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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 
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. 

ey.com/fs
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The high-level macroeconomic forecast in the latest  
EY ITEM Club Outlook for financial services paints a 
familiar picture - the economic environment remains 
subdued and the outlook for future UK growth is weak. 
But when you look more closely, there are factors 
which would typically signal positive economic activity: 
household incomes have enjoyed a period of decent, real-
terms, growth, which usually leads to more spending; 
sterling is weak, which commonly results in export 
businesses investing; interest rates are low and mortgage 
lending criteria are very accommodative, which normally 
produces a higher take up in mortgage lending.

However, in all of these instances, political uncertainty is 
tempering consumer and business appetite to invest or 
spend, and further constraining economic growth and the 
associated opportunities for financial services firms.

In Q4 2019, the economy is not where we had hoped 
it would be. If you cast your minds back to 2015, the 
forecasts for 2019 and 2020 were much stronger. Gross 
Domestic Product (GDP) growth was expected to be 
c.2.5%.

That isn’t where we are now. 

The EY ITEM Club’s latest forecast is based on the 
assumption that the Brexit withdrawal agreement is 
ratified by the new 31 January 2020 deadline. This 
scenario should result in a decrease in uncertainty and 
some held-back investment projects coming on stream, 
but it will not dispel all Brexit-related uncertainty, as the 
UK’s longer-term relationship with the EU still needs to 
be negotiated. Alongside this, the economic outlook 
across the eurozone, emerging markets and the US is 
challenging. As a result, the forecast for UK GDP growth 
is just 1.3% in 2019 - the weakest rate in a decade – and 
is expected to drop to only 1% next year.

Omar Ali 
Managing Partner,  
UK Financial Services,  
Ernst & Young LLP
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Record-low interest rates aren’t expected to rise any time 
soon. Brexit-related uncertainty has led to a continued 
fall in business investment: Bank of England research 
estimates that total business investment is around 11% 
lower than would have been the case had the UK voted to 
remain in the EU.

The knock-on impact on financial services is material. 
Growth in business lending has been slower than hoped 
by about 1 percentage point per year since 2016. 
This year, firms stockpiling in Q1 as they prepared 
for a possible ‘no-deal’ scenario ahead of the original 
Brexit deadline of 31 March 2019, has boosted growth 
in business lending, but looking ahead to 2020, we 
anticipate a slowdown in growth of business loans to 
2.1% - the weakest rate since 2015. 

Consumer confidence is also weaker, which is manifesting 
itself in much slower growth in consumer credit 
and slower demand for general insurance for newly 
purchased big-ticket items.

Mortgage lending is forecast to stick to a stable, if 
modest, 3.7% growth this year and next, as competition 
for new customers, combined with low official interest 
rates, is keeping the cost of borrowing down and lending 
criteria accommodative.

There are, however, some upsides. Household income 
is set to grow at 2% this year, above the 1.6% averaged 
since 2010, and household savings are expected to go 
up. We have also seen a modest rise in the proportion 
of household savings in equities, which could suggest 
UK households are becoming more comfortable taking 
investment risks in the face of limited returns on cash 
savings due to continued low interest rates.

Demographics are driving demand for individual pensions 
and pensions drawdown products as the UK population 
aged 65 or older continues to grow. 

Should there be a ‘no-deal’ scenario, the EY ITEM Club 
forecasts GDP growth of just 0.2% in 2020, with the 
economy suffering a mild recession for a time. A sharp 
depreciation of the pound would raise inflation and 
squeeze consumers’ incomes. Exporters would face 
substantial tariff and non-tariff barriers. And business 
sentiment would be badly hit, reducing investment.

Even under our assumption that the UK leaves the EU in 
an orderly fashion, the macroeconomic forecast for the 
UK and our largest trading partners is not particularly 
inspiring. In this environment, financial services firms 
will have to continue planning for sluggish economic 
growth and continued uncertainty over the future 
UK-EU relationship. This means no let-up on driving 
simplification agendas within their businesses, investing 
in technology to create greater efficiency and reduce 
costs, and diversifying into new products and services 
to drive profitability and ensure long-term success. But 
what can be achieved is limited by ongoing political 
uncertainty. 

