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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 understand the importance of asking great questions. It’s how you 
innovate, transform and achieve a better working world. One that benefits 
our clients, our people and our communities. Finance fuels our lives. No 
other sector can touch so many people or shape so many futures. That’s 
why globally we employ 26,000 people who focus on financial services 
and nothing else. Our connected financial services teams are dedicated to 
providing assurance, tax, transaction and advisory services to the banking 
and capital markets, insurance, and wealth and asset management sectors. 
It’s our global connectivity and local knowledge that ensures we deliver the 
insights and quality services to help build trust and confidence in the capital 
markets and in economies the world over. By connecting people with the 
right mix of knowledge and insight, we are able to ask great questions. The 
better the question. The better the answer. The better the world works. 

ey.com/fs
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Although little time has passed since the last EY ITEM 
Club Outlook for financial services, much has changed 
in the political environment. Last December’s General 
Election ended with a conclusive result and the UK had 
an orderly exit from the EU at the end of January.  

These developments have given UK businesses and 
consumers some much-needed short-term clarity, which 
is expected to lead to a slight boost in economic activity. 
The forecast for gross domestic product (GDP) growth 
is now 1.2% for 2020, picking up to 1.7% in 2021 - an 
improvement from the 1% and 1.5% growth we previously 
forecast. This should result in a small increase in demand 
and opportunities for financial services to support 
households and businesses.

How far these early green shoots translate into a more 
sustained improvement depends on several factors. In 
particular, the Government’s commitment to end the 
post-Brexit transition period at the end of this year, 
regardless of whether a deal has been agreed, means 
that the shape of future trade deals and immigration laws 
remain unknown. 

Long-term business confidence will depend on the 
outcome of these negotiations but, in the short-term, 
consumer confidence is set to have the biggest impact on 
the economy and the outlook for financial services firms.

There are many positive signs for consumers in the latest 
forecast; interest rates are unlikely to rise from 0.75%; 
real income is expected to grow 1.8% this year, up from 
1.1% in 2019; mortgage interest rates remain close to 
a record low, and banks have shown more willingness 
to lend at high loan-to-value (LTV) rates. Additionally, 
unemployment is forecast to remain at a historically low 
rate, with employment forecast to hover around a record 
high.  

Looking at all these elements together, we would expect 
to see an increase in confidence and sentiment and a 
resulting boost in consumer spending and investment. 

Omar Ali 
Managing Partner,  
UK Financial Services,  
Ernst & Young LLP

Foreword
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However, the forecast for consumer credit growth this 
year is 3.2% - the lowest in six years - and isn’t expected 
to significantly increase in the next few years. And overall 
mortgage lending growth is forecast to rise only 4.1% 
this year, close to the average of the last five years. For 
financial services, this represents modest growth and so 
the resulting competition for consumers’ business means 
rates, and therefore profits, will be suppressed. 

The question for firms to grapple with is, how much of 
this is down to confidence and how much is down to 
structural changes in consumer behaviour? 

One indicator of increased consumer confidence is 
a rise in the proportion of household wealth held in 
investments, rather than currency and bank deposits, 
which suggests consumers may be more willing to take 
investment risks.

Consumer confidence is therefore improving, but 
behaviour which drives demand for traditional products 
and services is changing.

Looking at two key drivers of consumer borrowing, we 
can see longer-term fundamental changes at play. The 
motor sector is continuing to face several structural 
shifts including a declining demand for diesel vehicles 
and the growing use of ride sharing services. In addition, 
we know that environmental and sustainability concerns 
are also deterring consumers from buying a car. Motor 
finance accounts for around a third of the stock of 
consumer credit, and so the impact of these changing 
consumer behaviours on potential growth should not be 
underestimated.

In the housing sector, low mortgage rates and 
accommodative LTV ratios should be driving growth but 
affordability remains the key challenge. In Q3 2019, the 
average house price was equal to 4.7 times the average 
borrower’s income, close to a record high. 

