst higher interest rates and household bills. These cases make
up the maijority of customers in heavy arrears and of mortgage possessions.

Whilst very low, possession numbers are up compared to last year as the industry
increasingly returns to Business-As-Usual processes, after the disruptions of the
pandemic era, for those cases where all other options to repay have been exhausted.

UK economic growth slowed in the third quarter of 2024. GDP expanded by just 0.1
per cent in the three months to September, down from 0.5 per cent growth in the
previous quarter. While economists and the Bank of England had forecast growth to
ease, this was nevertheless a weaker than expected outturn.

There was a notable slowing in services growth. Output increased by just 0.1 per cent.
Despite the drop in consumer sentiment (Chart 1) over the summer, consumer-facing
services such as retail and hospitality fared a bit better, growing by 0.5 per cent over
the quarter.



Elsewhere, construction activity rebounded following three consecutive quarters of
contraction. Growth came from new infrastructure work while repair and maintenance,
particularly related to private housing, fell. This was a likely consequence of continued
caution amongst households about the outlook for their finances.

While growth ticked over at a modest pace going into the second half of the year,
business sentiment was more fragile. Post-election uncertainty around the new
government’s economic and fiscal priorities weighed on demand, according to the
manufacturing and services purchasing managers’ indices. The international demand
picture also remained weak. Taken together, this points to challenges for growth in the
short-term.

While the growth news has been a bit disappointing over the quarter, the story on
inflation was somewhat better than expected. Headline inflation fell back to 1.7 per
cent in September, and CPI has averaged just above the Bank’s two per cent target
over the past six months.

Food price inflation subsided significantly and was below two per cent in Q3. Lower
energy and petrol costs have also helped to keep headline inflation in check over the
past couple of quarters, which is better news for household budgets. Less positively,
the increase in the energy price cap from October will push CPI higher by the end of
this year, with further upside from recently announced measures in the Budget, which
we will turn to later. Ahead of these effects, October figures saw CPI inflation tick up
to 2.3 per cent.

While the effects on inflation from past external shocks appear to be dissipating the
Bank of England continues to closely monitor domestic inflationary pressures,
particularly the path of services inflation and labour market developments.

On the latter, data continue to point to gradual loosening in the labour market. Wage
growth moderated further over the quarter but remained elevated, with regular pay
showing an annual growth rate of 4.8 per cent in the three months to September. ONS
estimates show an increase in unemployment, consistent with the softer hiring
intentions reported in business surveys.

The Monetary Policy Committee (MPC) has responded to developments with two
quarter point interest rate cuts, in August and November. Communications from the
MPC have indicated that a gradual approach to removing policy restraint remains
appropriate, likely ruling out further cuts this year.

While anticipation around the new government’s fiscal priorities dominated the
backdrop to this Q3 Review, the detail of the Budget statement itself at the end of
October will influence the path of growth, inflation, investment and the labour market
in the year ahead.



The Chancellor announced tax increases amounting to just over £40 billion per year
by the end of the forecast period (2029/30). The bulk of the revenue raising was from
an increase in employer national insurance contributions (NICs), including a cut to the
level at which employers start paying NICs. There was an offsetting increase to the
employment allowance aimed at minimising the impact on the smallest employers.
Changes to the capital gains tax regime, including for “non-doms”, and the application
of VAT to private school fees account for most of the rest of revenue raised.

Additional spending, reaching over £70 billion by the end of the forecast period, was
also announced. This will provide departments with budgets for this financial year and
next, and set the broad spending envelope for the 2025 spending review.

Key forecasts for growth and the labour market were little changed compared with
March. GDP growth is expected to be a little stronger this year and next. CPI will be
higher, notably next year as the Office for Budgetary Responsibility (OBR) expects
some pass-through from higher NICs into consumer prices and the additional demand
generated by fiscal loosening. Those NICs rises also feed into weaker real income
growth — particularly in the later years of the forecast. Consequently, household
spending growth will also be weaker than previously expected. While consumer (and
business) confidence looked shaky ahead of the statement, the potential impact on
businesses may take a little time to process, and households will not feel materially
better off in the near term.

There is a clearer commitment to longer term public investment, which has long been
a weak point for the UK, but there remains a job to do on longer term structural reforms
that could support improvements in productivity and growth.

Consumer sentiment overall trended sharply down in Q3, bucking the broad recovery
path seen since the all-time low in Autumn 2022. This appears to have been driven by
a greater degree of pessimism as to the path of the economy (Chart 1).
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Despite feeling more positive about their own situations, the downbeat overall
sentiment is also bearing down on consumers’ intentions to make major purchases.