To boost growth, businesses will be looking to the 
Government for clarity on Brexit and the UK’s future 
trading relationship with the EU, so that they, alongside 
consumers, can start to take advantage of rising 
household incomes, the opportunities - as well as 
challenges - offered by ‘lower for longer’ interest rates 
and a hopefully less turbulent political environment. 
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Macroeconomic 
overview 

Our latest forecast is based on the assumption that the 
Brexit withdrawal agreement is ratified by the new 31 
January 2020 deadline. Although this should reduce the 
weight of current uncertainty on the UK economy, our 
forecast continues to look muted, reflecting a weaker 
outlook for the global economy. 

Brexit effects caused volatility in the economy’s 
performance this year 

Activity in the first half of 2019 was successively 
boosted, then hindered, by firms stockpiling and 
destocking because of Brexit-related contingency plans. 
Underlying growth has been soft, as a result of reduced 
appetite from firms to invest in an uncertain political 
environment, and global economic troubles hitting 
exporters. We expect GDP to expand by 1.3% this year, 
the weakest performance since 2009.  

The outlook for 2020 has some upsides. Regardless of 
who wins the forthcoming General Election, the likelihood 
of a ‘no-deal’ Brexit has fallen significantly since our last 
forecast was published in May 2019. Consumers should 
continue to gain from a combination of low inflation and 
decent pay growth, while a shift in the political consensus 
around government borrowing points to a more growth-
friendly fiscal policy. However, even if the UK leaves 
the EU with a deal in Q1 2020 (our baseline view), 
Brexit uncertainties are still likely to remain elevated as 
attention switches to the UK’s longer-term relationship 
with the EU. Additionally, a more challenging global 
environment will weigh on both exports and investment. 
Consequently, we forecast GDP growth at a very muted 
1% in 2020.   
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The environment for consumer spending should 
remain relatively benign…

Inflation is forecast to remain low, aided by cuts in energy 
bills in October 2019 and slower growth in import prices 
as a result of the recent revival in sterling’s value. Low 
unemployment, and a tight labour market – average pay 
rises have recently run close to an 11-year high - has 
delivered another benefit to household spending power. 
The Office for National Statistics (ONS) significantly 
revised its estimate of the household saving ratio up, 
which implies that consumers have more scope than 
previously believed to absorb shocks to their income 
before cutting their spending.  

Despite this, long-running strength in the jobs market 
has shown signs of wearing out, notably in the form of a 
decline in job vacancies. This indicates the labour market 
may finally be responding to sluggish economic growth. 
The prospect of weaker job creation is a key driver of 
our forecast for growth in real disposable income to drop 
from 2.5% in 2018 to 2% this year, before decelerating 
further to 1.7% in 2020. Consumer spending is expected 
to run on a more stable path, rising by 1.2% and 1.4% 
in 2019 and 2020 respectively. With income growth 
forecast to exceed spending growth in 2019 and 2020, a 
modest upward move is expected in the household saving 
ratio from 6.1% in 2018, to 6.7% in 2019 and 7.2% in 
2020. 

…but the benefits of an orderly Brexit won’t 
overcome investment and trade headwinds  

Business investment has continued to be the economy’s 
primary weak spot, with Brexit-related uncertainty 
playing an important role in hindering spending in this 
area. Spending by firms on fixed assets such as vehicles 
and machinery in Q2 2019 was only 0.4% higher than the 
level three years earlier. Our expectation that the Brexit 
deal is ratified early in 2020 should reduce uncertainty 
and result in some held-back investment projects 
coming on stream. However, a lack of clarity over the 
UK’s ultimate trading relationship with the EU means 
a withdrawal deal won’t end the weight of uncertainty 
on investment. An inconclusive result in the upcoming 
General Election could see our assumption of the Brexit 
deal ratified replaced by a further period of uncertainty 
over when, or even if, the UK will leave the EU. A soft 
global outlook, particularly in the eurozone, and the 
drag this presents to exporters, is another headwind to 
investment. 