 Although wages are forecast to rise by an average of 
3.5% over the next few years, house prices are forecast 
to grow at a similar pace, meaning that the challenge of 
affordability is not going away anytime soon. 

The story for businesses is different. Business 
investment, and resultant business lending, continues to 
be weak. Brexit-related uncertainty has contributed to 
subdued growth in business lending, which has averaged 
a modest 4% since 2016. This year, businesses face new 
uncertainty over whether the UK and EU will arrive at a 
trade deal before the end of the transition period, and 
under what terms. The new Government’s commitment 
to infrastructure spending will buoy confidence but the 
risks businesses are now facing extend beyond Brexit and 
the UK; the impact of climate change, global geopolitical 
uncertainty and the (as yet unknown) economic impact 
of the coronavirus, will be weighing on their minds as 
they consider whether and where to invest. As a result 
of these pressures, and continued competition from 
“non-bank” finance, the EY ITEM Club forecasts muted 
business lending growth of 3.4% in 2020. 

A good Brexit outcome will continue to lay positive 
foundations for future growth, but there are deeper, 
structural changes to consumer behaviour and important 
emerging trends in both consumer and business finance 
which the industry needs to tackle. 

In this context, financial services need to reconsider the 
role they will play in helping their business customers 
to navigate change. They have put the customer first 
in their response to Brexit and now need to do the 
same on climate change, trade and geopolitical unrest. 
Those firms that do this well will be in the best position 
to compete with “non-bank” sources of finance and to 
continue to attract new customers.
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Macroeconomic 
overview 

More political certainty from the conclusive outcome 
of last December’s General Election and clarity around 
Brexit has delivered some early signs of a reduced drag 
on the economy. However, a weak starting point means 
that 2020 is unlikely to deliver a significantly faster rate 
of GDP growth. Additionally, the 31 December 2020 
deadline for the post-Brexit transition period means that 
political uncertainty hasn’t completely disappeared yet. 

The economy saw a weak end to 2019, presenting a 
poor launchpad for growth this year        

Following volatility earlier last year, with activity 
successively boosted, then hindered, by firms stockpiling 
and destocking because of Brexit-related contingency 
plans, the economy stagnated in the last three months of 
2019. GDP grew by 1.4% in 2019, slightly faster than the 
previous year’s ten-year low of 1.3%.

Early indicators from financial markets and surveys 
suggest that last December’s General Election has 
delivered some boost to sentiment, a positive for the 
economy this year. Consumers will benefit from low 
inflation, while fiscal policy should support activity, with 
the anticipated Budget on 11 March 2020 promising a 
sizeable rise in infrastructure spending.   

However, the weak end to 2019 presents a poor 
launchpad for growth. UK-EU negotiations around a 
trade deal mean investment will still be clouded by 
political uncertainty, and global headwinds will hold back 
export growth. We expect GDP to rise 1.2% this year, 
before growth picks up to 1.7% in 2021, assuming the 
UK and EU will achieve at least a bare-bones free trade 
agreement.          
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Consumers will benefit from low inflation …

Consumer Price Index (CPI) inflation is forecast to run 
below the Bank of England’s (BoE) 2% target through 
the course of this year. This reflects the impact of cuts 
in regulated energy and water prices, and the effect of a 
stronger pound in pushing down import prices. So even 
though growth in average earnings is forecast to cool this 
year, households, on average, should enjoy decent gains 
in real incomes. 

Evidence that labour market strength is fraying 
in response to sluggish economic growth will take 
some of the edge off total household income growth. 
Nonetheless, we expect disposable income to grow 1.8% 
this year, up from 1.1% in 2019. Consumer spending 
growth is expected to hold steady in 2020, repeating 
2019’s 1.4% rise.

… but investment may be held back by uncertainty 
over the future UK-EU trade relationship 

Business investment has continued to be the economy’s 
primary weak spot. Spending by firms on fixed assets, 
such as vehicles and machinery, dropped 1% in Q4 2019, 
leaving it only 1.3% higher than at the time of the EU 
Referendum in 2016. The fact that the UK avoided a 
disorderly Brexit at the end of January has provided 
some clarity to firms. But given that the Government 
has committed to end the post-Brexit transition period 
with the EU in December 2020 - regardless of whether 
a trade deal has been agreed - the drag on investment 
from political uncertainty hasn’t gone away. A soft 
global outlook, particularly in the eurozone, and the 
drag this presents to exporters, is another headwind to 
investment. 

