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About this report  
 
The EY ITEM Club Outlook for financial services examines the implications 
of the EY ITEM Club’s economic projections for the financial services 
sector. EY is the sole sponsor of the EY ITEM Club, which is the only non-
governmental economic forecasting group to use the HM Treasury model of 
the UK economy. Its forecasts are independent of any political, economic or 
business bias.

 
In conjunction with ITEM’s Chief Economist Howard Archer, Oxford 
Economics is responsible for producing the forecasts and analysis provided 
in ITEM’s forecast reports. Oxford Economics is one of the world’s foremost 
independent providers of global economic research and consulting using 
unique global economic models.

 
EY is a leader in shaping the financial services industry 
We are a global leader in assurance, tax, transaction and advisory services. 
Over 30,000 of our people are dedicated to financial services, serving the 
banking and capital markets, insurance, and wealth and asset management 
sectors. At EY Financial Services, we share a single focus — to build a better 
financial services industry, not just for now, but for the future. Together 
let’s build a better working world. 

ey.com/fsminds
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Omar Ali 
Managing Partner,  
UK Financial Services,  
Ernst & Young LLP

The latest EY ITEM Club Outlook for financial services 
regrettably tells a familiar story - low growth, weakened 
demand for credit and falling business investment. Since 
the financial crisis, we have been hearing that we face 
short-term sluggish growth and the economy would 
return to higher growth in the longer-term. Whilst the 
first part of this has never failed to deliver, the second 
part has unfortunately not yet materialised. Since we 
started the financial services Outlook in 2014, annual 
growth in Gross Domestic Product (GDP) has never been 
above 2.9%. Last year the UK economy grew by 1.4%, 
the slowest rate since 2009, and this year GDP growth is 
forecast to run at just 1.3%.

There are always good reasons for the economic recovery 
being pushed further out. The impact of geopolitical 
uncertainty on the outlook this Spring is undeniable, with 
political uncertainty surrounding Brexit and increasing 
international trade protectionism impacting both 
consumer and business appetite to borrow and spend.

The EY ITEM Club Outlook for financial services is 
based on the scenario that an agreement over the UK’s 
withdrawal from the EU will be reached by the new 31 
October deadline. But even in this event, the UK economy 
is forecast to deliver growth of only 1.3% this year, with a 
marginal increase to 1.5% in 2020. Should the UK leave 
without an agreement, the economy is forecast to suffer 
stagnation in late-2019 and even a mild recession in the 
first half of 2020.

Whilst the Brexit outcome remains uncertain, business 
investment continues to fall. Companies have been 
holding off on some of the longer-term commitments 
that require investment. This means, despite banks being 
keen to lend, little new demand for corporate lending is 
expected in 2019.

Even if the UK leaves the EU with an agreement in 
October and firms implement the investment projects 
they have currently put on hold, we’re unlikely to see the 
impacts of these investments until well into 2020.  

Consumers are also putting off big purchases. Despite 
inflation slowing, average earnings increasing and 
historically low levels of unemployment, consumers are 
avoiding big ticket purchases and choosing to build up 
household savings instead. The household saving ratio is 
forecast to rise from 4.5% in 2018 to 5.2% this year. As a 
result, growth in consumer credit and general insurance 
is likely to weaken. 

For assets under management (AUMs), market troubles 
and a stronger pound acted as a strong drag on growth in 
2018. It dropped 6.8% to £1.19t in the biggest fall seen 
since 2008, and our forecast for AUM at the end of 2019 
sits at a modest £1.24t, which is still below 2017 levels.

However, Brexit and global geopolitical uncertainty are 
not the only issues to contend with. Even if the economic 
landscape improves, there are longer-term trends outside 
of these high-profile short-term factors that the industry 
is having to respond to. These include a steady decline 
in car ownership rates among young people, reflecting 
a fundamental shift in attitudes and the ‘uber-effect’; 
maturity and saturation in the use of car contracts, 
which are therefore not driving growth in consumer 
credit; and continued high (and to many potential buyers, 
unaffordable) house prices, holding back mortgage 
demand. In addition, net interest margins have been 
squeezed for over a decade thanks to an unprecedented 
period of very low official interest rates, and we’re not 
expecting big rate increases when rates do go up. This is 
having a real impact on profitability across the sector and 
is forcing firms to think about their business model.