2020 predicted to be another year of no-change in 
interest rates 

Despite central banks in the US and eurozone recently 
cutting interest rates, the Bank of England (BoE) has 
kept the UK’s official interest rate unchanged at 0.75%, 
albeit with some watering down of its guidance that the 
next move in borrowing costs will be up. However, our 
expectation that inflation will run slightly below the BoE’s 
target over the course of next year - reflecting in part 
the effect of sluggish GDP growth in creating a degree of 
slack in the economy - means we don’t expect Bank Rate 
to change in 2020 from its current level. 
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Banking Household spending power has gained from a favourable 
combination of low inflation, low unemployment and 
accelerating pay growth. However, political uncertainty 
is discouraging big-ticket purchases and households are 
seemingly taking a more prudent approach towards their 
finances, which means these more benign conditions 
have not translated into a boost to lending growth. 
Brexit-related uncertainty has also impacted business 
investment and business lending growth.

Household lending growth has been unusually 
stable…

The story of 2019 to date has been a continuation of 
the stable, but muted, growth in lending to households 
evident over the last three years. Overall lending growth 
has run at an annual rate of around 3.5%, broadly in line 
with cash growth in household incomes. 
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Growth in mortgage lending has also been stable, 
increasing at just over 3% year-on-year (y/y). This is a 
pace which has seen little deviation since 2016 and 
remains a long way from the double-digit rates seen in 
the decade preceding the financial crisis. Moreover, at 
around 65,000 per month, the number of mortgages 
approved - a leading indicator of lending - has remained 
broadly flat over the last few years. 

There seems little reason to think that the remainder of 
2019 and 2020 will see this stability end. The fact there 
is little prospect of any rise in official interest rates will 
keep mortgage rates at close to their current record low 
levels, supporting demand for loans. As of September 
2019, the average interest rate on a new mortgage was 
only 2%, slightly down on the 2.1% of a year earlier and 
almost a percentage point below the 2.9% averaged 
since 2010. Furthermore, mortgage lending terms have 
remained very accommodative – the proportion of new 
mortgage lending at loan to value ratios at or above 90% 
reached a new post-crisis high of 18.7% in Q1 2019.  

However, despite sluggish growth in house prices, 
affordability metrics remain stretched. In Q1 2019, the 
average house price (on the ONS measure) was equal to 
4.7 times the average mortgage borrower’s income, close 
to a record high. Additionally, survey evidence suggests 
that Brexit-related uncertainty is contributing to a fall in 
house purchases – housing transactions dropped 0.6% 
y/y in Q3, the sixth out of seven consecutive quarters to 
see a decline. This uncertainty should reduce if, as we 
expect, the UK leaves the EU in an ‘orderly’ fashion early 
next year. We forecast that the stock of mortgage lending 
will rise 3.7% both this year and in 2020. 

  

…although consumer credit growth has continued 
to decelerate…  

Growth in lending on credit cards and personal loans 
has continued to outstrip rises in mortgage lending. 
Having peaked at almost 11% in late-2016, the period 
since our last forecast has seen annual growth continue 
to decelerate. An increase of 6% in September 2019 
was one of the slowest since 2014 (note that the Bank 
of England recently made some upward revisions to 
historical borrowing data). 

