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This Review explores trends in consumers’
financial behaviour in the second quarter of
2026.

Fragile household confidence, shaken by the
war in the Middle East, was boosted by a
summer of hot weather and sports with more
optimism for what lies ahead. Here, we look at
how household spending and borrowing
through the quarter was shaped by ongoing
conflict overseas and domestic sunshine.



Weak consumer confidence showed signs of improvement later in Q2, continuing into
early Q3, with sentiment buoyed by the warm weather and a summer of sports. In
addition, the arrival of a new Prime Minister looks to have brought improved
confidence for the year ahead.

Borrowing for house purchase saw modest growth in Q2, following an uncertain first
quarter. Whilst growth looks to have continued into early Q3, the higher new mortgage
rates seen since the start of the war have now brought affordability pressures to post-
GFC highs.

Refinancing continued to show robust activity through the quarter. Although higher
rates are also affecting remortgage customers, repayments of capital and wage growth
since their last loan mean they are well-placed to absorb the additional costs.

Savings growth remained buoyant, with particular strength in cash ISAs. Customers
may be putting more into these accounts this year, ahead of changes to the ISA
subscription limits in 2027.

At the aggregate level, unsecured borrowing showed no signs of stress, with credit
cards increasingly used just as a payment method and overdraft use at record low
levels. However, external data indicates signs of early pressure, in particular amongst
newer customers.

Mortgage arrears continued to fall, and numbers are now very close to the historic
lows seen in 2022. Meanwhile possessions fell, year-on-year, for the first time since
2023.

A half-year mortgage market health check suggests our forecasts from December, of
a flat house purchase market, strong refinancing and modestly improving arrears,
remain broadly on track.

The UK economy demonstrated a good degree of resilience in the first six months of
2026 in the face of a range of challenges. However, after a solid first three months of
the year, when GDP rose by 0.6 per cent, there was some moderation in the pace of
growth in Q2, to 0.4 per cent.

Services were the dominant driver of growth in the second quarter, expanding by 0.5
per cent. There was another solid quarter for tech-related B2B sectors such as ICT,
and professional and scientific services. This is potentially indicative of the benefits of
Al development and adoption starting to be seen in official data.
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In addition, consumer-facing services also had a decent showing, posting 0.3 per cent
growth. There was notable strength in accommodation and retail over the quarter, with
hot weather boosting spending.

This is a resilient set of readings given the backdrop to activity over the quarter was
the conflict in the Middle East and the associated market turbulence. Through April
and May oil prices surged to over $100 per barrel, feeding straight into higher petrol
and transport costs. Inflation, which had been expected to fall back to the Bank’s two
per cent target in the second quarter, instead came in at just under three per cent. It
wasn’t all bad news on the inflation front however, with disinflation in food prices and
services offsetting the oil price spike.

Nevertheless, the Office for National Statistics (ONS) Public Opinions and Social
Trends survey noted a jump in the proportion of respondents reporting an increase in
their cost of living at the start of the quarter. As well as the rise in transport costs,
market volatility also pushed up borrowing costs, with markets predicting an increase
in Bank Rate later in the year. Together these factors contributed to a further fall in
already tepid consumer confidence compared with the previous quarter.

Economists are not, however, expecting this resilience to persist into the latter part of
2026. The Bank of England’s latest forecast expects inflation to accelerate again
through the second half of the year as July’s higher energy price cap kicks in. This will
bring a renewed squeeze on real income growth. There is also a risk of food price
inflation taking off again, given disruptions to fertiliser supplies earlier in the year, and
the drought conditions experienced across much of Europe.

More significant is the ongoing uncertainty around US-Iran tensions. Ceasefire
discussions in June brought some calm to markets and saw Brent futures return to
pre-conflict levels. However, on again — off again negotiations are the key risk to the
Bank’s forecast.

With no sign of an agreement and continued shipping disruptions in the Strait of
Hormuz, oil prices remain elevated. If higher inflation persists, this increases the
chances of second round effects through stronger wage growth. At recent meetings of
the Monetary Policy Committee the majority of members have preferred to take a wait-
and-see approach, requiring evidence in the data that the energy price shock is driving
a more persistent inflation outlook before voting for a rate increase.

Also helping to contain inflation is a soft demand outlook. The Bank, and other
forecasters, expect a further slowdown in GDP growth in the coming quarters.
Household spending is forecast to moderate further, but with some support from a
lower saving ratio. Businesses, which also see higher energy costs hitting profit
margins, are also likely to pare back investment plans and hiring.



