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Household spending in stores grew in the third quarter, as wage growth gradually
works to restore household disposable income following the hit through the cost-of-
living crisis.

Borrowing for house purchase also returned to growth in Q3, with a broadly stable
picture following the Stamp Duty-related dislocations in the first half of the year. Whilst
affordability remains very tight, the modest changes to lending regulations announced
earlier in the year look to be helping access to mortgage credit for more potential
customers at the margins.

Against a backdrop of tight affordability, the potential benefits from relaxing lending
regulations further, to allow wider access to homeownership, need to be balanced
against the risks of fuelling unsustainable levels of demand. However, limited and
carefully considered changes could help some who may have been disproportionately
impacted by the rules.

After muted activity in the first half of the year, Q3 finally showed the expected growth
in mortgage refinancing. Further growth is expected through the final months of the
year as strong numbers of fixed rate deals are set to expire and customers look for a
new deal rate.

Savings growth slowed but remained positive, with more households reporting they
are increasing their precautionary savings against an uncertain economic backdrop.

Mortgage arrears fell again, and numbers are now 14 per cent below the modest peak
levels seen in early 2024. Possessions continued to gradually increase but remain at
low levels by historic comparisons, with no expectation of a return to the sorts of
numbers seen in previous cycles.

Going into the second half of 2025 UK growth continued to moderate. After some
better-than-expected GDP news in the first two quarters of this year, growth in Q3
came in at 0.1 per cent — a shade weaker than most forecasters had predicted.

Looking across the GDP components shows a fairly flat picture. Services output rose
by just 0.2 per cent, which was the slowest pace of expansion for a year. Growth
across all services sub-sectors was positive but meagre, with government services
posting the largest increase at 0.3 per cent, quarter-on-quarter.

Household spending continues to be muted as still-elevated inflation and a desire to
rebuild savings has left consumers with less to spend on non-essential goods and
services.



Construction activity also ticked higher — the sixth consecutive quarter of growth, but
again the rate of increase, at 0.1 per cent, represents a slowdown on the previous
quarter.

Production output fell for the second successive quarter with growth pulled down by a
difficult period for the manufacturing sector. The fallout from the cyber-attack at Jaguar
Land Rover at the end of August saw automotive output fall by nearly 29 per cent in
September alone.

Whilst the initial estimate of Q3 growth was disappointing, there have been a few more
encouraging developments. The headwinds to business activity and sentiment from
global trade tensions have dissipated somewhat. US trade talks with partners in Asia,
and notably China, appear to have lessened some policy uncertainty. Some of the
worst-case scenario forecasts for global growth this year and next look like they could
be avoided.

Businesses have also now had over six months to manage the increase in costs
flowing from April’s national insurance contributions (NICs) rise. However, Decision
Maker Panel data shows that absorbing the increase in lower margins was the main
reaction to the increase, against plans to pass on some of the rise through higher
prices and some reduction in employment and wage increases.

Understandably, business sentiment was again on shakier ground as the Chancellor
prepared her autumn budget. She was widely expected to have to find tax increases
and/or spending cuts to keep fiscal targets on track. And with businesses concerned
that they might be subject to further cost increases, surveys in the second half of the
year pointed to some activity being put on hold ahead of the statement.

The Chancellor’s fiscal package delivered over £60 billion of tax increases over the
next five years, offset by some £30 billion of spending increases. There was a fairly
minimal hit to businesses this time, with revenue raised primarily from extending the
freeze on personal tax thresholds, limiting tax relief on pensions contributions and
changes to gambling duty.

Much of the additional revenue will come towards the end of the forecast period, while
welfare reforms and abandoning plans to increase fuel duty will benefit households
from next year. Overall, the Chancellor’s package allowed her to meet he fiscal rules
with a larger buffer than in previous fiscal statements. As such, the market reaction
following the announcement was muted, with a modest fall in gilt yields.

While the speculation and build-up to the budget may have led some consumers,
house buyers, and businesses to hit the pause button, the Office for Budget
Responsibility (OBR), which published update forecasts alongside the statement,
expects steady growth in the coming years. It predicts growth of 1.4 per cent in 2026
(down from 1.9 per cent in March), supported by household and government spending.



Turning to monetary policy, for the Bank of England’s Monetary Policy Committee
(MPC), the subdued demand outlook and continued loosening of the labour market
continue to be offset by above-target CPI and elevated inflation expectations. While
CPI looks to have peaked, as expected, in September, there are a range of views
across the Committee about its future trajectory, risks to the forecast, and the
appropriate level of Bank Rate.

Some on the MPC currently see weak demand accelerating the disinflation process,
with a possibility of CPl undershooting the Bank’s targets. And others attach more
weight to concerns about consumers’ inflation expectations and the potential for higher
pay growth next year. This balance of views led to Bank Rate remaining at four per
cent in November.