Weakness in the market for new cars has continued to 
play a key role in depressing overall consumer credit 
growth. New car registrations in Q2 fell 4.6% on a year 
earlier, the fourth consecutive quarterly decline. This 
may partly be a consequence of political uncertainty 
dissuading people from making large purchases - a 
headwind that may fade as we move into 2020 with our 
anticipation of the Brexit deal ratified. However, the role 
of structural forces - particularly declining demand for 
diesel vehicles and a fall in car ownership rates among 
young people - is likely to exert a long-lasting drag on 
demand for cars and associated finance.  
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Granted, lending growth in early 2019 was strong by the 
standards of recent years, with Q1 seeing a 13.8% y/y 
rise in credit to non-financial companies - the biggest 
rise since the last quarter of 2007. However, this was 
probably connected to stockpiling by firms to guard 
against the risk of the UK leaving the EU without a 
deal on the original Brexit deadline of 31 March 2019. 
Lending growth in Q2 and Q3 was much softer, chiming 
in with the weak data on business investment. Alongside 
this, the BoE’s Credit Conditions Survey has pointed 
to demand for corporate credit continuing to weaken 
in the last quarter of 2019. Aided by Q1’s surge, this 
year is forecast to see the stock of business loans rise 
4.3%, an advance on last year’s 3%. Nevertheless, with 
negotiations on the UK’s future relationship with the 
EU still to come, uncertainty will continue to weigh 
on businesses’ appetite for credit and we anticipate a 
slowdown in lending growth to 2.1% in 2020, the weakest 
rate since 2015. 

In a ‘no-deal’ Brexit scenario, the EY ITEM Club 
anticipates that growth in all categories of bank lending 
would suffer, reflecting a weaker economy and more 
risk aversion from households and firms. Increased 
uncertainty and the erection of higher barriers to 
trade with the EU would likely further deter business 
investment, meaning that business lending is expected to 
be particularly depressed. 
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Moreover, action by the Financial Conduct Authority 
(FCA), including rules to protect customers with 
persistent credit card debt, revisions to the 
creditworthiness rules and reforms to the overdraft 
market, could further depress credit growth.   

…while lenders have tightened up credit standards 

Meanwhile, on the supply side, although interest rates on 
consumer credit have more or less remained the same in 
recent months, there has been some tightening in credit 
conditions in the unsecured lending market. Credit card 
rates have increased over the past year, and respondents 
to the Bank of England’s Credit Conditions Survey have 
reported falls in the availability of unsecured credit, as 
well as tighter credit scoring criteria, for some time. 
Having run at 5% in 2018, we forecast that growth in the 
stock of consumer credit will slow to 3.8% this year, with 
2020 seeing growth of 2.8%.

However, despite a sluggish economic outlook, we 
anticipate only a modest increase in consumer credit 
write-offs (and write-offs for other components of 
lending). This is largely because unemployment rates are 
expected to remain broadly flat through next year and 
interest rates are predicted to remain at their current 
level until 2021. These conditions should limit the degree 
to which borrowers experience financial distress. It also 
partly reflects the effect of improved technology, often 
being pioneered by new online banks, in providing a 
more individualised service. Whilst the new trend towards 
digital banking is creating a more competitive retail 
environment, it also offers some upsides for the sector, to 
new entrants and incumbents alike.   

Business lending has been dampened by Brexit-
related uncertainty 

Bank of England research estimates that total business 
investment is around 11% lower than would have been 
the case had the UK voted to remain in the EU. And 
growth in business lending has averaged 4% since 2016 
compared to the 5% we expected in 2015 before the 
Referendum was announced.
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Banking sector summary

2017 2018 2019 2020 2021 2022

7,311 7,456 7,644 7,782 7,931 8,177Total assets (£b)

6,346 6,587 6,850 7,073 7,338 7,621Total loans (£b)

-0.8 2.2 3.7 3.6 3.9 3.9Deposits (% year)

141 143 144 143 143 143Loans/deposits (%)

136 127 129 131 136 140Total operating
income (£b)

422 435 453 463 479 495

0.3 0.3 0.3 1.0 1.1 0.9

Business/corporate
loans (£b)

209 220 228 234 244 253

1.3 1.6 1.8 1.9 2.1 1.9

Consumer credit (£b)

Write-offs (% of loans)

1,205 1,246 1,292 1,340 1,391 1,446

0.01 0.01 0.02 0.03 0.04 0.03

Residential mortgage
loans (£b)

Write-offs (% of loans)

Write-offs (% of loans)

Source: Bank of England/Oxford Economics
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Insurance Insurers should gain from sustained growth in 
household incomes…

Disinflationary forces, strong pay growth (by the 
standards of recent years), and low unemployment, mean 
that households are continuing to enjoy growth in their 
spending power. We expect household income to grow 
2% this year in real terms, a slowdown on 2018’s 2.5%, 
but above the 1.6% averaged since 2010. This should 
support more demand for big-ticket purchases and, 
correspondingly, non-life insurance policies. 