The Monetary Policy Committee (MPC) has become 
more dovish, but we expect interest rates to stay 
on hold this year    

Recent months have seen the Bank of England’s MPC 
water down its previous guidance that the next move 
in borrowing costs would be up. A growing number 
of monetary policy makers have said they would be 
willing to countenance a reduction in interest rates from 
the current 0.75% level were economic weakness to 
continue.   

The EY ITEM Club expects economic growth to pick up as 
the year progresses, aided by a loosening of fiscal policy. 
Alongside tentative signs that global growth is stabilising, 
these developments should be enough to stay the MPC’s 
hand from cutting interest rates. However, with 2020 
set to be a year of below-target inflation, we expect no 
pressure to raise Bank Rate until well into 2021.    



8 |   EY ITEM Club Outlook for financial services - February 2020

Banking 2020 should offer consumers several economic positives, 
including depressed inflation, decent gains in real 
incomes and low unemployment. While not actively 
retrenching, households have become more cautious 
about taking on credit than they were in the 2016-18 
period. We expect this trend to broadly continue, with 
consumer spending growing in line with incomes. But 
even the prospect of relatively subdued growth in lending 
still leaves opportunities for lenders to pursue market 
share. And signs of a post-Election bounce in sentiment, 
if sustained, could be positive for our future forecasts.  
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Although the EY ITEM Club forecasts that lending growth 
will see little movement in 2020 compared to 2019, 
a more settled political climate may support stronger 
growth as the year progresses. And there are other 
positives which should support lending demand. Very 
low inflation and an increasingly dovish MPC suggests 
that there is little chance of the Bank of England raising 
the official interest rate from its current 0.75% this year. 
Reflecting falls in market interest rates, the effective 
interest rate on a new mortgage was only 1.88% last 
December, close to the lowest since records began in 
2004. Mortgage lending terms have remained very 
accommodative – the share of mortgages advanced in 
Q3 2019 with LTV ratios exceeding 90% increased to 
the highest since Q4 2008. Additionally, a more stable 
political environment may increase confidence among 
buyers and sellers in the housing market, something 
which has been evident in some recent surveys from the 
housing market.
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Total lending growth has remained unusually 
stable …

The close of 2019 saw the continuation of an unusually 
long period of stability in household lending growth. But 
there were some tentative signs that increased post-
Election confidence is boosting households’ appetite for 
debt. Overall lending to households in December 2019 
rose by 3.8% on a year earlier, a pace which has seen 
little deviation over the previous three years, and one 
broadly in line with cash growth in household incomes. 

Annual growth of 3.4% in mortgage lending in December 
was also little different from the norm of the last few 
years. However, in cash terms, net mortgage lending 
of £4.6bn that month was above the average over 
the previous 12 months. And the 67,241 mortgages 
approved for house purchases was both a decent 
advance on November’s 65,514 and the highest since 
July 2017. 
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This was the sixth consecutive quarter to see a year-
on-year decline, the longest negative run since 2010-
11. Admittedly, the sector’s recent poor performance 
may, in part, have been a consequence of Brexit-related 
uncertainty and the General Election dissuading people 
from making big-ticket purchases. A reduction in political 
uncertainty could boost demand. And that households 
are enjoying decent gains in real incomes offers another 
positive.

However, the motor sector faces the weight of several 
structural shifts, including declining demand for diesel 
vehicles, a fall in car ownership rates amongst young 
people and and the growing use of ride sharing services. 
And environmental and sustainability concerns among 
consumers is another emerging headwind. These factors 
are likely to continue to hinder demand for cars and 
associated finance. 