However, with October’s inflation figures coming in a little lower than expected as well
as the MPC having the benefit of the government’s fiscal plans, a December rate cut
looks to be back on the table with markets now seeing an 80 per cent change of a 25-
basis point cut.
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Within the overall index, we
continue to see two
contrasting themes. Sentiment as to the prospects for the economy is firmly negative
and ticked further down through the third quarter, likely exacerbated by awareness of
the current weak state of public finances and other negative economic news. Aligned
to this challenging economic outlook, households’ expectations of unemployment have
also risen significantly over the past two years (Chart 1).

Despite their negative outlook for the country as whole, however, consumers are
gradually feeling better about their own finances. This indicator is slowly recovering
from the protracted drop through the cost-of-living crisis towards the stable, positive
levels seen in the years leading up to the pandemic.



This mirrors the gradual improvement in household disposable income, with real wage
growth eroding the decline in living standards seen through the cost-of living crisis.

Aligned to this, as their spending power recovers, so too have intentions to make major
purchases.
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Retail sales volumes increased by 0.9 per cent in Q3, and 3.5 per cent by value, with
particularly strong growth in clothing and household goods stores.

As in the second quarter the strength was attributed, in part, to the continuing good
weather driving increased sales of summer clothing and other seasonal items.

Growth in retail sales, however, was largely offset by a contraction in services,
resulting in a flatter overall spending picture over the quarter.



House purchase lending rose in Q3, with
further growth expected

Following the spike in lending
in Q1, from borrowers rushing
to complete ahead of the
changes to Stamp Duty, early
Q2 saw a compensating drop-
off from activity that had been
brought forward.

By June, however, purchase
lending had returned to
annual growth, and this
continued into Q3 (Chart 3).

After smoothing out month-to-
lending

month  variations,
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levels are now around those seen in 2022, a year of broadly “average” activity, before
rates and cost-of living pressures bore down significantly on both borrowing capacity

and demand.

Internal forward data suggest that the growth in house purchase lending has continued
into October, before flattening off in November.

Affordability has levelled off but remains

very tight
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As cost and rate pressures
rose from the end of 2021 we
saw the numbers of mortgages
for house purchase fall year-
on-year through to late 2023,
when these pressures reached
their peak.

As shown in Chart 4, at the
peak in Q4 2023 first time
buyers (FTBs) were paying, on
average, 22.5 per cent of their
gross household income to



meet monthly mortgage payments. This is considerably higher than at any point since
the Global Financial Crisis (GFC) and, before that, back to the early 1990s, when
average mortgage rates were over ten per cent.

As rates began to fall away from the end of 2023, this metric dropped a little, but only
to the still-very-elevated levels seen in late 2022, and by the summer of 2024 had
reached 22 per cent again.

Affordability has been broadly stable since then, with the savings from gradually falling
rates offset by the higher prices paid, relative to borrower incomes. Overall, initial
affordability metrics remain at levels which had not previously been seen by a
generation of mortgage customers.

The extent to which lending can be maintained at these levels of tight affordability
remains to be seen. However, the recent changes to lending rules — allowing a greater
volume of lending at higher loan-to-income ratios, and a clarification of flexibility in the
application of interest-rate stress tests — will support somewhat more lending in this
stressed environment, at least for now.

In its recent Discussion Paper on a Mortgage Rules Review, the FCA looks at lending
and consumer segments that the current market does not serve as well as it perhaps
could. It asks if its rules could be adjusted to facilitate wider homeownership in these
areas.
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dramatically, even before the FCA rule changes which set out tighter parameters for
when interest-only lending is suitable.

Today, only one per cent of all house purchase loans are lent on interest-only terms,
and just 0.1 per cent of FTB loans.

Aless dramatic, but equally important, decline can be seen in lending to self-employed
customers. In 2005, almost 15 per cent of house purchase loans were to self-
employed borrowers, but this fell away to less than ten per cent a decade later, then
further to 8.6 per cent by 2025. This decline is, in fact, a second-order consequence
of the FCA rules, which constrain the types of borrowing that are particularly useful for
self-employed customers.

FCA requirements for verification of income have made lending to the self-employed
more complex. Added to this, self-employed income can be more uncertain and
uneven than employed earnings. This means interest-only borrowing is often an
attractive option for the self-employed, because it allows for lower regular payments,
paying down portions of the loan balance as and when that more “lumpy” income
permits.

Although a similar proportion of the workforce now is self-employed, compared with
2005, the more stringent rules on both income verification and interest-only borrowing
look to have disproportionately constrained access to this section of the customer
base.