…although a weak car market and political 
uncertainty are challenging general insurers 

With the Brexit deadline extended to 31 January 2020 
and an upcoming General Election, political uncertainty 
presents a counterweight to economic upsides. However, 
assuming that the Brexit deal is finally ratified early next 
year, the economic drag from uncertainty should ease in 
2020.  
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Price movements in home contents insurance have been 
marginally more favourable from the perspective of 
premium income growth. Prices in this area rose 0.5% 
in the year to September 2019, although that was well 
below growth of 1.7% in overall consumer prices. The 
housing market has, however, remained subdued. A 
0.6% fall in housing transactions (an important driver 
of big-ticket - and insurable - household purchases) in 
Q3 2019 continued a declining trend that began at the 
start of 2018. Overall, our latest forecast shows non-
life premium income growing 2.3% this year, down from 
3% in 2018, before rising 1.9% in 2020. However, it is 
worth noting that there is an expectation in the market 
that insurers may be forced to raise rates by the ongoing 
pressure on profitability. 

That said, general insurers continue to face sector-
specific challenges. New car registrations in Q2 fell 
4.6% on a year earlier, the fourth consecutive quarterly 
decline, and more recent data has offered no silver 
linings. October’s 6.7% drop in registrations on a year 
earlier was the biggest fall in 13 months. Moreover, on a 
rolling 12-month basis, the 2.3 million new cars sold in 
the 12 months to October 2019 was close to the lowest 
in six years. Furthermore, the deadline for payment 
protection insurance (PPI) compensation claims passed 
in August 2019 which means that what has, anecdotally, 
been a useful prop to car purchases is set to gradually 
diminish. 

  

As well as a shrinking market, motor insurers have also 
continued to face deflation in premiums. In the year to 
September 2019, the cost of car insurance dropped 
0.1%, the 18th consecutive month to see a fall. However, 
the pace of price declines has moderated from the peak 
13.8% fall seen in November 2018. 
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‘Lower for longer’ interest rates will maintain 
pressure on life providers 

With the US Federal Reserve cutting interest rates three 
times in recent months, the European Central Bank 
reducing eurozone borrowing costs even further into 
negative territory and several other smaller central banks 
also lowering rates, what had previously appeared to be 
the early stages of a global rate hike cycle has come to 
a quick end. Granted, the Bank of England has not yet 
followed suit, although it has watered down its guidance 
that the next move in interest rates will be up. Even under 
our assumption of an ‘orderly’ Brexit deal, we expect the 
BoE to sit tight in 2020 and not raise Bank Rate until 
early-2021.   

Consequently, pressure on life insurers’ returns from 
depressed bond yields will see no letup. In common with 
bond yields in other advanced economies, recent months 
have seen UK gilt yields hover around record lows. We 
anticipate only a gradual rise over the next few years, 
with the 20-year gilt yield averaging 1.3% in 2019 and 
1.2% in 2020.
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In terms of life companies’ equity holdings, UK equities 
currently look very cheap by global standards. A 
Brexit deal should lift values of domestically focused 
companies, although an ‘orderly’ exit would probably be 
accompanied by a rise in the value of the pound. This will 
hold back growth in the internationally exposed FTSE 
100. Meanwhile, US and global equities look expensive 
and vulnerable to weaker economic fundamentals. 

However, demand for individual pensions and pensions 
drawdown products will grow as the ageing population 
continues to support flows of money leaving defined 
benefit schemes. The UK population aged 65 or older is 
projected by the ONS to grow from 12.2 million in 2018 
to 13.2 million by 2023. 

