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Q1 2026 highlights  

Household sentiment in Q1 was derailed by conflict in the Middle East. Consumer 

spending was strong overall but some areas of discretionary spend, including leisure 

activities, were notably weaker. 

Borrowing for house purchase fell in the first quarter of 2026, compared with a year 

previously, but year-on-year comparisons are distorted because of the rush to beat the 

Stamp Duty changes last year. With new mortgage pricing volatile and affordability 

already at very stretched levels, activity later in Q2 – after the distortions of last year 

wash through – may be pivotal. 

Refinancing was strong in Q1 with half a million transactions, up by one third on Q1 

2025. The impact of higher mortgage pricing is beginning to show, however, and likely 

to increase further in Q2. Despite this pressure, robust underwriting and stress-testing 

ensure borrowers are well-placed to absorb the additional costs. 

Growth in longer-term savings moderated a little in Q1, as consumers opted to keep 

slightly more in instant access accounts for the time being, as a guard against higher 

prices at the petrol pump and increasing likelihood of wider inflationary pressures to 

come. 

Despite households’ pessimism about their finances there remain no signs of stress 

in unsecured credit. With no rate pressure on the back-book as yet, mortgage arrears 

continue to tick down towards the historic low levels seen in 2022 and possessions 

are essentially unchanged.  

The outlooks for inflation and the labour market have worsened since the war began, 

but the extent of both currently suggests modest pressure at most on payments in 

household credit markets. 

 

UK economic context and outlook 

The economic backdrop to this quarter’s review is largely a reflection of actual activity 

and sentiment before the start of the US-Iran conflict at the end of February, rather 

than the uncertainty around what might happen. The UK economy had a strong start 

to 2026, with first estimates from the ONS showing quarter-on-quarter growth of 0.6 

per cent, up from 0.2 per cent in the previous two quarters. 

Contributors to growth were fairly broad-based. Household spending picked up by 0.6 

per cent on the previous quarter, following a tepid 2025. This supported growth in 

consumer-facing services, notably retail but also hospitality. Other sectors of the 

economy also reported increased output in the quarter – construction activity picked 

up after a very weak fourth quarter last year, and manufacturing rose by 0.8 per cent.  
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The generally positive news in the GDP data was consistent with more upbeat 

business survey readings at the start of the year. Sentiment and activity perked up in 

January and February, with businesses indicating some improvements in confidence 

following a more private-sector friendly autumn budget than many had expected.  

There are, however, some emerging signs of the impact of the Iran conflict on activity. 

Some of the strength in manufacturing may be a result of businesses stockpiling ahead 

of expected price rises caused by rising oil and other input costs.  

From a consumer perspective, and potentially depressing some activity, sentiment has 

fallen back sharply since the start of the war. This firstly reflected general worries about 

the economic outlook and more recently – as households processed the risk of rising 

inflation – concerns about their own finances. Near-term inflation expectations also 

shot up in March. 

Inflation rose to 3.3 per cent in March, from three per cent at the start of the year. The 

main drivers were high auto fuel prices, which have risen by around a fifth since the 

end of February, and increases in airfares. Indeed, March output data also pointed to 

a drop in travel operator activity, potentially linked to concerns about aviation fuel 

availability.  

The ONS Public Opinion and Social Trends Survey also confirms that people are 

starting to feel the impact of the conflict on their wallets. March’s survey showed a 

sharp pick-up in households reporting an increase in their cost of living (from 56 per 

cent to 67 per cent). It is, however, too soon to see any signs of stress on household 

budgets – as we’ll discuss later in this Review. The ONS survey sees no change in the 

proportion of households struggling with bills or borrowing more, for example. 

The UK’s energy price cap, which is also confirmed for the three months from April, 

will keep a bit of a lid on inflation. In Europe and the US, for example, the data has 

pointed to much larger rises in consumer prices in March and April than we have seen 

in the UK.  