Thus far, there has been little movement in the labour market. The unemployment rate
has been stable at just under five per cent and a range of indicators continue to point
to gradual easing, with vacancies still drifting lower and private sector pay settlements
moderating. The Bank’s central forecast sees the unemployment rate holding at five
per cent at the end of this year. However, further out there are risks of more significant
labour market disruptions from Al adoption.

The final unknown for the second half of the year is the fiscal plans of the new Prime
Minister and Chancellor. Andy Burnham took office with a clear commitment to tackle
cost of living pressures. This is likely to be a central feature of the autumn budget. But
with similarly strong promises on keeping to the fiscal rules, measures may either be
modest or funded by tax rises elsewhere. The new cabinet will be hoping that the
budget will shore up confidence in the economy, rather than leading to another
prolonged period of uncertainty for businesses fearing further cost increases.
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These downward movements in consumer confidence continued into Q2, with April
showing sharp contractions across most of these indicators.

Moving through the quarter, however, we saw some stabilisation in overall confidence
levels. Within the components, a general story emerges of households feeling
somewhat less pessimistic as to how things will look in a year’s time, likely supported



by the evolving news cycle on the war (and perhaps some desensitisation to the daily
volume of new developments). Views on the current situation, however, did not move
in the same way, remaining weak.

More recently, July data points to a more pronounced and widespread uptick in
sentiment. Households’ expectations for unemployment and the wider economy
improved, as did their assessment of their own position, both now and in 12 months’
time. Alongside this, their intentions to make major purchases started to rise again.

Whilst the situation in the Middle East remains hugely uncertain, a sun-drenched

summer, combined with the football World Cup, looks to have lifted the nation’s mood
somewhat.

Remaining on the subject of football, the installation of a new Prime Minister is likely
to have injected a degree of “new manager bounce” optimism as to the outlook for
consumers own finances, and for the economy as a whole.
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Internal UK Finance data on card spending indicates that activity in clothes stores and
household goods was already picking up earlier in Q2, and this is likely to continue
through June and into Q3 as consumers equip themselves to make the most of — or
cope with — the long hot summer. Spending on services, however, remains weak,
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including in the travel sector, where the post-Covid mini-boom in activity looks to have
now eased.

As we observed in our last Review, trends in borrowing for house purchase the first
half of this year are difficult to interpret, as activity a year previously was distorted, first
by the rush to beat the Stamp Duty changes, and then the subsequent drop-off in April
after the changes came in.
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It appears that, despite the 1. Dotted lines reflect UK Finance estimates

sharp rise in new mortgage
rates seen in March, there remains some underlying strength in demand, for the time
being at least.

That said, mortgage pricing is not the only driver of demand in this market. With
customers needing to demonstrate the mortgage is affordable alongside their regular
household expenditure and other credit commitments, the wider cost-of-living
pressures arising from the war overseas are likely to have some negative impact. The
energy price cap was raised in July, and some feed-through into wider price inflation
will likely emerge later in the year. Both of these are likely to exert downwards pressure
on effective demand.

Forward-looking indicators, including the Royal Institution of Chartered Surveyors
(RICS) survey of price and sales expectations, point to more subdued demand in the
coming months. However, our internal data for July completions suggest that purchase
lending will continue to grow at least into early Q3.

Notwithstanding the current modest growth trajectory, purchase activity is still slightly
lower overall this year than in 2025, when the Stamp Duty rush early in the year
boosted demand. In total, house purchase lending for the year through to July is a little
under one per cent lower than the same period last year.
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Although Q2 saw continued growth in purchase activity, the impact of the war on new
mortgage pricing can now be seen, with mortgages arranged in March and beyond
showing in completions data.

As we have observed in recent Reviews, mortgage affordability — as measured by the
share of borrowers’ incomes that they need to cover their initial mortgage payments —
was already at very stretched levels in 2025. This was a key factor behind our flat
forecast for purchase activity this year.

In Q1 we saw affordability ease off modestly as new lending rates inched down, but
this was thrown into sharp reverse by the impact of the war, the steep rise in swap
rates driving fixed rate mortgage pricing up by around 100 basis points.
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hold.

After peaking in early April, offer rates inched down through the rest of Q2, but from
July this reversed again, as hopes of a lasting ceasefire in the Middle East receded.
At the time of writing the average five-year fixed rate was back near the peak level
seen in April.