… while credit standards have tightened   

Meanwhile, on the supply side, there has been some 
tightening in credit conditions in the unsecured lending 
market. Credit card rates rose in 2019, and respondents 
to the latest Bank of England’s Credit Conditions Survey 
reported a continuation of falls in the availability of 
unsecured credit, as well as tighter credit scoring criteria. 
Having run at an expected 3.7% last year, we forecast 
that growth in the stock of consumer credit will slow to 
3.2% in 2020, before accelerating to 4% in 2021.

Following changes to the overdrafts regime mandated 
by the Financial Conduct Authority (FCA) last year, 
we expect ongoing supervisory pressure in 2020 to 
emphasise the importance of the fair treatment of 
vulnerable customers, including card customers in 
persistent debt.

Business lending is likely to be hindered by 
continued trade uncertainty  

Brexit uncertainties weighed on business investment 
and associated finance throughout 2019. Spending by 
firms on fixed assets fell by 1% in Q4 of last year, leaving 
growth in 2019 as a whole at only 0.3%.

Factors supporting lending demand continue to face a 
headwind from stretched affordability. In Q3 2019, the 
average house price on the Office for National Statistics 
(ONS) measure was equal to 4.7 times the average 
mortgage borrower’s income, remaining close to a record 
high. That said, the close of 2019 showed some signs of 
life in the housing market – November’s 1.9% year-on-
year rise in housing transactions was the only second 
year-on-year increase in two years – although care should 
be taken in interpreting one month’s data. The EY ITEM 
Club forecasts that the stock of mortgage lending will rise 
4.1% this year and 3.9% in 2021.   

… but consumers’ appetite for more credit has 
continued to soften …  

2019 closed with a modest reversal of the long-running 
pattern of a steadily weakening expansion in consumer 
credit growth. Net lending via credit cards and personal 
loans in December ran at £1.2bn, up from £0.7bn in 
November. This pushed up year-on-year growth to 6.1% 
compared to 5.7% the previous month. That said, this 
remained a long way from the double-digit rates of 
expansion seen as recently as 2016. 

Further falls in new car sales have remained a key reason 
for the slowdown; registrations in Q4 2019 dropped 1.6% 
on a year earlier. 

10 |   EY ITEM Club Outlook for financial services - February 2020

£10,000 personal loan New mortgages Bank rate

0

1

2

3

4

5

6

7

8

9

10

11

2004 2006 2008 2010 2012 2014 2016 2018

%

Interest rates on new mortgages have fallen to a record low    



Banking sector summary

2018 2019 2020 2021 2022 2023

7,456 7,662 7,807 7,957 8,204 8,460Total assets (£bn)

6,585 6,725 7,089 7,352 7,636 7,927Total loans (£bn)

2.2 2.2 3.7 4.0 3.9 3.8Deposits (% year)

143 143 145 145 145 145Loans/deposits (%)

127 130 132 136 140 145Total operating
income (£bn)

435 449 464 479 496 513

0.3 0.3 0.5 0.7 0.7 0.8

Business/corporate
loans (£bn)

219 227 235 244 254 264

1.3 1.6 1.7 1.9 1.9 2.1

Consumer credit (£bn)

Write-offs (% of loans)

1,246 1,290 1,343 1,395 1,450 1,506

0.01 0.02 0.02 0.03 0.03 0.03

Residential mortgage
loans (£bn)

Write-offs (% of loans)

Write-offs (% of loans)

Source: Bank of England/Oxford Economics
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Given that the UK is faced with negotiating a trade deal 
with the EU by the transition period deadline of 31 
December 2020, uncertainty has not yet disappeared. 
And continued very low interest rates and a consequent 
“search for yield” by investors will continue to make bond 
issuance an attractive alternative source of finance to 
bank loans. 2020 is forecast to see business lending grow 
3.4%, followed by 3.1% in 2021. 