At time of writing there remains significant uncertainty about how or when the conflict 

will end. Even if a resolution is found in the coming weeks, the International Energy 

Agency has warned that the global oil market is likely to remain heavily undersupplied 

until into the autumn.  

This uncertainty is particularly challenging for monetary policy makers. The Monetary 

Policy Committee (MPC) has met twice since the start of the war and Bank Rate has 

been held at 3.75 per cent at both meetings (though one dissenter preferred a 25 

basis-point rate rise in April).  

Alongside the April meeting, the Bank of England also updated its inflation and growth 

forecast but presented three potential scenarios for future oil and gas prices. These 

range from the best case, scenario A in which the oil price peaks at $108 before falling 
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below $80 at the start of next year, to the most adverse scenario C when the price 

peaks at $130 and remains elevated for the next year.  

If the oil price shock is temporary, there will be some inflation pass-through, but second 

round effects will be limited as the labour market is much looser compared with the 

last price shock due to the Russian invasion of Ukraine. With unemployment higher 

and recruitment activity already subdued, employees have much less wage bargaining 

power.  

If oil and gas prices are higher for longer, the potential for second round effects 

increases as medium-term inflation expectations rise, and there are additional inflation 

pressures from wider supply chain disruptions. In scenario C inflation could head 

towards six per cent next year. The extent of monetary tightening in the coming months 

will, therefore, depend on how the conflict evolves.  

The Bank of England, in line with the Federal Reserve and the European Central Bank, 

has not committed to any particular path for rates but will monitor incoming data. 

Markets are currently expecting around two rate rises in the UK this year.  

 

Household sentiment derailed by conflict 

Throughout last year, headline consumer confidence had been on a broadly flat path. 

Within the overall readings, there had been signs of modestly improving sentiment, 

particularly regarding households’ views of their own financial situation. 

In the first quarter of 2026, 

however, we saw a sharp 

reversal in confidence. The 

headline GfK barometer index 

dropped to -21 in March, the 

weakest reading since April 

2025, as fears about how the 

conflict in the Middle East 

weighed down on households’ 

outlook (Chart 1). 

The dip in sentiment was 

echoed across the spectrum 

of indicators, from views on 

the economy as a whole to their own financial situation and intentions to make major 

purchases. Expectations for unemployment were broadly unchanged, but at 

considerably higher levels than any seen for over a decade, barring the height of the 

pandemic. 

Source: GfK 

Chart 1: Consumer confidence 
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Potentially reflecting the same general negative outlook, households’ current 

intentions to save also moved upwards through the quarter, as the need to build up 

rainy day funds to guard against more adverse conditions trumped their intentions to 

spend. 

As the conflict deepened and drew out, we have seen sentiment drop further and more 

sharply in April, with unemployment fears spiking higher whilst fears for the economy 

and own finances plunged. 

We are likely to continue to see these weak sentiment readings while the situation in 

the Middle East continues. Additionally (as set out in the previous section), the longer 

the war lasts, the greater the likely extent of higher energy costs feeding into inflation 

and wider economic fallout, which in turn would weigh further on confidence.  

Sentiment weighing down on discretionary 

spending, even before the war 

 

Despite the weakening 

consumer sentiment and 

fears for personal finances, 

spending overall was 

relatively resilient in Q1 

(Chart 2).  

The volume of retail sales 

excluding vehicle fuel was up 

by 1.8 percent in March, and 

up 4.1 per cent by value. Fuel 

spending, however, was up 

more sharply (6.4 per cent by 

value) in March, driven by 

motorists filling up in anticipation of prices rising even higher. 

However, separate UK Finance data covering spending via credit and debit cards 

through the quarter show a mixed picture across different categories. Spending on 

travel – which has shown strong growth ever since the removal of the restrictions seen 

through the pandemic – was flat, with a notable contraction in spending at travel 

agencies. 

Spending on entertainment was also weak across a number of “going out” activities, 

whilst digital entertainment showed growth. 

