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Let’s introduce something awesome

We’ve teamed up with 4most Analytics Consulting to provide 
you with a monthly economist update.  

The information in this pack is for educational and information 
purposes and does not constitute advice. 
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Overview

• While welcome, the Bank’s decision to cut in August is slightly surprising. The 
Governor brushed off concerns about entrenched services price inflation, labour 
market tightness and public sector pay increases after the move. The Bank 
intends to keep policy “restrictive for sufficiently long”. Latest estimates suggest 
energy bills will rise 10% in October and inflation could be near 2½% at year-end. 
Only one more rate cut is likely this year.   

• Over the last month, financial market predictions of where rates will be have 
fallen right along the curve. The good news is bringing mortgage rates down to 
levels that should start to spur more activity. House prices falls now look unlikely.  

• Prospects for growth are brightening and forecasts are being revised up on the 
back of strong growth in real wages and tentative signs consumers are coming 
out of hibernation. Our view is that GDP will grow by 1.3% in 2024 and 1.7% in 
2025, slightly above consensus. 

• Labour wasted no time in uncovering holes in the public finances. Given fiscal 
projections were scored on unrealistic cuts to public spending, tax rises were 
inevitable whoever won the election and are not a surprise from a forecasting 
perspective. The Budget on October 30 will probably see capital gains tax rise 
and perhaps bring pensions within inheritance tax rules. Changes to income 
taxes on average workers appear to have been ruled out.

• As well as an end to no-fault evictions, Labour’s plans for the rental sector 
include a requirement that properties are improved to at least EPC C standard 
by 2030.  The environment for the BTL sector will remain challenging.

• The possibility of an escalation of the conflict in the Middle East feels greater 
than it was a few months ago. 

• And turmoil in financial markets reflects several current concerns: overly 
restrictive monetary policy everywhere, especially in the US; worries of a 
potential bubble in hi-tech stocks and the fallout from investors on the wrong 
side of Japan’s decision to raise interest rates.

• Talk of a US recession feels overdone based on one bad payrolls number. And 
while political uncertainty is still to the fore, speculation around who will 
represent the Democratic party is at least over – and the race is now too close to 
call rather than leaning towards a victory for Donald Trump.

Taxes to rise. Will the recovery survive? Consumers hold the key Risk outlook
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Inflation and interest rates

• Headline inflation remained steady at 2% in 
June, and services inflation stuck at 5.7%. The 
rise in hospitality prices was the main 
upward contribution to services prices. 

• Risks remain upside. Food prices rose again 
after falling in May. PMI surveys suggests a 
rise in input costs in July, which means the 
negative trend in goods inflation may not 
persist.

• Energy prices are expected to rise back 
above Q2 2024 levels in October after the cut 
in July. This means that inflation will be 
slightly higher than previously expected, at 
2½%, by the end of 2024.

• Over the last month, market expectations of 
the future Bank Rate path have been 
substantially  marked down. After the August 
cut, markets fully price in one more cut this 
year and for rates to end 2025 at around 
3.75%.
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Labour market

Unemployment remained at 4.4% in March to 
May, although the volatile one-month figure 
edged up to 4.5%. 

However, redundancies remain low, and the 
number of vacancies is much smaller (but may 
be close to the bottom). This is an economy 
where it is harder to find a job rather than one 
where more people are losing one.

The rise in the unemployment rate (if one 
believes it amid problems with ONS figures) 
could be a lagging indicator of the recession in 
the second half of last year. 

More recent evidence from the manufacturing 
PMI and the Lloyds Banking Group survey 
suggest recruitment is picking up as the 
economy brightens.

The government has plans to tackle the rising 
inactivity rates by working with local 
authorities through a skills and health plan to 
encourage more local people into the 
workforce. This would boost potential output 
in the medium term if it can be landed.
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Housing market

House prices are rising on most measures. The 
recent drop in borrowing costs will support 
demand. It is now harder to argue for further falls 
in house prices than it was a month ago.

It is still a buyers’ market. Just. But Zoopla reports 
buyers are paying a higher proportion of asking 
prices than a few months ago. With prices stable, 
this does suggest a little more pricing power for 
sellers. 

Prices are no longer expected to fall despite 
lingering worries about affordability. Houses still 
look unaffordable for most First Time Buyers and 
the market still looks some way from what we 
might think of as normal.

Risks to prices are still downside until interest 
rates come down further and rising incomes 
restore affordability.
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Rental market

If one statistic sums up the current state of 
the rental market it is the 17 enquiries the 
average property gets. This is down from 26 in 
2023, but it was just 8 in 2019.

The RICS survey shows a fewer properties 
coming to market. The risks is that rents 
continue to rise and remove purchasing 
power from other parts of the economy as 
they absorb a greater proportion of income.

Labour’s plans for the rental sector include 
the scrapping of Section 21 no-fault evictions 
but will come with more guidance on when 
possession is allowed.  

The Bill, which is at the discussion phase, aims 
to prevent ‘unreasonable’ rent increases and 
prevent bidding wars. This feels close to rent 
controls and will obviously make BTL less 
attractive.

Another change that we have trailed for some 
time is the requirement for landlords to 
ensure properties have an EPC rating of C or 
above. This has been confirmed, as part of 
net-zero targets with a deadline of 2030.
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Mortgage market - activity

It may still be a buyers’ market, the stock of 
homes for sale is 16% higher than a year ago 
according to Hometrack, but the number of 
monthly approvals is stuck around the 60,000 per 
month mark.

However, borrowing costs fell further during July 
and surveyors are expecting sales to improve. 
Lenders asked by the Bank of England are not so 
sure

Affordability is still the main challenge, a problem 
that will only be solved gradually if prices remain 
at current levels.

Falling rates, and perhaps the perception that we 
are near ‘new normal levels’ meant more people 
were happier to fix for longer in Q2. But the two-
year fix is still the dominant product.

Labour plans to build 1.5 million homes over the 
course of the parliament. The aim is to boost the 
supply of new homes in England to 370,000pa by 
then. That would increase the size of the 
mortgage market. But it represents a huge rise 
from the 231,000 built in 2023, illustrating the size 
of the challenge.
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Mortgage market - rates

The downwards revision of where the Bank 
Rate is heading has already rippled through 
into mortgage rates. 

Average typical quoted rates on new lending 
in July were in the range 4.5%-5%, but those 
with the largest deposits are again looking at 
sub-4% rates. 75% LTVs are around 4.3%.

New Bank of England forecasts show inflation 
below target if market expectations seen in 
late July materialise. Subsequently markets 
priced in a lower ‘new normal’ of 3.3%. This is 
arguably still too high. 

Mortgage rates have fallen more than we 
expected. They could fall further if the view of 
the ‘new normal’ in the medium term comes 
down again, perhaps on big moves in the US.

Lenders expect spread to widen a little. 
Whether this is consistent with the level of 
competition for market share is another 
question.
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Mortgage market - arrears

Fewer people – both homeowners and BTL 
landlords are in early arrears. For the former 
group, the overall number of cases is down, 
although this will also reflect more cases 
flowing from late arrears to possession.

One reading of these trends is that they 
reflect the luck, or lack of it, that those 
coming to the end of fixed rates deals had in 
late 2022/mid-2023. Payment shock is 
potentially much lower for those whose deals 
have ended recently.

BTL, where variable rate, interest only 
products are more common, still has much 
higher arrears rates than before the Bank of 
England started raising rates. Possessions 
have further to rise.

The same is probably true in the 
homeowners’ market given the rise in late 
arrears in the last two years. But with interest 
rates falling, the hope is that new cases will 
continue their decline.
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