Given the continuing uncertainty as to the path of the conflict, it is impossible to
confidently predict the path of new mortgage pricing through Q3 and beyond. Barring
a lasting peace deal that sees the Strait of Hormuz fully open, we are unlikely to see
rates — and therefore new mortgage affordability — ease back to even the stretched
levels seen immediately before the war.



Hot weather, sports and an imminent change of resident at Number Ten drove a
modest rise in consumer sentiment and supported spending in Q2. Meanwhile, despite
modest growth in borrowing for house purchase through the quarter, overall activity
this year to date is slightly down on last year, with affordability pressures at their most
acute since the GFC.

Looking ahead, the continuing impact of the conflict in the Middle East through higher
interest rates and inflation may limit growth in both spending and borrowing as we
move through the second half of the year.
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customers taking a new deal, accounting for 81 per cent of all refinancing transactions
in the quarter.

Some 1.8 million residential mortgages were scheduled to reach the end of their deal
rates through 2026 and, with these maturities spread evenly between both halves of
the year, we expect the strong growth already seen in the first half of this year to
continue.



Whilst higher mortgage rates raise payments for all new borrowers, the impact on
remortgagors is markedly different to that for house purchase customers.

In addition to the movement in rates between their previous deal and new rate, the
change in affordability for customers refinancing their mortgage is also impacted by
the fact that, for the past decade or so almost all new mortgages have been on a
capital repayment basis. So, when the customer refinances their loan, the repayments
they have made to date means they are now refinancing a smaller loan.

Therefore, although the rate shock this year will be highest for customers coming off
five-year fixes written in 2021 (when new mortgage rates were at historic lows), these
customers have also made five years of capital payments.

In addition, most customers will have seen their income rise over that time. Although
individual circumstances vary, average incomes have risen by 29 per cent since 2021
(ONS data).
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Even at the peak of the rate cycle in 2023, however, the new PTI ratio at refinance
peaked at 17.1 per cent, one percent above the original level when these customers
first borrowed in 2018.

Importantly, even those customers facing the largest rate shock at remortgage have
considerably lower payment burdens than those for new customers (as shown in
Chart 4), because of the movements in incomes, repayments and house prices since
they first borrowed.

After 2023, as rates eased off, customers have seen their payment burden fall at
refinance, although the differential is now far more modest than in previous years. In
Q2 this year, after the spike in new pricing, customers still had a slightly lower payment
burden at refinance than when they first borrowed five years ago.

As we move through the second half of the year, customers will see slightly higher
PTlIs at refinance. In a similar pattern to 2023, however, the increases will be modest
(not exceeding one percentage point). Through next year this is set to fall back, and
customers refinancing will again see their payment burden fall back to below the level
when they first borrowed.

Of course, not all customers will have experienced the same wage growth, but this
illustrates how even those remortgage customers facing the largest rate shocks this
year see a relatively modest impact on their finances, and their payment burdens
remain well below that for new customers — whose ability to pay has also been
established by their lender.

Therefore, we do not expect any material pressure on ongoing affordability at
remortgage. As always, however, any customers worried about meeting their
mortgage payments should talk to their lender at the earliest opportunity to talk through
what options are available and suitable for their circumstances.
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Chart 7: Household deposits, annual growth rates Household savings in Q2
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The relative strength in cash ISA deposits may then continue until the end of Q1 2027,
when these changes come into force. At the same time, however, we are likely to see

cost-of-living pressures from higher energy bills and wider inflation, which could
reduce overall capacity to save.

From Q2 2027 onwards when this change kicks in we can expect somewhat lower

growth in ISAs (although official data indicate the majority of savers do not reach this
£12,000 threshold).

How much this constrains overall savings growth depends on the preferences of
customers with more than £12,000 to put away. Those with more risk appetite and
ability to put money away for longer are more likely to opt for investment-based tax-

free ISAs, whilst others will shift towards taxable, but risk-free, non-ISA savings
accounts.

Mortgage refinancing continued the strong growth seen since the start of the year,
despite the increases in mortgage pricing due to the conflict in the Middle East.
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Customers coming off historically low fixed rates from five years ago are seeing the
largest, but still manageable, payment hikes.

Meanwhile savings growth remains strong, particularly for ISAs, with customers
potentially making the most of allowances this year, ahead of reductions to come in
2027.
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Going farther back, we can see that overdraft debt has been in secular decline for
some 20 years. Regulatory restrictions in the overdraft market, combined with
increased take-up of credit cards and other unsecured borrowing products, has
changed how consumers use unsecured borrowing to fund expenditure and cover
shortfalls.