The sector also continues to benefit from pensions 
auto-enrolment. The Pensions Regulator estimates 
that, as of March 2019, 10 million employees had been 
enrolled, while the annual amount saved by eligible 
savers was £90.4 billion in 2018, an increase of £7 
billion over 2017. There is little evidence that the rise in 
minimum contributions to 8% has driven up opt-out rates, 
suggesting that asset inflows from pensions will continue 
to be strong. 

Loan protection insurance is emerging as a growing 
source of revenue which also presents another positive 
for the life sector.  

Overall, we predict gross life premiums will see a 2.1% 
increase this year, with growth accelerating to 3.1% in 
2020.

Insurance profits face multiple headwinds 

Very low interest rates will continue to hold back the 
ability of insurers to grow their profits. Furthermore, 
proposals made by the FCA in October 2019 to cut the 
’loyalty penalty’ paid by existing customers could also 
have an adverse effect. 

The FCA estimates that six million people are being 
overcharged a total of £1.2 billion as a result of the 
’penalty.’ Nevertheless, some insurers could benefit from 
the FCA’s suggestions if customers are encouraged to 
switch insurance provider. However, companies with large 
legacy books and ‘stickier’ customers could be vulnerable 
when the FCA announces rule changes in Q1 of 2020.   

A change to the Ogden discount rate announced by the 
Government over the summer represents another policy 
development which will challenge insurers’ profitability. 
Although the rate was increased from -0.75% to -0.25%, 
this was less than many in the industry expected and 
implies higher compensation bills for insurers than 
may have been budgeted for. Evidence from the motor 
insurance sector points to claims growth recently 
outstripping rises in premium income, a pressure on 
profitability that won’t be helped by the modest move in 
the Odgen rate. However, deflation in motor insurance 
premiums has receded which should offer some 
compensation for the prospect of higher-than-expected 
costs. 

For life insurance, if evidence that long-running 
improvements in longevity have stabilised or even started 
to reverse continues, it should eventually translate into 
more generous annuity rates while also boosting insurers’ 
profits as they adjust assumptions around mortality and 
release capital reserves. 
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And as highlighted in our last forecast, changes in 
longevity projections have supported strong growth this 
year in insurers buying out the assets and liabilities of 
corporate pension schemes. We forecast profits to rise 
2.4% this year and 1.8% in 2020. 

The economic consequences of a ‘no-deal’ Brexit point 
to lower household income growth than in our central 
forecast, which would adversely affect demand for 
insurance products. The EY ITEM Club anticipates that, 
should there be a ‘no-deal’ Brexit, policy makers would 
act to support the economy by cutting interest rates. 
Both of these developments would impact insurance 
company profits. 
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Insurance sector summary

2017 2018 2019 2020 2021 2022

174.8 176.3 180.1 185.6 192.8 200.8
21.1 0.9 2.1 3.1 3.9 4.2

Life gross premium (£b)
% year

157.3 155.2 154.9 157.7 169.6 178.7

90 88 86 85 88 89

Life gross claims
payments (£b)
Life claims ratio (%)

73.4 75.6 77.4 78.9 81.8 85.1Non-life gross
premium (£b)

6.8 3.0 2.3 1.9 3.6 4.1% year

39.6 39.3 39.5 40.6 42.4 44.4

54 52 51 51 52 52

Non-life gross
claims payments (£b)
Non-life claims ratio (%)

6.7 6.8 7.0 7.1 7.2 7.3Profits (£b)

Source: OECD, Swiss Re, Oxford Economics



A market revival and sterling’s weakness has 
supported growth in assets under management 
(AUM) in 2019 

Following a sharp drop in markets at the turn of 2018-
19, a recovery in asset prices and a weak pound 
(reflecting Brexit-related uncertainty) have both acted to 
boost the value of UK AUM in recent quarters. The FTSE 
All-Share Index ended Q3 2019 11% above its level at 
the close of last year, albeit still below the average over 
2018. Meanwhile, the pound dropped 2.6% against a 
basket of currencies over the same period, boosting the 
sterling value of overseas assets managed by UK asset 
managers.  