We are also seeing new trends emerging, which the 
industry will want to watch closely; for example, data 
shows that life expectancy has started to decline for the 
first time since records began. 

Brexit continues to make the headlines, and rightly so – it 
poses a significant challenge to many firms in the short 
and long-term - but there are also more profound trends 
we shouldn’t lose sight of. Profitability has been squeezed 
for more than a decade and economic conditions are not 
likely to dramatically improve - regardless of how Brexit 
plays out. Against this backdrop, financial services firms 
face increasing shareholder pressure to find other ways 
to drive growth and improve performance. We expect 
to see diversification into new products and services 
as well as investment in technology as they seek to 
drive growth, improve client experience and achieve 
greater operational efficiencies. The preparations and 
investments that firms make now based on longer-term 
trends will determine their success in the next three to 
five years, and contribute to the UK’s leading position in 
financial services well beyond Brexit.
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Macroeconomic 
overview 

There will be little respite from the weakness the 
UK economy experienced last year 

The economy expanded by 1.4% in 2018, the slowest 
rate since 2009. It looked like growth was picking up 
over the first three quarters of 2018, but this pattern 
was driven largely by erratic factors related to the 
weather, dragging on activity early in the year, then 
boosting it over the summer, and the last quarter of 
2018 saw growth slip back. 2019 offers some upsides – 
lower inflation is boosting spending power, as should a 
relaxation of fiscal austerity. If a Brexit deal passes before 
the October-end deadline, some pent-up investment 
may come back on stream. However, more caution by 
consumers at home, and weakness abroad, particularly 
in the eurozone, present downsides. If a “no-deal” Brexit 
is avoided, we forecast GDP to rise by 1.3% this year, with 
growth in 2020 running at 1.5%. The UK leaving the EU 
without an agreement, however, would see the economy 
likely suffer stagnation or even a mild recession in the 
first half of 2020. In that eventuality, we forecast growth 
of only 0.1% next year.  

Falling inflation and a pick-up in pay rises offers 
some upsides for consumer spending…

Consumer price inflation slowed in the second half of 
2018 and into early 2019, reflecting the fading effect of 
past sterling weakness on import prices. Price pressures 
should ease further this year, aided by a recovery in the 
value of the pound if an “orderly” Brexit is achieved. 
Combined with growth in average earnings picking up - 
matching a 10-year high in early 2019 - the outlook for 
household spending power is brightening. This is aided 
by high and low levels of employment and unemployment 
respectively.

However, with the household saving ratio well below the 
long-run average, consumers may choose to use the 
gains from faster real income growth to bolster their 
finances rather than spending the proceeds. And the 
scope for further gains in employment is more limited. 
That factor is the main reason why we expect growth 
in real disposable income to slow to 1.6% this year 
from 2.1% in 2018, with the forecast rise in consumer 
spending also weaker (1.4% in 2019 versus 1.7% last 
year). 

…but a continued lack of clarity on Brexit clouds 
the investment and trade outlook 

Business investment proved a particularly weak part of 
the economy in 2018. A fall of 0.4% over the year was 
only the second annual decline since 2009. There seems 
little doubt that Brexit-related uncertainty played some 
role in this. If, as we expect, a deal between the UK and 
EU is reached before the October-end deadline for the 
UK’s departure, firms may implement investment projects 
currently on hold. However, any post-Brexit bounce is 
unlikely to become apparent until 2020. On the trade 
front, a positive contribution to GDP from net trade in 
2017 turned into a drag last year as growth in most 
major economies slowed. So far, 2019 has delivered 
mixed signs around global activity but, outside the US, 
prospects look subdued.       

The Bank of England will struggle to raise interest 
rates more than once this year 

With inflation forecast to run below the Bank of England’s 
2% target this year and economic growth - even under 
our assumption that a Brexit deal is struck - running at 
a modest pace, the need for tighter monetary policy is 
questionable. At most, the Bank may pursue one hike in 
Bank Rate in 2019, with August the most likely date for 
a rise in the official interest rate from 0.75% to 1%. But 
a “no-deal” outcome to the Brexit negotiations would 
probably lead the Bank to cut rates, as well as engage in 
unconventional policies such as quantitative easing.       
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Banking Prospects for lending growth are caught between 
opposing forces…

Following two years of stagnant or negligible growth in 
real household incomes, 2018 saw a decent 2.1% gain. 
Another rise is expected this year as infl ation drops 
further and pay growth holds onto recent advances. 
However, the likelihood that households will err against 
further running down savings is set to dampen demand 
for credit. 