That said, this was an improvement on the 1.5% 
drop seen in 2018. A calmer post-Election political 
environment may offer some support to investment and 
corporate lending demand. Following a fall in 2018 and a 
negligible rise in 2019, the EY ITEM Club forecasts 2020 
will see investment growth pick up, although a 1.4% rise 
will be modest by historical standards.
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Insurance Decent real growth in real household incomes offers 
a positive for insurers

Although the UK jobs market has recently lost some 
steam, unemployment has remained at a historically low 
rate and employment has hovered around a record high. 
Moreover, while we expect growth in pay to cool this year 
from 2019’s 11-year high, the prospect of a period of 
unusually low inflation will support real income growth 
and aid demand for big-ticket purchases and associated 
insurance policies. The EY ITEM Club expects real income 
growth of 1.8% this year, a decent improvement on the 
1.1% expected in 2019. Growth is forecast to be broadly 
unchanged at 1.7% in 2021. 
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The price of home contents insurance has also picked 
up, albeit more modestly than on the motor side. Prices 
for home policies rose 2.3% in the year to December, up 
from a recent low of -1.4% in April 2019 and exceeding 
a 1.3% increase in overall consumer prices. However, 
notwithstanding some signs of life at the end of 2019, 
activity in the housing market has remained stagnant. 
Housing transactions (an important driver of big-ticket 
- and insurable - household purchases) in Q3 2019 fell 
1.8% on a year earlier, exacerbating the drop seen in the 
second quarter. 

… while structural weakness remains in the new car 
market, insurance prices have revived 

The headwind to general insurers from a struggling new 
car sector has persisted. New car registrations in Q4 
2019 dropped 1.6% on a year earlier, the sixth successive 
quarterly fall, a move probably not helped by the deadline 
for payment protection insurance (PPI) compensation 
claims passing in August. Q4’s performance left the  
2.3 million cars sold in 2019 2.4% lower than a year 
earlier, the third year in a row of falling sales.

  

However, developments in the price of motor insurance 
have been more favourable from the perspective of 
premium income growth and are suggestive of the 
insurance cycle turning. In the year to December 2019, 
the average price of motor insurance rose 8.6% on the 
same period in 2018, the biggest rise in almost two 
years. Prices had been falling at an annual rate of almost 
12% at the start of 2019, deflation which had persisted 
through most of last year.   
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However, the conclusive result of the General Election 
and the UK leaving the EU in an orderly fashion in 
January should support transactions and associated 
insurance policies. Overall, our latest forecast shows non-
life premium income growing 3.1% this year, up from an 
estimated 2.7% in 2019, before accelerating to 3.9% in 
2021.  

Very low interest rates will remain a challenge for 
insurers  

2020 has begun with no sign that the post-crisis era of 
very low interest rates will end anytime soon. Following 
the four rate cuts made by the US Federal Reserve in 
2019, market expectations are for the US central bank 
to deliver further reductions this year. Meanwhile, 
the European Central Bank (ECB) will almost certainly 
maintain eurozone borrowing costs in negative territory 
through 2020. 
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Although the Bank of England has not yet followed suit, 
its previous guidance that the next move in interest 
rates would be up has, since late last year, been put to 
one side. The EY ITEM Club expects no change in the 
BoE rate in 2020, with any hike unlikely to happen until 
2021 at the earliest. This points to only a gradual rise in 
UK gilt yields over the next few years, with our forecast 
showing the 20-year yield averaging 1.2% this year and 
1.7% in 2021. This compares with 2.5% over the five 
years to 2018 and 4.8% in the decade leading up to the 
financial crisis. So pressure on life insurers’ returns from 
depressed bond yields will persist, as will the incentive 
for the sector to pursue alternative investments such 
as infrastructure, and reduce its reliance on the bond 
market.  

In terms of life companies’ equity holdings, even after 
some pricing in of less Brexit-related uncertainty, UK 
equities are currently still cheap by global standards, 
while US and global equities more generally look 
expensive relative to economic fundamentals. However, 
the outlook for the UK market will depend in part on 
whether the UK and EU can arrive at a trade deal by the 
end of the transition period in December 2020.

Meanwhile, the ageing population should continue 
to support flows of money leaving corporate pension 
schemes and moving into individual pensions and 
pensions drawdown products – although the FCA’s 
suitability concerns around transfers from defined 
benefit (DB) to defined contribution (DC) pensions is 
likely to slow that source of inflows. 