Source: ONS 

Chart 2: Retail sales, annual percentage change 
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Overall, these movements are consistent with consumers cutting back on some areas 

of non-essential spending in favour of cheaper alternatives, amidst increasing 

nervousness as to the path of their finances.  

House purchase borrowing down but Q2 

may be pivotal 

Through the first quarter of last 

year, the housing market saw 

artificially heightened activity 

levels, increasing through to 

the end of March as 

customers rushed to complete 

before the changes to Stamp 

Duty which took effect on 1 

April (Chart 3). 

This throws up additional 

challenges in reading market 

trends one year later, 

particularly given the highly 

seasonal nature of the 

housing market (for example, summer months typically see more activity as people 

prefer to move house in good weather where they have the option). 

As such, it is difficult to draw firm inference from the current path of activity. Lending 

through the first quarter of 2026 was down year-on-year but, because those levels a 

year ago were elevated, this lower activity was expected. 

Additionally, last April saw an expected drop off in borrowing from the transactions that 

had been brought forward to the first quarter. The tentative year-on-year growth 

indicated from our internal data for this April and potentially May is, in part, reflecting 

those artificially low levels a year ago. 

In total, the provisional value of lending in 2026 through to May suggests activity is 

down about seven per cent, compared with the same period in 2025. 

With the continuing conflict in the Middle East, pricing of new mortgages remains both 

elevated and volatile, and this is likely to weigh down on demand. The forward-looking 

survey from the Royal institution of Chartered Surveyors (RICS) shows expectations 

of both sales and purchase prices turning sharply negative in March, this weakness 

continuing into April. 

Chart 3: House purchase lending, 2024-2026, £m 

Source: Bank of England/UK Finance 

1. Dotted lines reflect UK Finance estimates 
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As we move through Q2, and the distorting effects of last year’s Stamp Duty changes 

fade, we will be able to more fully gauge what impact the war is having on demand for 

mortgages. However, with the conflict having also altered the economic fundamentals 

that underpin market forecasts, it is likely that the final outturn for 2026 house purchase 

lending will be below our December forecast of a two per cent increase, to £128 

billion. 

Affordability pressures eased a little in Q1, 

but impact of conflict yet to feed through 

As we highlighted in our Q4 Review affordability pressures, which had tightened 

further through 2025, are expected to weigh down on activity through 2026. 

In early Q1 we saw affordability level off but, excluding the spike seen during the 

Stamp Duty rush last March, new borrowers still needed more of their income to cover 

mortgage payments than at any time since 2023 (when rates spiked in the wake of the 

Truss administration mini-budget), and before that, back to before the Global Financial 

Crisis (GFC). 

In March, we saw affordability 

metrics ease a little, helped by 

the continuing downward drift 

in new mortgage pricing seen 

earlier in the quarter (Chart 

4). However, we have yet to 

see the effect of the conflict in 

the Middle East – specifically 

the higher pricing of mortgage 

offers due to the volatility in 

the money markets which 

drive the pricing of fixed rate 

mortgages. 

 

With the average five year fixed offer rate rising by around 80 basis points from late 

February to the end of March, we can expect to see a marked deterioration in 

affordability metrics in house purchase mortgage applications made in March – which 

will mostly complete (and therefore show in our completions data) through April and 

May. 

The extent to which these higher rates will persist is dependent on the path and 

duration of the war. A relatively swift resolution should see rates start to come back 

down. The longer the situation continues, however, the greater the risk of more 

Chart 4: First-time buyers and homemovers, lending and 

affordability 

Source: UK Finance 
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persistent inflation effects, which have the potential to drive rates higher, and for 

longer.  

Amidst this rate uncertainty, therefore, it is impossible to predict the path of mortgage 

affordability, and therefore effective demand, with confidence. 

Consumer spending and borrowing: 

Summary 

Already-weak household confidence was hit hard by the onset of the Middle East 

conflict, but this had yet to impact materially on activity in Q1. Consumer spending was 

relatively strong, but with caution in some areas of discretionary spend. 