Whilst overdrafts remain a useful tool to cover short-term gaps in households’ monthly
budgets, they are an expensive option. Over the past two decades customers have
increasingly used credit cards — which are normally free to use so long as they are
paid off each month — to cover short term expenditure gaps. For longer term borrowing
requirements, other unsecured options including personal loans and, more recently,
Buy-Now, Pay-Later (BNPL) offer cheaper routes.
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Our recent UK Payment Markets 2026 report indicates around one in five people
used BNPL to make a purchase during 2025. 42 per cent of users did so on a monthly
basis, rising from 33 per cent in 2024. This increased frequency of use, amongst a
stable customer base, is a potential indicator that some households may be using
unsecured borrowing more in the face of rising costs.

As other products become more widespread, overdrafts are being used less and less
as a catch-all tool for funding gaps between immediately-available cash and required
expenditure.

It is possible that, as higher energy bills and wider price pressures ratchet, we may
see some modest increase in overdraft utilisation. However, given the structural shifts
we have seen, this will only be a minority element of the overall trend in unsecured
debt management.

Th rough Q2, borrowing on personal Chart 9: Credit card lending and interest-bearing

credit cards continued its broad long ~Palances

term growth trend seen over the past =750 60%

ten years or so (Chart 9). F25.00n 58%
£22.5bn 56%

Credit card usage has slightly different #00bn 54%

drivers to other traditional unsecured :;ZZ 52%

borrowing products. Increasingly, credit ..., 50%

cards are used as a means of payment zw0obn o

. . %
rather than for borrowing per se, with " 46
. . . £5.0 bn 44%
o A D S Q N g2 Je3 ™ (5] ©
each individual transaction (as happens
with debit cards, cash or bank Source: UK Finance
transfers).

gross lending =% of balance bearing interest (RHS)

Given this, the growth in card borrowing aligns broadly with spending patterns. In
addition, the downward movement of interest-bearing balances (IBBs) on credit cards
is natural, as interest is only charged on balances not paid off in full at the end of each
monthly cycle. In April, 47.3 per cent of total card debt was interest-bearing, the lowest
figure on record. This ticked up very slightly through the quarter to 47.6 per cent by
June, but remains effectively at a record low proportion.
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An increase in IBBs can be a potential indicator of financial stress, but this is also
influenced by a range of other factors, including the flow of new borrowing on cards
as well as the availability and take-up of interest-free Balance Transfer (BT) periods.

Like overdraft debt, we did see a modest uptick in IBBs through the cost-of-living crisis,
but it did not persist beyond the peak of cost pressures.

Although we are seeing no signs of stress within our aggregate-level data for
unsecured borrowing, other sources point to modest increases in some indicators. A
recent report from Egquifax, for example, points to an increase in early missed
payments across a number of unsecured products, including credit cards and
unsecured personal loans for some recent borrowers. At present these increases are
limited, however, and not reflected in our aggregate indicators of unsecured borrowing
stress.

As household finances become somewhat more stretched through the second half of
the year, it is possible that we may see signs of increased pressure within our
unsecured borrowing data. However, given the resilience of the household sector
shown through the more significant cost-of-living crisis in 2023, we expect any such
movements will again be modest and short-lived (assuming labour market conditions
remain broadly unchanged).

Chart 10: First charge mortgages in arrears, per cent of Mortgage arrears fell again in
balance measure Q2, bringing this to two years
250,000 of uninterrupted contraction
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With arrears numbers now only eight per cent (6,160 cases) above the historic low
level seen in 2022, the slower rate of improvement is expected, and does not reflect
any adverse economic impacts from the war; as we observed in our Q1 Review, Bank
Rate has not moved this year to date, and so there is no impact on payments for
existing variable rate mortgages. It is possible that higher fuel and energy costs — as
well as the risk of higher and more persistent inflation over the next year— may further
slow the rate of improvement in arrears, but we expect any impact to be limited.

As numbers approach previous lows, a question emerges of how low arrears numbers
can or should be. In an ideal world, no customer would fall behind on their mortgage,
or indeed on any other credit commitment. However, whilst robust lending standards
and extensive, tailored lender forbearance mean that fewer customers now fall into
arrears than in previous generations, that number can never be zero.

The main causes of arrears all relate to life events that have negative impacts on
customers’ income and expenditure. Key examples of these are unemployment, death
and divorce, all factors which no underwriting regime can control. Whilst forbearance
policies help customers navigate through these periods in the best possible way, they
cannot fully prevent customers being unable to pay their mortgage.