In the all-important mortgage market, the story has 
continued to be a sluggish-but-stable one. The start of 
2019 saw net mortgage lending rise by just over 3% on a 
year earlier. This is in line with the pace seen since 2016 
and only one-third of the near 10% rate averaged in the 
decade up to the fi nancial crisis. 

The outlook offers some upsides for mortgage demand, 
including a continuation of low borrowing costs. Even in 
the event of an “orderly” Brexit, the Bank of England will 
have little reason to raise interest rates anything more 
than very gradually. The starting point for mortgage 
rates is a modest one – the average interest rate on new 
home loans averaged 2.1% at the start of 2019. Thanks 
to intense competition in the mortgage market, this was 
only four basis points higher than a year earlier and well 
under half the 5.23% averaged from 2004-07. However, 
the ratio of house prices to incomes began 2019 at an 
elevated 5.7, above the post-2000 average of 4.81. This 
illustrates how the relative unaffordability of housing 
will hold back mortgage demand. Overall, the stock of 
mortgage lending is forecast to rise by just under 1% this 
year, followed by 1.3% in 2020.

ey.com/fsitemclub 
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…with growth in real incomes picking up and 
interest rates still very low…

Although growth in net consumer credit in the second 
half of 2018 and into early 2019 continued to outpace 
that in mortgage lending, the margin of difference 
narrowed. February 2019 delivered a 6.3% year-over-
year (YOY) increase, the lowest since September 2014 
and well below the recent peak of 10.9% in November 
2016.

The bulk of the slowdown has refl ected weaker demand 
for fi nancing for new cars, a development that looks set 
to continue this year. Demand for diesel vehicles has 
fallen sharply, with buyers deterred by tax changes and 
reputational problems. Uncertainty around Brexit may, 
for the time being, discourage some people from making 
major purchases. And demographic developments, in the 
form of a steady decline in car ownership rates among 
young people, presents a likely longer-lasting headwind. 
In 1993, 55% of men and 42% of women aged 17 to 20 
held a driving license. These proportions sat at 33% and 
29% in 2017.   

  

…but credit demand weakening and households 
expected to take a more prudent approach 

Survey evidence on prospective demand and supply 
for unsecured credit suggests a relatively subdued 
outlook. According to the Bank of England’s latest 
Credit Conditions Survey, lenders reported that - having 
decreased in the fi rst quarter of 2019 - the availability of 
unsecured credit to households was expected to decline 
further in the second quarter. The length of interest-free 
periods on balance transfers and new purchases on credit 
cards also decreased signifi cantly in Q1, with another 
drop expected in Q2. Moreover, that savings amounted to 
just 4.8% of the average households’ resources at the end 
of 2018 - well below the long-run, post-1963 average of 
9.4% - suggests that a more prudent attitude may take 
hold. We forecast that growth in the stock of consumer 
credit will slow from 4% in 2018 to 1.6% this year, with a 
recovery to around 2% in 2020.

   

Meanwhile, weak business investment appears to be 
driving the slowdown in growth in the stock of corporate 
lending to both large companies and small and medium-
sized enterprises. Spending by fi rms on buildings, 
machinery and other capital equipment dropped 0.4% in 
2018, only the second annual fall since 2009.

Saving ratio is well below the long-run norm     
Savings as a % of household resources 

Borrowing costs have stayed down despite hikes in the offi cal interest rate  
% 



On a positive note for banks’ profi tability, the FCA’s 
review of retail banking, some parts of which are still 
ongoing, avoided far-reaching measures to boost 
competition such as ending free current accounts. That 
said, and as the FCA’s review pointed out, the entry into 
the market of big technology companies such as Amazon 
presents a potentially long-term source of competition 
and pressure on profi ts. Retail banks continue to plan for 
greater competition from a range of new entrants (such 
as neobanks and technology players) by investing heavily 
in different forms of digital transformation.