Borrowing for house purchase was weak in Q1, but this reflects the inflated levels in 

the first quarter of last year. We are unlikely to see what impacts the war will have on 

demand until later in Q2. 

 

Refinancing strong in Q1 but upwards 

pressure on rates 

  

Mortgage refinancing was 

strong in Q1, with 499,830 

refinancing transactions 

overall, 33 per cent up on the 

same quarter of 2025 (Chart 

5). Within this, internal 

Product Transfers (PTs) 

remained very strong, 

accounting for 84 per cent of 

all transactions. 

A recurring theme of this 

Review is that much of the Q1 

data is a poor guide to 

consumer behaviour in Q2 and beyond, all of which is dependent on the path of the 

conflict and its impact on confidence and the economy. However, because refinancing 

transactions take place over a much shorter timeframe than house purchase loans, 

this can reveal an early view of the impact. 

Source: UK Finance 

Chart 5: Interest rates, pound-for-pound mortgage refinancing  
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The higher pricing of fixed rate deals began to feed through into remortgage 

completions in March’s data, but only for PT business. This is not because PT rates 

were necessarily less competitive, but rather due to the fact that PTs have the shortest 

timeline from application to completion (in some cases, within a few minutes via digital 

channels).  

The increase in interest rates for PT completions in March was modest, but does give 

point to the likely path of remortgage pricing and affordability in the short term. We can 

expect to see more substantial rises in rates for completions across both PTs and 

external remortgage deals in data for Q2. 

Notwithstanding this likely path of pricing in the coming months, refinancing customers 

remain in a strong position with regards to affordability. The average new remortgage 

customer in Q1 needed 18.1 per cent of their gross income to cover mortgage 

payments, compared with 21.4 per cent for the average house purchase mortgage in 

the quarter. 

The rate shock for mortgage customers looking to refinance their loans is expected to 

peak this year, in particular for those with five-year fixes (the most popular choice) 

taken out in 2021 when rates were their lowest.  

However, as we have observed in recent analysis, almost all customers looking to 

refinance this year (94 per cent), would be able to get a rate that is below the one 

which their current lender had stress-tested their affordability, meaning they are well 

placed to afford the higher new rates they now face. 

For the small minority of customers who find their refinancing options constrained on 

the open market through tight affordability, internal PT deals – which are not stress 

tested – are available and competitively priced. 

Therefore, we do not expect any material pressure on ongoing affordability for the 

refinancing cohort, either this year or next. As always, however, any customers worried 

about meeting their mortgage payments should contact their lender at the earliest 

opportunity to talk through what options are available and suitable for their 

circumstances. 

 

 

 

 

https://www.ukfinance.org.uk/system/files/2026-03/What%20global%20tensions%20mean%20for%20your%20mortgage.pdf
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Savings growth moderated in Q1 

 

The double-digit savings growth 

seen through 2025 continued in 

the first quarter of 2026. There 

was, however, a drop off in the 

rate of growth in deposits both in 

ISAs and notice accounts (Chart 

6). 

Q1 – and in particular March – 

can be thought of as “ISA season” 

when consumers with spare 

income look to make the most of 

their annual ISA allowance. There 

was also some anticipation that 

the forthcoming changes – reducing the proportion of the total allowance that can be 

in cash ISAs – may have stimulated additional activity in this ISA season before those 

changes came. So, whilst growth in ISA savings was still strong, the drop-off was 

slightly unexpected. 

At the same time the amount held in instant access accounts – which has been 

gradually declining year on year – stabilised somewhat towards the end of the quarter. 

It is possible that these modest shifts reflect the greater uncertainty as to the path of 

household finances. Oil prices remain elevated and risk of this spreading to wider 

inflationary pressure increases, the longer the situation continues. 

As such, although savings continue to grow, households may be showing some 

degree of caution in where they are keeping their money, with more held in instant 

access accounts amidst a risk of higher prices squeezing their budgets. 

Notwithstanding this modest shift, however, the household sector in aggregate 

continues to build up reserves, giving a cushion in the event that inflation starts to 

build. 