Aligned to the economic concept of a natural rate of unemployment then, there is a
“natural rate of arrears”, driven by an evolving cohort of customers who experience
and negotiate these adverse life events.

Whilst arrears are now at very low levels, a significant proportion of cases remain from
mortgages taken out before lending rules were tightened in 2014.

As more of these cases reach the end of their mortgage term or otherwise move out
of the back book, the overall credit quality of the mortgage stock continues to improve.
In addition, unemployment is currently low and, as observed previously, now expected
to remain broadly unchanged this year.

Although risks remain, including the uncertainties as to the longer-term path of the
labour market mentioned previously, these two factors are driving arrears numbers
closer to its “natural rate”, below which it cannot realistically fall.

The first quarter of 2026 saw a rise in mortgage possession numbers, compared with
Q4 last year. However, an uptick in Q1 is normal and expected, because the industry-
wide pause in possession activity over the festive season depresses numbers, with
those delayed cases then taking place early in the new year.
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Although the Q1 figure showed this expected tick-up, the 2,060 possessions in the
quarter was only barely up on the 2,030 seen in a year previously.

In Q2, possession NUMDErS  chart 11: Mortgage possessions in period
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Looking ahead, we may see some volatility in numbers through the second half of the
year, but it now seems clear that the overall increasing trend in activity is slowing, if
not over, with possession numbers still at historically very low levels.

Headline indicators of unsecured consumer credit are positive, but there are signs that
some at the margins are showing early signs of stress in the face of higher fuel and
energy costs and a slightly looser labour market.

However, mortgage arrears numbers continue to improve, albeit at a slower rate as
we approach historic lows. Whilst there may be some inflation and rate pressures
ahead this year and next, these are relatively modest and we do not expect them to
place material upward pressure on mortgage payments.

Meanwhile mortgage possessions fell, year-on-year, for the first time in nearly three
years with numbers still at very low levels by all normal historical comparisons.

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.

16



Mid-year health check for the market

At the half stage of the year, it's timely to look back at our mortgage market forecasts,
published in December 2025, and compare these against trends in the first half of

2026.

Table 1: UK Finance mortgage forecasts, December 2025, performance as at June 2026

Projected YoY
2026 Forecast change compared |Year to date (Jun 26)

to 2025
Lending for house purchase £180 billion +2 per cent £82 bn
Newbuytoletpurchase ¢4 pijon 0 per cent £5 bn
lending
Internal product transfer £261 billion +2 per cent £143 bn
External remortgaging £77 billion +10 per cent £41 bn
Gross Lending £300 billion +4 per cent £145 bn
Arrears 87,493 -5 per cent 86,340
Possessions 9,415 +10 per cent 3,840

Our forecast for house purchase activity this year was essentially flat, with growth
constrained by tight affordability. Despite the higher mortgage rates seen since start
of the war adding to these pressures, our underlying assumption of two per cent growth
in 2026 (largely from modestly higher house prices) remains.

Our outlook for Buy-to-let purchase lending is also flat for 2026, as regulatory
pressures (primarily from the Renters Rights Act) continue to weigh on landlord
appetite, particularly those impacted most by the recent tax changes.

We have continued to see growth in mortgage refinancing so far this year, with
repayments of capital and wage growth since borrowers’ previous loans combatting
the impact of higher mortgage rates. We expect growth to continue in external
remortgaging, rising by ten per cent to £77 billion, and a two per cent rise in Product
Transfers to £261 billion.

Overall, total gross lending is projected to rise by a modest four per cent in 2026 to
£300 billion, with growth coming primarily from a resilient remortgage market. Year-to-
date lending trends suggest these forecasts are broadly on track.
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In December, forecasts saw arrears falling a further five per cent by the end of 2026.
Although our expectations for mortgage arrears and possessions currently look to
have erred a little on the cautious side, fallout from the war on cost-of-living still has
the potential to slow improvements. Year-to-date arrears are already below our
forecast and approaching the historic lows seen in 2022.

Finally, we forecast a modest ten per cent increase in possessions in 2026 to 9,400
cases as the industry and court system work to help customers in long-term
unrecoverable arrears exit their mortgage with the maximum amount of equity. In the
first half of 2026 there have been 3,840 possessions, as set out above. The second
half of the year may see volatility in quarterly figures, but the general trend looks to be
that increases are slowing, if not over.

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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