Whilst there is little prospect of a shift back to the levels seen before the GFC, carefully
considered changes to the rules on interest-only lending would be likely to see greater
market access for some currently underserved groups, including the self-employed.

Although not explicitly one of the areas the FCA looks at, lending at higher loan-to-
income multiples (LTIs) is relevant context because of the interactions this has with
segments more directly affected by its lending rules.

As some other lending and customer segments have fallen away over the last twenty
years, we have seen growth in lending at higher income multiples.

Against a backdrop of a de-risked mortgage market, an increase in customers
borrowing more against their incomes may seem counterintuitive. However, this is
actually a second-order result of the FCA's rules, which prevent almost all methods
that borrowers previously used to stretch their borrowing capacity.

Because borrowing over a longer term is still permitted, (as we have explored in
previous Reviews) customers are increasingly choosing to do this. Paying over a
longer term lowers initial mortgage payments and, therefore, allows a customer to
borrow a higher multiple of income.



As a result, we have seen a sharp rise in borrowing at higher LTIs. The Financial Policy
Committee’s (FPC) restriction that firms may not allocate more than 15 per cent of
their total loans to customers borrowing over 4.5 times income has constrained this
increase, with this policy aimed at preventing the housing market as a whole
overheating (whereas the FCA rules prevent unaffordable borrowing at the individual
level).

The modest relaxation of the FPC’s “flow limit” restriction earlier in the year has
facilitated more lending at these higher LTls, in particular to FTBs. However, the FCA
lending rules continue to ensure that this remains on an affordable basis irrespective
of the income multiple.

Finally, the FCA’s Discussion Paper considers whether access could be widened in
two other areas of lending — Shared Ownership and Long-term fixed rate (LTFR)
mortgages — albeit that neither of these are directly constrained by its rules.

As Chart 5 shows, both of these have limited customer take-up, with Shared
Ownership accounting for around three per cent of purchase lending, and LTFR just
0.3 per cent.

Whilst these products have been available on the market both before the FCA rules
and since, there is limited consumer appetite. For Shared Ownership, impediments to
take-up include higher pricing, compared with mainstream purchase loans, and the
more complex nature of the product leading to limited customer awareness and
understanding.

That more complex nature means Shared Ownership lending is undertaken more
(although not exclusively) by building societies. The mutual sector is better set up for
the more tailored underwriting required for these products than retail banks and other
larger lenders, who necessarily have a greater degree of automation in their
underwriting functions. Despite this, however, the market remains competitive with
some 1,088 mortgage products available for Shared Ownership, from 35 different
lenders, at the time of writing.

Although a more limited range, mortgages with rates fixed for ten years or more are
available from both mainstream and specialist lenders, with 244 products currently
available across the market. They are typically slightly more expensive than shorter
fixes, reflecting the higher funding costs over this longer period. However, the main
impediment to demand stems from the fact that (as the FCA points out in its paper)
when homeowners move, the majority do so within ten years of their previous
purchase.

Given these constraints, regulatory changes would be unlikely to move the dial
significantly on demand in either of these segments.



Overall, the modest rule tweaks from the regulators this year look to have helped
increase market access in areas where regulation may have been an impediment.
Beyond this, carefully formulated changes to how and when interest-only lending can
be used could potentially widen access further for some currently underserved groups.

However, any such rule changes need to be made in a way that does not allow undue
compounding of additional risk for individual customers and that, in aggregate, does
not lead to unsustainable levels of increased demand compared with supply.

Despite fragile consumer confidence, the third quarter saw growth in both household
spending and borrowing for house purchase.

Lending rules have likely limited the extent of house price inflation over the past ten
years but, even with this, affordability remains tighter than we have seen for almost
twenty years. The small changes to lending regulations earlier in the year are
supporting somewhat more lending against this constrained backdrop. Additional
changes could widen access further, but this should be carefully balanced against
risks, both to customers and to overall housing market stability.

After a slow start to the year, refinancing activity finally started to show annual growth
by the end of Q2. This accelerated in the third quarter, with 557,000 refinancing loans
advanced in the quarter, 48 per cent up on Q3 2024 (Chart 6).
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refinancing transactions, compared with a pre-pandemic average of around 75 per
cent.

One possible reason for this “stickiness” of customer preference is that more of the
current cohort now refinancing last did so during either the pandemic or the cost-of-
living crisis, both of which pushed more customers towards the PT route.

It appears that, for now, easing affordability has yet to change customers’ current
preference — in many cases based on their previous experience — for the ease and
speed of refinancing their mortgage debt through a retention deal.

We anticipate further growth in overall refinancing activity through the remainder of

this year and into 2026, with continued strong numbers of loans set to reach the end
of their deal rates.
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income in consumers’ wallets,

allowing them to take advantage of the healthy real rates of return available in the
savings market.