With inflation expected to remain well below the highs of recent years, real income
growth will see households feeling incrementally better off and this should support a
gradual recovery in sentiment. But it appears that wider domestic and global events
are working in the opposite direction and, whilst uncertainty on these external factors
remains, overall confidence may well reman negative.

With cost-of-living pressures gradually receding through 2024, we have seen

consumer spending continue to recover from the very weak numbers seen since the
middle of 2022 (Chart 2).
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goods and furniture remained weak, although overall spending on household goods
was somewhat offset by a recovery in activity in DIY stores.

Spending in the travel sector remained strong however, as it has done ever since the
lifting of pandemic-related restrictions and through the cost-of-living crisis.

Overall, consumer spending looks to now be approaching the longer-term equilibrium
trend seen before the disruptions of the pandemic and cost-of-living years.

Having returned to annual growth in Q2 2024, house purchase lending remained
robust in Q3 (Chart 3).
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Despite these two quarters of double-digit annual growth, lending volumes are yet to
fully recover, following the significant contraction seen through last year, and remain
some way below the broadly cycle-average levels seen in 2022.

In Q3, lenders were able to resume a gradual downward pricing of new mortgage
rates, and application volumes showed a commensurate increase again through the

quarter. This signals that the growth in mortgage completions (outturn) will be
sustained through the remainder of 2024.

Mortgage demand through this year looks to have been highly price-sensitive, rising
in line with each period of falling offer rates. What is less clear though is how much of
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this demand comes from customers who could have borrowed when rates were higher
but were waiting for rates to ease so that their payments would be less, and how much
was from those who, when rates were higher, were simply unable to access mortgage
credit.
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last year is welcome, but it is clear that affordability remains far tighter than it has been

for over a decade. Indeed, despite the downward movement in rates this year other

factors, including rising house prices, are pushing affordability metrics back towards
the levels seen late last year.

Even as we see these metrics tick back up, there are regulatory factors ensuring that
the extent of income stretch cannot return to the sorts of levels seen in the late 2000s.
The FCA's affordability and stress tests work to ensure each customer takes on only
debt that they can afford to pay back over the life of the loan.

Separately, the Financial Policy Committee’s restriction that firms cannot allocate more
than 15 per cent of their new lending at loan-to-income ratios above 4.5 is intended to
prevent the mortgage market as a whole overheating or feeding into cycles of
excessive consumption. This combination of rules works to de-risk the market as a
whole and deliver additional protection for customers who can borrow. Nevertheless,
the current regulatory environment — almost by definition — is acting as a barrier to
entry for some cohorts who would have been able to borrow, were the regulations less
restrictive. In the face of the ongoing, structural shortage of housing in the UK, a lower-
risk mortgage market inevitably means fewer households are able to access mortgage
credit.



As real income growth continued to ease the pressure on household budgets,
consumer spending returned to annual growth in Q3. This income growth, combined
with reductions in offer rates, also drove an increase in borrowing for house
purchase. Although mortgage affordability is creeping back towards the stretched
levels seen through last year’s contracting market, the strength in mortgage
borrowing looks likely to persist at least through to the end of the year.

With almost three million fixed rate mortgages reaching the end of their deal rate period
through the past two years, there has been a continuing large potential market for
refinancing. The dynamics of that market have shifted over this period, however. With
affordability much tighter than we have seen for well over a decade external
remortgaging, which is typically subject to the same affordability tests as house
purchase lending, has been subdued.

The potential risk for existing customers (of affordability challenges leaving them stuck
on a higher reversion rate following the end of a fixed rate deal) has been greatly
alleviated by the approach that lenders take to retaining customers. The mortgage
market continues to offer very competitive rates to retain their existing customers and,
with internal product transfers (PTs) not subject to affordability tests in the same way
as external remortgages, we have seen proportionally more customers choosing to
refinance with their existing lender.

Since the fourth quarter of 2022,  chart 5: Number of mortgage refinancing transactions
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this January, and a second, more modest movement in late Q3 — the share of PTs has
remained above 80 per cent.

The reductions in offer rates have eased remortgage affordability but these pressures
have far from vanished. The combination of this with the still-competitive rates on offer
for existing customers have dampened external remortgaging volumes through 2024.
This means that, although refinancing business has been robust overall, the lower
external volumes are feeding through to lower industry gross lending (as PTs do not
feature in new lending figures).

The gradual easing in rates and wider affordability pressures will likely see a modest
shift towards external remortgaging through 2025, but PTs will continue to take a
somewhat elevated share of refinancing for the time being.