Taken together, these factors increase pressure to look 
for alternative sources of revenue, and we may see fi rms 
expanding the provision of fi nancial advice, planning for 
demographic changes and focusing on growing markets. 

ey.com/fsitemclub
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In the same year, growth in the stock of business loans 
ran at a three-year low of 2.7% in 2018 compared 
with 4% the previous year. With business investment 
forecast to see another decline this year, and the Bank 
of England’s latest lending survey showing a drop in 
corporate demand for credit in Q1, we expect business 
loans to rise only 1.3% this year, before a recovery to 
2.2% in 2020. 

Banks’ profi tability remains under pressure 

With growth in relatively high net-interest margin 
consumer credit lending likely to slow further, and 
expansion in low-margin mortgage lending continuing at 
a subdued pace, the scope for an improvement in banks’ 
overall net interest margins looks modest. What’s more, 
increased interest in helping customers out of standard 
variable-rate mortgages - together with proposed actions 
such as cutting fees for unauthorised overdrafts – could 
put further pressure on banks’ profi tability. Although the 
impact of replacing the London Inter-bank Offered Rate 
(Libor) has yet to work through, it also has the potential 
to adversely impact fi rms’ profi t and loss, and capital 
position. Additional costs include changes to contracts, 
systems, process models and potential customer redress 
and compliance costs.

Meanwhile, as of January 2019, total compensation paid 
by UK banks for mis-sold payment protection insurance 
(PPI) had reached £34.2b. The latest data, however, 
saw a modest drop-off in payments as the August 2019 
deadline for claims comes closer. Compensation averaged 
£309m in the six months to February 2019, down from 
£378m over the previous six months. However, this was 
still above average compensation levels in both 2016 and 
2017. Following the Financial Conduct Authority’s (FCA) 
policy statement in February, the regulator’s requirement 
that lenders inform certain customers with previously 
rejected PPI complaints that they may be able to bring 
up new complaints, could push up costs in the run-up to 
August. 

A sluggish but stable outlook for lending    
% year

Growth in household & business lending has been subdued    
% 
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Insurance A continuation of growth in real household incomes 
will bolster insurance demand…

Our forecast for another year of real growth in household 
incomes represents a positive for big-ticket purchases 
and, correspondingly, business for the non-life insurance 
sector. Having recorded stagnant or negligible rises in 
2016 and 2017, last year saw household incomes grow 
2.1% in real terms, the second fastest rise since 2013. 
Looking to this year, consumer price infl ation is set to 
drift down and pay growth is holding on to its recent 
revival. However, employment growth is slowing, and 
2019 is forecast to deliver a 1.6% rise in incomes, with 
a similar pace expected in 2020. This, nevertheless, will 
remain a long way short of the 3.1% increase averaged in 
the (pre-fi nancial crisis) decade to 2007.

Our expectation that a Brexit deal will ultimately pass 
before the latest October Article 50 deadline is reached 
may encourage some big-ticket purchases, including 
property and vehicles, which had previously been held 
back by uncertainty. 
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With insurers having to compete in a shrinking market, 
defl ation in motor insurance prices has continued 
into 2019. In the year to March 2019, the cost of car 
insurance dropped 8.9%, the 12th consecutive month 
to see a fall. In the same month in 2018, prices had 
been rising at an annual rate of 1.7%. The price of home 
contents insurance has also moved in an unfavourable 
direction from the point of view of premium income 
growth. Prices dropped 1.8% in the year to March, 
compared with rises of 4% - 5% in the latter part of 2018.

Overall, our latest forecast shows non-life premium 
income growing 2.2% this year, up from 1.3% in 2018, 
and it is expected to rise to 2.2% in 2020.

                

…but general insurers face challenges from weak 
car sales and premium defl ation   

The industry, however, also faces challenges. In the 
general insurance market, growth in motor insurance 
premiums will be hindered by continued weakness in the 
market for new cars and evidence that the UK has passed 
“peak car.” This may in part refl ect a tailing off in the 
long-running windfall to consumers from PPI payments. 
Private new car registrations dropped 0.9% YOY in Q1 
2019, the third consecutive quarterly decline. And 
registrations fell 6.8% in the calendar year 2018, the 
third year in a row of falling sales. The adverse effect on 
the supply of new cars arising from some manufacturers’ 
unpreparedness for new EU emissions regulations (which 
came into effect in late 2018) suggests that part of the 
sector’s recent weakness may be temporary. However, a 
rebound has yet to materialise. The latest data for March 
showed registrations down 2.8% YOY, while 2019 as a 
whole is forecast to see only a very modest growth of 
1.9%. 