The UK population aged 65 or older is projected by the 
ONS to grow from 12.2mn in 2019 to 14.8mn by 2025. 
Longer and more gradual transitions into retirement 
will continue to make assets available for insurers 
(and asset managers) to manage in drawdown that 
might previously have been used to buy annuities. The 
sector also continues to benefit from pensions auto-
enrolment. The Pensions Regulator estimates that, as of 
December 2019, 10.2mn employees had been enrolled, 
while the annual amount saved by eligible savers was 
£90.4bn in 2018, an increase of £7bn over 2017. And 
2020 presents the first full year with auto-enrolment 
contribution rates at the new higher minimum of 8%. 
This will boost the flow of new assets under management 
(AUM) for both insurers and asset managers. 

Moreover, loan protection insurance is emerging as a 
growing source of revenue for the life sector.

Overall, the EY ITEM Club forecasts that gross life 
premiums will build on last year’s 2.5% increase, 
expanding 3.3% this year, with growth accelerating to 
3.8% in 2021.



Insurance profits are challenged by low interest 
rates and regulatory headwinds    

“Lower-for-longer” interest rates will continue to weigh 
on insurers’ ability to generate profit growth. And 
soon-to-be published reports from the Competition and 
Markets Authority (reviewing so-called “loyalty penalties” 
in the home insurance market) and from the FCA (looking 
into pricing practices in the general insurance market) 
could result in action by regulators and Government 
which hit profits. The FCA has also continued to tighten 
rules around the DB – DC pension transfers which have 
been fuelling growth in the life sector.  

Other challenges come from the smaller-than-expected 
change to the Ogden discount rate announced by the 
Government last summer, and the risk of delay to the 
implementation of new rules approved by Parliament 
in 2018 which seek to cut the cost of whiplash 
compensation claims.

Mortality data from England and Wales shows that life 
expectancy in 2018 at age 65 was more than a year 
lower than in 2015. This development appears to have 
supported record growth last year in insurers buying out 
the assets and liabilities of corporate pension schemes. 
The EY ITEM Club forecasts insurer’s profits to rise 2.5% 
and 2.1% in 2020 and 2021 respectively.
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Insurance sector summary

2018 2019 2020 2021 2022 2023

176.3 180.8 186.8 193.8 202.0 210.3
0.9 2.5 3.3 3.8 4.2 4.1

Life gross premium (£bn)
% year

155.2 155.5 158.8 170.5 179.8 189.3

88 86 85 88 89 90

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

75.6 77.7 80.1 83.2 86.6 90.2Non-life gross
premium (£bn)

3.0 2.7 3.1 3.9 4.2 4.1% year

39.3 39.6 41.2 43.1 45.2 47.4

52 51 51 52 52 53

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

7.0 7.1 7.3 7.5 7.7 7.9Profits (£bn)

Source: OECD, Swiss Re, Oxford Economics
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Wealth  
and asset  
management 

AUM growth faces upsides from stronger 
sentiment, but downsides from sterling’s recovery 

Recent political developments have had a mixed effect on 
the value of UK AUM. Aided by last December’s decisive 
Election outcome, the FTSE All-Share Index gained 14.2% 
in Q4 2019 compared to the level in the previous quarter. 
This was the biggest quarterly gain in almost three years. 
However, sterling rose more than 10% between early 
October and mid-December, a move which weighed on 
the sterling value of foreign assets managed by UK asset 
managers.