However, rising inflation through the third quarter put the brakes on real wage growth
which, combined with the continuing gradual decline in savings interest rates, limited
consumers’ ability and appetite to save.

In its November Monetary Policy Report, the Bank noted an increase in
precautionary savings — against the backdrop of a continuing uncertain economic

outlook — as well as increased capacity to save as real disposable incomes gradually
rise.
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Household savings are likely to see continued growth through the remainder of the
year, although a further downward drift in rates or wage growth could limit this growth
somewhat.

The third quarter of 2025 finally showed the expected growth in mortgage refinancing
activity from increased numbers of customers coming off fixed rates and seeking a
new deal. Within this, customers’ increased preference for a new deal with their
existing lender has persisted, outliving the underlying causes that saw this shift over
the past five years.

Meanwhile, savings growth slowed as wage inflation moderated. Within this, more are
saving as a precautionary measure against an uncertain economic backdrop.

Chart 8: Household sector overdraft debt outstanding atend  \Whilst savings growth
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The instantly-drawable facility
Source: UK Finance that overdrafts provide can be
a useful tool to manage short
term gaps between monthly income and outgoings. However, overdraft debt carries
higher rates, compared with other forms of borrowing, and so persistent usage can
be an indicator of household stress.

Throughout the worst of the cost-of-living crisis, our internal data indicated only very
limited levels of repeat overdraft utilisation, and over two thirds of agreed overdraft
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facilities were not used. Since early this year, we have seen a fall in repeat overdraft
usage as wage growth has gradually alleviated cost pressures.

Although above-target inflation has currently brought real wage growth to a standstill,
we expect this to resume over the medium term, supporting further growth in savings
as well as a further decline in the use of overdrafts as a longer-term household debt
tool.

Gross Iending on credit cards Chart 9: Credit card lending and interest-bearing
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applies only to balances that are not

paid off in full by the monthly due date, but this metric can also be affected by the
availability and take-up of interest-free Balance Transfer (BT) offers. Although we have
in fact seen strong BT activity over 2024 and into 2025, it does not fully account for
the shrinking proportion of balances carrying interest over that period.

In a slight reversal of that trend, the number and proportion of card balances that carry
interest grew through the third quarter. With BT activity remaining strong, the small
increase in interest bearing balances is more likely to stem from a modest uptick in
customers not paying off in full. This metric is, however, subject to short term
fluctuations in either direction and over half of balances remain free of interest
charges. We will continue to monitor this closely, in case the reversal through this
quarter is sustained.
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Through the worst of the cost-of-living crisis mortgage arrears only saw limited upward
movement, with continuing low unemployment and robust lending rules providing
customers with a high degree of resilience against adverse financial conditions.

As a result, numbers peaked at the start of 2024 at just under 110,000 cases, around
half the previous peak in 2009 (216,000). Since then, arrears have fallen by a
cumulative 14 per cent.

Although pressures on mortgage customers’ finances remain, both from higher rates
and wider cost pressures, they are gradually easing. As they do, the limited numbers
of customers who fell behind amidst the worst of these pressures are increasingly
repairing their situation, reducing and — in time — clearing their arrears balances.
Risks to this remain, including from increasing (but still low) unemployment but, barring
adverse shocks, we expect the improvement to continue in Q4 and through next year.
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Chart 11: Mortgage possessions in period .
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customers have less ability to either maintain payments under adverse financial
conditions, or to recover existing arrears positions.
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Like all arrears cases, the stock of these older mortgages in deeper arrears is
decreasing, but a small proportion have no realistic possibility of getting back on track.
After exhausting all other options to repay with these customers, lenders resort to
possession only as the last option, in the best interests of the customer.

We have seen sustained increases in possession numbers since 2021, as the industry
adjusts back towards normal operations, following the moratorium through the
pandemic. Despite this, however, possession numbers are even now only back up to
the low levels seen in the five years leading up to that point.

Notwithstanding some suppressed activity in the fourth quarter (with a voluntary
industry-wide lull over the festive season), we expect a continued gradual increase in
possessions through to the end of next year. Even with these increases, however, we
do not see numbers rising materially above those stable pre-pandemic lows.

Indicators of stress in the unsecured borrowing sector remained minimal in the third
quarter of 2025, with overdraft debt flat, borrowing on credit cards following long run
stable trends and less than half of this debt subject to interest.
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Meanwhile mortgage payment problems continued to show across-the-board
improvement, with fewer entering arrears and increasing numbers paying down
existing shortfalls. Possessions, primarily from older mortgages which do not have the
built-in resilience of mortgages written over the past decade, rose modestly but
numbers are expected to remain at levels well below previous 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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