    

Household incomes are in for a period of sustained, if unspectacular, growth 
% year

Motor insurance prices have moved fi rmly into defl ation  
% year

Car registrations continued to fall in 2018 and early-2019
Millions, rolling 12-month total
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Falling premiums exaggerate likely hit to
insurance profi ts 

Following last year’s investigation by the Competition 
and Markets Authority (CMA) and the FCA, the decision 
by some insurers to move away from a “loyalty penalty,” 
where long-standing customers are charged more than 
new ones, is another potential drag on profi ts. Citizen’s 
Advice estimate that the cost to consumers of this 
penalty is around £700m per year.  

On the face of it, defl ation in insurance premiums is 
another factor that should weigh on returns in the 
sector. However, the passing of the Government’s Civil 
Liability Act in December 2018 and the likely reduction 
in whiplash claims which should follow - along with the 
review of the Ogden discount rate due to take place 
later this year - mean that lower premiums are likely to 
be accompanied by lower costs for insurers. Meanwhile, 
evidence that long-running improvements in longevity 
have stabilised or even started to reverse should cut 
the cost of annuities and boost insurers’ profi ts as they 
adjust assumptions around mortality. Mortality data from 
England and Wales shows that life expectancy in 2018 
at age 65 was more than a year lower than in 2015. We 
forecast profi t growth of 7% this year and 7.3% in 2020, 
close to the rates seen in the last two years.  

Life insurers face the hurdle of another year of 
depressed interest rates

Troubles in the global economy stemming from a 
slowdown in the eurozone, and ongoing and potentially 
new trade disputes between the US, China and the 
EU, point to interest rates globally rising more slowly 
than previously expected. That infl ation across major 
economies has continued to remain unresponsive to 
falling unemployment will also hold back central banks 
from “normalising” monetary policy. 

We expect the Bank of England to raise Bank Rate at 
most once this year, leaving the offi cial interest rate at 
1%. Meanwhile, the US Federal Reserve is forecast to 
keep rates on hold and the European Central Bank is 
expected to keep the eurozone’s offi cial interest rate in 
negative territory. 

This will maintain pressure on life insurers’ returns from 
depressed bond yields. We expect 20-year gilts to end 
this year at 2.1%, only marginally higher than the 1.8% 
seen at the end of 2018.

Meanwhile, a slower pace of global growth, and already-
elevated equity price values in the US, specifi cally, 
represent headwinds to equity price growth this year. 
However, following a sharp fall in equity values at the end 
of 2018, a more recent recovery - along with the boost to 
sentiment from our expectations of a Brexit deal - mean 
the Financial Times Stock Exchange (FTSE) All-Share 
Index is forecast to end 2019 7% higher than a year 
earlier. This is a marked improvement on the 6.6% YOY 
drop seen in the last quarter of 2018. 

As a wave of defi ned benefi t (DB) pension schemes 
de-risk, the incentives for scheme members to convert 
DB rights to defi ned contribution (DC) assets and rapid 
growth in the bulk annuity market - sales of which hit a 
record high in 2018 - will continue to fuel investment and 
growth in the life and pensions sector. Overall, supported 
by our prediction of another year of rising real household 
incomes, following a 2.5% increase in 2018, we think 
gross life premiums will see a 2.1% increase this year, 
with growth accelerating to 3.1% in 2020.



In particular, with 75% of FTSE 100 and 50% of FTSE 
250 companies’ revenue earned outside the UK, a 
higher exchange rate will, all else equal, reduce the 
attractiveness of UK equities.

A mixed outlook for equities may offer some boost to 
alternative asset categories like property - but with the 
rise in DC assets, this will have to be balanced against the 
suitability of a different risk profi le. With several major 
economies seeing a steady deceleration in property price 
infl ation during 2018, evidence suggests that we may be 
in the late stage of a real estate cycle. This will caution 
investors and limit growth in investment in this asset 
class.  

