» UK Finance

April 2026

What global tensions could
mean for your mortgage

As the conflict in the Middle East rages on, the cost to
lenders of wholesale funding is both elevated and volatile,
driving up pricing for new mortgages.

In a year where 1.8 million fixed rate mortgages are set to
rincioal, Head of come to the end of their deal period, this report examines
Research the prospects for mortgage customers looking to refinance
their loans amidst this market disruption.

James Tatch

Another year, another new challenge for
mortgages

If there’s one thing that’s certain in an uncertain housing market, it’s that it is the largest
class of both asset and debt within household finances — and by some distance. With
a total mortgage debt of over £1.6 trillion, borrowing to buy property is the largest
financial obligation most of us will ever have.
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This is why, when seismic events happen, whether domestic or international, if there
is a chance they could impact the mortgage market they take on an extra dimension
of concern.

The current situation in the Middle East is no different. The events unfolding three
thousand miles away have sent global financial markets into turmoil — principally (but
not solely) due to the impact on global oil supply. This has meant lenders face a higher
price to borrow on wholesale money markets, which are a key source of funding for
mortgages. This in turn has pushed up the price of new mortgages. At the time of
writing, according to Moneyfacts the average new five year fixed rate was 5.82 per
cent, compared with 5.29 per cent on 27 February, the day before the conflict began.

Money markets remain both elevated and volatile and are likely to remain so whilst the
situation persists. This then has implications for an estimated 1.8 million customers
with fixed rate mortgages due to expire through 2026. Put simply, the war in the Middle
East means that, currently, these customers will pay more when they look for a new
rate.

Although offer rates are still well below the peaks in late 2022 and 2023 (seen at the
peak of the cost-of-living crisis and the Truss administration’s mini budget
respectively), the longer the conflict continues, the more upward pressure there is
likely to be on rates.
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Chart 1 also demonstrates very clearly the difference in pricing in those years. 2021
saw the cheapest fixed rate pricing on record, with Bank rate at 0.1 per cent and
forward expectations of rates also low. 2024, however, was a very different
environment. Bank Rate began the year at 5.25 per cent and forward rate
expectations, whilst on a downward path, were also much higher than they had been
for well over a decade.

This means that those still on fixed rates taken out in 2021 — accounting for around 28
percent of the total expiring this year - are paying, on average, 2.35 per cent interest.
This compares with an average rate of 4.87 per cent for those on two year fixed rates
taken out in 2024.
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It should be noted that, given the continuing volatile nature of the situation, offer rates
have the potential to change significantly, even on a daily basis. This analysis makes
no assumptions as to any future movements in rates. Rather, it gives a snapshot of
what fixed customers with expiring deals this year would face, if they were all looking
to refinance today.

Bearing in mind those caveats we can see here just how different the refinancing
equation is, depending on when customers took out their last mortgage. Those who
borrowed in 2024 face a relatively small uplift in typical interest payments - £37, from
£869 to £906 per month. In contrast, those coming off of those historically low five year
fixed rate deals face a much higher increase of £395. However, the average interest
payment on those historically cheap deals was just £327. This means that, even with
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that much larger rise in payments, those customers would still be paying £184 less
interest per month than the cohort from 2024, after refinancing onto today’s rates.

To paraphrase health warnings on financial promotions, interest rates can (and do) go
up as well as down. As such, payment shock is inevitable for customers who take out
fixed rate loans at a time of low rates and then look to refinance in a higher rate
environment.

Whilst payment shock is an unwelcome fact of life in these situations, it does not mean
those customers are unable to absorb the increase in payment. This is precisely why
lenders have interest rate stress tests as part of their affordability models, and why the
FCA has enshrined these tests within its responsible lending rules in from 2014.

Chart 3: Fixed rate mortgage deals expiring in 2026, new rate Chart 3 examines how robust
available versus stress rate these stress tests are now
700,000 - when the market has

600,000 1 experienced not one, or even

two, but three major external
shocks that have driven
pricing up since the record

500,000 -
400,000 -
300,000 -

200,000 +

100,000 - lows of 2021.
4100000 | Overall, the potential payment
-200,000 - shock for customers

Before 2021 2021 2022 2023 2024

refinancing this year, whilst
significant, is still well within

= Will pay more than stress rate Will pay less than stress rate

Source: UK Finance )
Note: refinance rate based on Moneyfacts data for rates available, the tolerance of their last

given the customer’s current (indexed) LTV borrowing assessment.

In total, 94 per cent of all borrowers with fixed rates maturing this year would be able
to refinance onto rates lower than their current loan was stress-tested at. In other
words, their current lender has tested that they still could afford this higher payment.

The remaining six per cent of customers would face new rates that exceed that stress
test rate. Unsurprisingly, the proportion of loans that fall into this category varies hugely
across the different vintages of loans. For those taken out in 2024, when rates were
already elevated following the twin rate shocks from the cost-of-living crisis and the
2023 mini-budget, only one per cent face new rates above that stress rate. In fact, four
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in five customers would have better than 300 basis points of “wiggle room” (below the
stress rate) on their new loan.

However, for those taken out in 2021, the new rate would exceed the stress rate in 15
per cent of cases.

In itself, exceeding the stress rate at refinance is not necessarily a sign of financial
overload for these customers. Given these loans were taken out five years ago, it is
reasonable to assume wage growth will act to offset the increase in payments for
many. In total, the economy has seen average earnings growth of 29 per cent between
January 2021 and December 2025. Based on the average income of borrowers in
2021 (£71,000), that would equate to an increase in take home pay of approximately
£1,000 per month (although the exact amount varies depending on customers wider
circumstances).

Of course, households have seen a host of other additional pressures on their finances
over the same period, from energy and other bills to prices at the supermarket.
Notwithstanding this, the real-terms average payment shock will be considerably lower
than the nominal figures set out above, and customers will have commensurately
greater ability to absorb these higher payments.

However, individual circumstances differ. Not all have seen the same level of wage
growth, and cost pressures affect different households in different ways. Within this
range of experience, some may find themselves struggling to manage the additional
payment burden. Where this happens, it is vital that customers reach out to speak to
their lender at the earliest opportunity. A range of tools and forbearance options are
available for those facing difficulty and you do not need to wait until you start to fall
behind on your payments to do this. An early conversation will help lenders talk
through what options are best for each customer and, in most cases, avoid them falling
behind on payments at all.
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Through the past five years, events have dealt the mortgage industry and its
customers a series of body blows. The latest of these is still in its early days and
there is no clarity yet as to how long it will last. However, at present, the vast majority
of those looking to refinance this year will be able to cope with the additional
payment burden, unwelcome though it is.

Looking further ahead, the extent of payment shock for customers coming off of fixed
rates in 2027 is likely to be less than that seen this year, where we will see the
largest tranche of borrowing at those 2021 historic low rates expire. Despite the
continuing uncertainty as to when market volatility will abate and rates start to come
back down, the extent of payment shock will moderate.

Overall, our analysis here points to a mortgage industry and regulatory framework
that is working well to protect consumers, even when negative external events come
one after another to make things harder. This is not to dismiss the extra challenges
that borrowers now face, or to ignore the small minority who are not in a strong
position to cope. With the majority in such a relatively strong position however, the
industry is well placed - and well prepared — to help those who need it until the
current volatility in the market subsides.