Overall, 2019 looks to have delivered a sizeable rise in 
the value of AUM. Predicted growth of 9.8% would be 
the strongest since 2016, taking AUM to £1.17tn. With 
financial markets and, to a lesser extent, sterling giving 
up some of their late-2019 gains, we expect less rapid 
growth in AUM this year, forecasting a rise of 3.8% in 
2020, followed by 4% in 2021.
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Bonds will benefit from even “lower for longer” 
rates, while equity prospects look mixed

Despite many major economies having enjoyed relatively 
long expansions by historical standards, continued very 
low interest rates have become even more embedded 
in the economic outlook. This is a development which 
favours bonds. Low inflation and depressed inflation 
expectations in the US suggest that the Federal Reserve 
will add this year to the four rate cuts it made in 2019. 
And the ECB should keep eurozone borrowing costs in 
negative territory. Granted, there have been signs that 
2019’s downturn in global growth may have stabilised. 
But geopolitical risks, particularly in relation to the 
Middle East, have if anything, intensified, supporting 
demand for safe assets.  
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The global interest rate cycle is moving into cutting territory   

Equities present a more mixed picture. Globally, equity 
prices, particularly in the US, are expensive by historical 
standards and earnings growth is slowing and vulnerable 
to softer corporate fundamentals. For example, the 
price-to-earnings (PE) ratio for the US S&P 500 index in 
Q4 2019 sat at 23.1 compared to a long-run average of 
17.8. In contrast the PE ratio for the UK FTSE All-Share 
Index ended last year at 17.7, implying scope for some 
catch-up growth. UK equity markets have benefited 
from a more settled political environment since last 
December’s General Election. However, a stronger pound 
has taken some of the edge off growth in the FTSE 100, 
where foreign earnings are particularly important. And 
the risk that the UK and EU may not be able to agree a 
trade deal by the end of this year could hit domestically-
focused equities. Moreover, the impact of coronavirus on 
the Chinese and global economies – although difficult to 
estimate – presents an external risk to equity values.

-40

-30

-20

-10

0

10

20

30

2002 2004 2006 2008 2010 2012 2014 2016 2018 2020 2022

Forecast

Forecast drivers point to a period of sustained, if modest, growth in 
equities 
FTSE All Share, % year (Q4 to Q4)



20 |   EY ITEM Club Outlook for financial services - February 2020

Q3 2019 also delivered more evidence that households 
are shifting towards favouring more risk in their 
investment decisions. The proportion of household 
wealth relative to income held in currency and bank 
deposits dropped to 20.2% in Q3 from 20.8% in the 
previous three months. This was the lowest share in 
almost three years.   

“Lower for longer” interest rates may encourage 
investors searching for yield to take more risk. This 
could favour alternative, riskier, asset categories such as 
property. Brexit-related uncertainty previously weighed 
on demand for these assets, with UK property funds 
seeing net outflows through 2019. Therefore, some post-
Brexit clarity should support this asset class, although 
even in a less uncertain world, stretched valuations point 
to only modest growth in property funds. 

Meanwhile, investors’ growing appetite for private 
assets, such as real estate and private equity, attracted 
by the promise of higher returns and lower volatility, 
continues to represent a threat to the magnitude of flows 
into traditional asset management providers. And the 
continued rise of ESG investing is changing how firms are 
approaching obtaining returns.  

Household balance sheets have continued to 
strengthen 

The value of UK households’ gross financial assets saw 
a strong gain in the latter part of 2019. A 5.2% year-
on-year rise in Q3 2019 followed nine consecutive 
quarters of flat or negative growth and was the strongest 
gain since Q1 2017. After allowing for debt and other 
liabilities, net financial assets reached the equivalent 
of 357% of household income in Q3 2019, the second 
highest ratio since records began in 1987.  
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Wealth and asset management sector summary

2018 2019 2020 2021 2022 2023

1,066 1,170 1,214 1,262 1,322 1,369

-5.3 9.8 3.8 4.0 4.7 3.5

Total assets under
management (£bn)*

*UCITS and non-UCITS assets
  Source: Oxford Economics; Broadridge 

% year

31 29 30 31 32 33Property (£bn)

163 192 200 208 215 220Bonds (£bn)

536 593 616 637 664 684Equity (£bn)

146 160 165 172 185 195Fund of funds (£bn)

1.0 1.1 1.1 1.1 1.1 1.1Hedge (£bn)

143 147 152 162 172 181Mixed (£bn)

46 48 50 52 54 55Money market (£bn)
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