Following continuous contraction through most of 2023, we have since seen personal
deposit levels grow from the start of 2024 and continuing through Q3.

Chart 6: Personal account deposit levels Like new mortgage lending rates,
£1200 b savings rates have been drifting
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In its November Monetary Policy Report the Bank of England set out its expectation
that, as savings rates fall, the incentive to save will reduce and both household
consumption and borrowing will rise, although these behaviours are subject to how
households react to the tax and spending measures set out in the Budget. For now
though — and even with the fall in rates seen this year - healthy real rates of return can
be found in the savings market.


https://www.bankofengland.co.uk/monetary-policy-report/2024/november-2024

As cost-of-living pressures ease gradually households will, incrementally, find
themselves with more ability to save but, equally, more spending power. As savings
capacity grows we can expect deposit levels - particularly in notice accounts - to
continue to rebuild beyond the peaks seen over a decade ago.

Household refinancing and savings:
Summary

Although Bank Rate cuts to date (and expectations of those to come) have facilitated
cuts in mortgage offer rates, affordability challenges are still constraining open market
remortgaging, with more customers choosing to refinance with their existing lender. At
the same time, despite falling savings rates, households are again building up
reserves, primarily in notice accounts which still offer real rates of return on savings.

Overdraft levels stable....

On the other side of the scales,  chart 7: Household sector overdraft debt outstanding at
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....and card debt continues to grow in line
with long-term trends

Whilst overdraft debt has been essentially flat, borrowing on cards has continued to
grow, but at broadly trend levels.
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Chart 8: Credit card lending and interest-bearing Over time, cards have become more
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normal patterns, after the last of the

pandemic restrictions were lifted, gross lending on credit cards resumed its long run

upwards path (Chart 8). This growth reflects a combination of population growth,

general price inflation and that shifting preference towards use of cards as a payment
method.

At the same time, the proportion of credit card debt that is interest-bearing has
continued its long-term drift downwards, with no indication that any increased numbers
have encountered difficulty in paying off their credit card bills through the cost-of-living
crisis.

Whilst data show overdraft and credit card debt continuing to run at stable levels, less
is known about some other consumer credit products. Although we do not have access
to timely, monthly data in the way that we do for more traditional borrowing, UK
Finance’s recent UK Payment Markets report indicates that that use of Buy-Now,
Pay-later (BNPL) products continued to rise last year. 14 per cent of consumers used
this as a method of payment in 2023, up from 12 per cent in 2022.

In addition, the frequency and demographic reach of BNPL has increased. Having
started as a payment method primarily used by younger consumers, this has more
recently broadened amongst older cohorts, and the regularity with which each of these
consumers use BNPL has also risen.

Increased use of BNPL is not an indicator of household financial stress in and of itself.
Like credit cards, it is generally cost-free to the consumer so long as payments are
made on schedule. Whilst BNPL is still only used by a minority of the population, it is
a growing market, and its omission from widely available data means this understates
the full range of consumer credit borrowing. The extent of this understatement will
increase as take-up expands further.
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After that point, however, the growth in arrears came to a near standstill. In the first
half of the year, the number of arrears cases rose by just 2,400 more cases, and
indications were that Q3 would likely show a similar picture.

In fact, by the end of Q3 the number of mortgages in arrears had fallen, by three per
cent, to 106,630 cases, more than reversing the very modest cumulative increase in
numbers seen since the start of the year.

The resilience of the mortgage market against the considerable cost and rate
pressures seen over the past three years is, in large part, down to three key factors.
Unemployment, historically the key driver of arrears, has remained very low, even with
some modest increases through the past 18 months.

With most households seeing their employment income maintained (at least in nominal
terms), responsible lending rules then ensured that mortgage payments remained
affordable alongside other household commitments, even when rates rose to a
materially higher, stressed level than those in place at the start of the mortgage.

A final factor slowing down the build-up of arrears is the extent of forbearance that
lenders now provide. By treating each customer in difficulty on a case-by-case basis,
lenders can offer appropriate options to mitigate — and eventually repay — mortgage
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arrears that work best for each customer, according to their specific set of
circumstances.

Looking immediately ahead, early arrears cases fell again in Q3, suggesting that Q4
will see another decline in total arrears numbers. Even so, there will still be customers
who are worried about meeting their mortgage payments, and this is where lenders
can help most effectively. It remains critical that those customers who are facing
difficulty speak to their lender at the earliest opportunity so that together, they can
identify the best solution for their particular situation.

With the outlook for only a modest rise in unemployment through this year and next,
and inflation back down around target, we can expect real wage growth to continue to
gradually ease the pressure on household finances. Barring unexpected shocks to
either of these, this improvement in real incomes, together with anticipated cuts in
Bank Rate, should contribute to a gradual decline in mortgage arrears through the
remainder of this year and next.