Household refinancing and savings: 

Summary 

Mortgage refinancing was strong through the first quarter of 2026. Whilst the impact 

of the war in the Middle East is beginning to show through higher mortgage pricing, 

Chart 6: Household deposits, annual growth rates 

Source: UK Finance 
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robust underwriting standards ensure customers are in a strong position to absorb the 

higher rates they will face this year. 

Q1 continued to show healthy growth in retail deposits, but slightly less was put into 

notice accounts than in recent quarters. Households are potentially keeping more as 

ready money in the event that cost-of-living pressures begin to build again. 

 Overdraft debt stable but path of unsecured 

debt is uncertain 

 

Through the first quarter of 

2026, household sector 

overdraft debt continued to 

fluctuate around the subdued 

levels seen since 2023 (Chart 

7). 

As observed previously, the 

economic fallout from the 

conflict is, for now, largely 

confined to higher prices at the 

petrol pump. Whilst this has an 

impact on most households, 

depending on their usage, it is 

has not led to any immediate 

signs of financial stress in the 

household sector. 

Again, the longer the conflict drags out, the greater the likelihood and extent of 

knock-on inflationary effects. These would, however, take longer to develop, with 

estimates of up to a year for the full effect to feed though. 

Independent forecasts of the likely impact on wider inflation are obviously tentative, 

given the huge uncertainty as to the path and duration of the conflict. The National 

Institute for Social and Economic Research’s (NIESR) central estimate sees inflation 

peaking at 4.1 per cent in January 2027 but, under a pessimistic scenario where the 

conflict continues, it could reach five per cent later this year. 

Whilst this would be a significant increase on current levels, it is a long way below 

the double-digit inflation seen through the cost-of-living crisis. Through that period, 

we did see the pressure on household finances manifest in an increase in overdraft 

utilisation. However, the rise was relatively modest, helped in part by the significant 

Chart 7: Household sector overdraft debt outstanding at end 

of period 

 

Source: UK Finance 
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build-up of savings through the pandemic, which households could then draw upon 

rather than needing to take on additional debt. 

As seen here, this modest increase was fully reversed by the start of 2024, and since 

then we have seen robust growth in savings whilst overdraft usage remains low. 

In addition to the pressure on inflation, external forecasts of unemployment have 

also been revised modestly upwards as a result of the ongoing conflict. This too is 

likely to add some pressure to household finances, including the use of unsecured 

debt to cover loss of income. 

On the other hand, aggregate savings levels are still elevated, as observed above, 

so the buffer for the household sector which kept a lid on unsecured debt and 

payment issues through cost-of-living pressures remains.  

Barring a marked further deterioration in the outlook, either in inflation or 

employment, we therefore expect that the conflict overseas will have limited impact 

on payment stress in unsecured credit markets. 

Card borrowing maintains steady growth 

with payments on track 

 

Borrowing on credit cards has been 

slightly more volatile since late last 

year but remains broadly in line with 

long-run trends.  

Like overdraft debt there were very 

limited signs of financial stress in 

credit card borrowing through the cost-

of-living crisis. Borrowing remained on 

trend – as it is now – and the only sign 

that anything was different was a very 

modest uptick in the proportion of 

balances that are interest bearing 

(IBBs), implying that a smaller 

proportion of debt was not being paid 

off in full at the end of each monthly 

payment cycle. 

Following a similar pattern to overdraft utilisation, the modest increase in IBBs was 

relatively short lived. Even with the increase, this remained close to the historic lows 

Chart 8: Credit card lending and interest-bearing 

balances 

 

 

Source: UK Finance 
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seen just before prices began to escalate, then moved back down as cost pressures 

receded and wages rose. 

Recent months have shown another modest – if erratic – tick-up in IBBs but again, 

they remain at very low levels. We expect card borrowing to again show, at most, 

limited signs of household stress as households navigate through this period of 

economic uncertainty. 