Consequently, following a 5.3% drop in the value of AUM 
in 2018, this year is forecast to see that drop more than 
offset by a rise of 8.9%, taking AUM to £1.16 trillion. 
Growth in subsequent years is expected to be broadly 
in line with cash-growth in the UK economy, averaging 
around 4% from 2020-22.
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Furthermore, with recent quarters seeing a slight fall in 
the share of household savings held in cash and bank 
deposits, and a rise in the proportion accounted for by 
equities, there has been some evidence of UK households 
becoming more comfortable taking investment risks.    

A low-rate, low-growth environment will favour 
bonds  

With major central banks (although not yet the Bank 
of England) cutting official borrowing costs in recent 
months and the European Central Bank restarting asset 
purchases, the prospect of interest rates returning 
anywhere close to what was considered ‘normal’ only a 
decade ago has receded even further into the future. This 
is a development which favours bonds. The persistence 
of very low inflation in many economies, exacerbated 
by sluggish GDP growth, could force central banks 
to cut interest rates even more, further boosting the 
attractiveness of fixed-income assets.

Higher households saving ratio indicates greater 
demand for wealth products  

Thanks to upward and downward revisions to household 
income and spending respectively, the ONS recently 
revised its estimate of the household saving ratio up. For 
example, the ONS had previously judged that the saving 
ratio stood at 4.4% of household income in Q1 of this 
year, while the new estimate is now 6.2%, a ratio which 
rose to 6.8% in Q2. This implies that households’ balance 
sheets are stronger than previously believed and are a 
more favourable environment for AUM.

Moreover, a recovery in markets since the dip at the end 
of 2018, coupled with the success of auto-enrolment, 
has boosted financial wealth. Household gross financial 
assets rose 4.2% in Q2 compared with a year earlier, 
following a 4.4% increase in the previous three months. 
These were the fastest rises seen in two years and left 
household wealth, net of financial liabilities, at 341% of 
household incomes in Q2, which is a four-quarter high.
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‘Lower for longer’ interest rates could favour alternative, 
riskier asset categories like property. However, 
uncertainty around Brexit has worked in the opposite 
direction, with UK property funds seeing net outflows in 
recent months. Our expectation of an ‘orderly’ Brexit deal 
should offer some support to this asset class, although 
even in a less uncertain world, stretched valuations point 
to only modest growth in property funds. 

That said, investors’ do have a growing appetite for 
private assets, including property and private equity, 
because they are attracted by the promise of higher 
returns and lower volatility. This represents a threat 
to the magnitude of flows into traditional asset 
management providers. These providers are responding 
by building or acquiring private asset capabilities of 
their own. At the same time, the increased focus on ESG 
and the need to manage climate risk are also impacting 
portfolio mix and flows into asset managers. 

Should the Brexit withdrawal agreement not be ratified 
by the new 31 January 2020 deadline, the consequences 
for the wealth and asset management sector would be 
mixed. The value of the pound would likely fall, should 
there be a ‘no-deal’ Brexit scenario, which would boost 
the sterling value of foreign assets managed in the UK. 
However, slower GDP growth and uncertainty among 
investors would likely hold back inflows into funds and, 
in particular, hit the value of holdings of UK-focused 
equities. 
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In addition, a plethora of geopolitical risks, ranging from 
US-China trade disputes to instability in the Middle East, 
also favours demand for safe assets.

The attractiveness of equities looks more questionable. 
Equity prices globally, particularly in the US, are 
expensive by historical standards, and earnings growth is 
slowing and vulnerable to weak economic fundamentals. 
Granted, the prospect of the UK leaving the EU with a 
deal by the new deadline of 31 January 2020 should 
boost sentiment towards UK-focused equities. However, 
sterling would probably appreciate in that event (we 
forecast to $1.37 by the end of 2020) which will hurt the 
75% of revenues derived by FTSE100 listed companies 
and 50% of FTSE 250 firms from overseas business.  
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