Although the number of mortgages in arrears looks to have peaked - at least for the
time being - not all existing arrears cases are seeing an improvement. There are cases
where, despite extensive lender forbearance, customers are unable to cope with the
still-significant cost and rate pressures and are seeing their arrears positions worsen.

With responsible lending rules insulating almost all more recent customers from
arrears, the majority of current arrears cases relate to mortgages taken out over ten
years ago, before the rules came into place. In fact, half of all homeowner mortgages
currently in arrears were taken out in the years immediately preceding the credit
crunch (2005-2008).
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Some of these have been in  chart 10: 2005-2008 homeowner mortgage originations in
arrears for some time, but arrearsin June 2024
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numbers amongst this cohort of mortgages fall behind on payments.

As well as pushing more of these older mortgages into arrears, the higher rate
environment means each missed payment builds the arrears balance at a much faster
rate. As a result, the typical value of arrears for those pre-GFC mortgages has risen
from under £13,000 in December 2019, just before the pandemic took hold, to over
£34,000 by the middle of this year, with those arrears representing around 29 per cent
of the mortgage balance.

This underlines a key point: as we have observed, extensive lender forbearance is
greatly helping mitigate the build-up of arrears for customers in difficulty. However, in
a very small minority of cases, all forbearance options and avenues to clear arrears
have been exhausted and there is no realistic prospect of the customer repaying the
arrears. Where this happens, it is in the best interests of the customer that they exit
their mortgage as quickly as possible with the maximum amount of equity.

This becomes far more important in the current higher rate environment where
customers in arrears see their equity eroded at a significantly faster rate. Although
these customers from the pre-GFC years have had the cumulative benefit of house
price growth over nearly two decades, further growth is never guaranteed, particularly
over a short time period.

Added to this, disproportionate numbers of loans in this cohort remain on the interest-
only basis on which they borrowed, and so have not seen the same level of equity
growth as those borrowing on a capital-plus-interest basis. Whilst very few are
currently in a position of minimal or negative equity, an efficient exit process will
preserve the remaining equity for the customer, rather than seeing it eaten away in
arrears that they cannot repay.
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Against this backdrop of arrears numbers stable overall but more persistent cases
falling deeper behind each month, the industry and courts continue to work through
that small minority of cases where the arrears cannot be cleared.

There were 1,700 mortgage possessions in Q3 2024. Although this was essentially
unchanged from the figure in Q2, it was some 52 per cent up on the number seen in
Q3 last year (Chart 11).
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The vast majority of cases going through the possession process now relate to much
older mortgages, which have typically been in arrears for some years. As we have
detailed above, arrears on those pre-GFC cohort mortgages typically represent
some 29 per cent of the outstanding balance — nearly three times the proportion
seen before the pandemic.

So, whilst possessions are rising, year-on-year, this return to normal operating
timelines is an important part of a well-functioning mortgage industry that works in
the best interests of all customers, including that small minority who can no longer
maintain their mortgage in the long term.

Going forward, with the flow of newly-emerging cases now falling away, there will be
commensurately fewer of these who do not cure but instead fall into deeper, more
serious shortfalls and ultimately into possession. However, whilst we expect the
overall number of arrears to fall through this year and next, the path of possessions
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activity will continue to be driven by the evolution of that cohort of older mortgages
where customers have less resilience against cost and rate pressures.

After a year in 2023 through which we saw both arrears and possessions rise from
historic low levels as cost and rate pressures took their toll, the market appears to
have turned a corner in 2024, with arrears first flattening out and now, in Q3, starting
to fall back. Early signs are of further improvement to come in Q4, and the path of
arrears now seems to point more firmly downwards, albeit that external economic
factors have the potential to derail this recovery.

Whilst possessions continue to rise, the caseload consists mostly of older mortgages
where customers do not have the same resilience as those taken out over the last
decade. The continuing flow of new lending subject to stringent lending criteria into the
overall mortgage stock will ensure that, in the absence of severe shocks to
employment or interest rates, overall numbers of possessions will remain much lower
than we have seen in previous market cycles.

Disclaimer

This report is intended to provide information only and is not intended to provide financial or
other advice to any person. Whilst all reasonable efforts have been made to ensure the
information contained above was correct at the time of publication, no representation or
undertaking is made as to the accuracy, completeness or reliability of this report or the
information or views contained in this report. None of UK Finance or its officers, employees or
agents shall have any liability to any person for decisions or actions taken based on the content
of this document.
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