An uncertain global outlook and the continued 
absence of infl ation should favour bonds    

The outlook for asset allocation in 2019 is looking 
favourable for low-risk assets like bonds. A more 
subdued performance from the global economy and, 
correspondingly, a less hawkish attitude from central 
banks toward hikes in interest rates will support bond 
values. The eurozone economy slowed sharply in the last 
quarter of 2018. While the US has continued to put in a 
strong performance, some of the factors underpinning 
this – notably tax cuts and rises in federal government 
spending – will diminish this year. Moreover, there are 
plenty of geopolitical triggers which could unsettle 
markets for riskier assets, ranging from the still-present 
risk of a “no-deal” Brexit, to US-China trade strife and to 
instability in the Middle East.  

If, as our forecast assumes, a Brexit deal is confi rmed 
before the end of October, this should boost the 
attractiveness of UK equities, which have continued to 
underperform in other major global stock markets indices 
over the last year. However, a “no-deal” outcome would 
probably hit equities and favour gilts considering that, 
under that outcome, the Bank of England would be likely 
to keep interest rates lower for even longer.  

Brexit-related developments in sterling will also infl uence 
asset allocation. While the positive effect on sentiment 
from a Brexit deal should be good for UK equities, we 
also think a deal would support a steady recovery in the 
pound, with sterling reaching $1.38 by mid 2020. This 
will mechanically drag on the value of foreign-currency 
denominated assets held by UK asset managers. 

Market troubles and a stronger pound weighed on 
AUMs in 2018

A weak performance from many asset classes in 2018 
combined with a modest strengthening in sterling’s value 
acted to drag on growth in UK AUMs last year. Notably, 
the FTSE All Share Index in the last quarter of 2018 was 
6.6% down on its level in the same period in 2017, the 
worst end-year performance since 2008. Additionally, 
the pound’s value was up 1.5% against a basket of 
currencies, compared with a 5.8% drop in 2017, pushing 
down on the sterling value of foreign assets held by UK 
asset managers. AUMs in 2018 dropped 6.8% to £1.19t, 
the biggest fall since 2008 and a sharp reversal from the 
£1.28t and growth of 17.4% seen in 2017. With AUMs 
forecast to rise 4.7% this year and 4.4% in 2020, we 
expect some rebound, albeit soft by the standards of the 
period since the fi nancial crisis.  
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Wealth 
and asset  
management
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In GDP terms, AUMs should see a modest recovery from 2018’s drop 
% of GDP

2019 should deliver some bounceback from a poor 2018 for equities    
FTSE All Share, % year (Q4 to Q4)



Current record high employment (both in level and rate 
terms) should also bolster infl ows from UK workers. 
Additionally, our forecast for some recovery in the 
household saving ratio from the near-record low seen 
last year is also AUM-positive. However, the effect 
of recent weakness in asset markets on households’ 
fi nancial wealth may present a headwind to AUMs. Gross 
fi nancial assets held by households rose 1% in the year 
to Q4 2018, well down on the 5.4% rise averaged in 
2016 and 2017. That said, the level of UK household 
wealth remains high. Net of fi nancial liabilities, this was 
equivalent to 337% of household incomes in Q4 2018, 
compared with an average of 283% since records began 
in 1988.
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18 |   EY ITEM Club Outlook  Spring 2019

ey.com/fsitemclub 

19EY ITEM Club Outlook Spring 2019  |

Rising auto-enrolment rates should support infl ows, 
although weaker growth in wealth won’t help  

Domestically, the AUM sector is benefi ting from growing 
government-compelled saving. April saw the total 
contributions rate under pensions auto-enrolment rise 
to a minimum of 8%. The Department for Work and 
Pensions (DWP) estimate that in the current 2019-20 
fi scal year, an additional £19.7b will be contributed to 
pensions annually because of automatic enrolment, 
equivalent to almost 1% of forecast GDP. Some customers 
might opt out as contribution rates rise, but inertia 
means they are unlikely to do it without a triggering 
event such as changing jobs.

Meanwhile, growth in pay will feed automatically into 
rises in AUMs and life insurers’ income as a result of auto-
enrolment, especially if opt-out rates remain low. This 
effect will be magnifi ed by the recent rise in contribution 
rates. 

Household fi nancial wealth has dipped slightly 
% of household income

Composition of AUMs is expected to see little move    
£b
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