Mortgage arrears continue to fall back but 

pace slows 

Mortgage arrears continued to 

fall in the first quarter of 2026, 

bringing it to two years of 

uninterrupted improvement. 

This was, however, a slower 

rate of decline than that seen 

throughout 2025 (Chart 9).  

At the end of the quarter there 

were 88,130 mortgages in 

arrears representing over 2.5 

per cent of the outstanding 

balance. This was down 2.1 

per cent compared with the 

number in December, with 

improvements seen across all categories of arrears, from the lightest to most severe 

cases. 

The slower rate of decline is most likely a reflection of the fact that levels are 

approaching the record lows seen just before arrears last began to rise (in December 

2022). At these very low levels, there is more limited capacity for further improvement. 

At this stage, the economic fallout from the war does not impact on ongoing mortgage 

affordability (as opposed to new pricing). Whilst new customers, as well as those 

looking to refinance, are currently facing higher rates than before the war began, these 

new mortgages have established their affordability (either now or, for internal Product 

Transfers, at the time of their previous transaction), and so are well placed to maintain 

their payments. 

For those existing customers on SVRs or other variable rates, most will have seen no 

increase in payments at this stage as their rate is linked, either directly or indirectly, to 

an external reference rate (most commonly Bank Rate). 

Chart 9: First charge mortgages in arrears, per cent of 

balance measure 

 

 

Source: UK Finance 
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The economic fallout from the war has, for the time being, halted the gradual 

downwards movement in Bank Rate, but the MPC has also not voted to raise the rate 

as yet. 

Whilst markets do now expect perhaps two rises this year, any pressure on mortgage 

payments from this are expected to be relatively modest. 

Possession numbers flat in Q1 

Following the annual dip in possessions numbers in Q4 (from lenders enacting a 

pause in activity over Christmas and the New Year), Q1 typically sees compensating 

increase in cases. 

Although the first quarter of 

this year did indeed see a 

rise, compared to Q4, the 

increase was very small. 

There were 2,060 mortgage 

possessions through the 

quarter, just 80 more (four per 

cent) than the number in Q4 

(Chart 10). It was also barely 

changed from the number 

seen in Q1 2025 (2,030). 

Possession numbers are 

currently running around low 

levels seen in the five years running up to the pandemic. Although we expect a further, 

modest, increase in activity through 2026, the 9,400 forecast outturn would be less 

than half of the average annual number of possessions over the half century for which 

these data exist. 

This gradual increase reflects the move back to business-as-usual operations 

following the disruptions of the pandemic years, moving those cases where the 

customer is in an unrecoverable arrears position through to possession and sale as 

quickly as possible, to help them exit their debt with the maximum amount of equity.  

It remains to be seen what the longer-term impacts of the war might be on the UK 

economy. As observed previously, NIESR forecasts point to some pressure on inflation 

and the labour market, above the levels which underpin our December 2026 forecasts.  

Although the situation has the potential to deteriorate, the current outlook suggests 

that this would place relatively modest upwards pressure on both arrears and 

possessions, compared to our current expectations. 

Chart 10: Mortgage possessions in period 

DD 

Source: UK Finance 
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Household debt: Summary 

Although the war has caused significant disruption to consumer confidence and put 

pressure on prices and interest rates, it has yet to have any adverse impact on 

customers’ ability to meet their credit commitments. Mortgage arrears continue to fall 

whilst there are no signs of payment stress in unsecured credit markets. 

Markets are currently expecting perhaps two quarter point increases in Bank Rate this 

year. Taken together with likely higher inflation and somewhat looser labour market 

conditions, there is the potential for some pressure on payments towards the second 

half of the year. However, the extent of this is likely to be limited, helped by robust 

underwriting standards and a strong buffer of savings in the household sector. 

As always, any customers worried about meeting their mortgage or other credit 

payments are strongly encouraged to speak to their lender at the earliest opportunity, 

so they can work to identify the most effective way to help, dependent on individual 

circumstances. 

 

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. 


