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UK Households' Resilience To Challenge BoE

Demand re-acceleration a clear risk as housing market warms
Wage picture still unclear but labour market loosening remains elusive

Recent real estate indicators indicate pick-up in purchase interest

Resilient household balance sheets continue to offset rate effects

BoE to explore bias change, but early cuts still hard to justify

The outcome of the Bank of England's policy meeting Thursday is not expected to be

eventful. Compared to the consensus at the European Central Bank, the BoE's Monetary

Policy Committee has been far less committed to easing this side of summer, let alone

converging around a time frame to begin rate cuts. Judging from her latest comments,

Catherine Mann – the most hawkish MPC member – isn’t inclined to stop voting for further

hikes, either. Compared to prior meeting cycles, data in the run-up to this week's decision has

been more supportive of her stance. For example, there have been few indications of the

labour market cooling sharply enough to warrant a shift in bias. What's more, upside risks to

demand are emerging amid a highly resilient aggregate household balance sheet.

BoE Chief Economist Huw Pill in his March 1 speech identified three key indicators of UK

inflation persistence: services price inflation, pay growth, and tightness of the labour market.

Those are linked, with source risks in the lattermost. Accurate data remains a challenge for

markets and the BoE, so we continue to examine other measures of labour demand. High-

frequency surveys paint a mixed picture (exhibit 1). Although total job postings as of Q1 have

finally fallen below pre-pandemic levels (the re-introduced Labour Force Survey suggests the

opposite), there is also a noticeable rise in new job postings on a trend basis. Coupled with

an inactivity rate of 21.8% (9.25 million people aged 16-64 are economically inactive) that has

continued to rise, there is a strong case for those still economically active to have strong

pricing power in labour markets. This could challenge the normal link between wage growth

https://email2.bnymellon.com/MzUzLUhSQi03OTIAAAGR_1pda6qxB0FObTdJt7J9hVF-TegDEMFMHBfJiuuRMpJjtDhmIKDud2Jf3MSHnPytciuXisI=


and labour market tightness. As wages are the main component in services inflation, and with

recent data pointing to ongoing expansion in services demand, inflation persistence as

determined by the BoE will likely remain firmly in place.

Exhibit #1: UK Labour Market Openings

Source: Macrobond, BNY Mellon

Another demand-positive risk we expect the BoE to address this month is the state of the

housing market. Prices have generally started to stabilise, but in some cases there are

indications that price expansion has returned, after barely falling in the first place. Based on

multiple indicators covering London and the wider market (exhibit 2), national prices declined

by up to 2.5% y/y towards end-2023. The numbers would be large in real terms due to high

inflation, but this was not the severe correction portended by higher mortgage rates since H2

2022. The wealth effect associated with higher housing prices and transmission to stronger

demand thereafter – especially in services – is another upside risk to inflation persistence.

Private-sectors surveys of late suggest that purchase intentions are also picking up,

indicating no longer expecting or willing to wait for lower mortgage rates and house prices

before taking the plunge. Improved affordability is likely a factor behind the recovery in

intentions – matching our view that households' balance sheets have shown exceptional

resilience over the past 18 months. The BoE in February acknowledged that “current

indicators of economic activity had remained subdued, but real household incomes had

continued to edge up, and forward-looking indicators of output had remained positive.”

National insurance cuts in the recent budget will augment in-work household income further. 



Exhibit #2: UK Real Estate Price Indices

Source: Macrobond, BNY Mellon; PCL = Prime Central London

The current combination of wages and monetary and fiscal policies is very positive for further

improvements in household cashflow, but this aggregation does a disservice to the reaction

function of UK households to the rise in interest rates since 2022. As exhibit 3 shows, after

nearly 15 years of unbroken decline, the share of mortgage borrowers on the lowest income

multiples has been rising aggressively since 2022. The share of single- and joint-income

households with mortgage borrowing multiples below 2.5 and 3.0, respectively, has risen to

the highest levels in almost a decade – reversing nearly seven years of decline in just about

two years. Numerator and denominator effects both apply: due to higher debt-servicing costs

and a slower real estate market, borrowing has become far more conservative, especially if

banks are also more stringent in applying loan standards. The lapsing of government

schemes which enabled high loan-to-value borrowing may have also played a role. As

household incomes have been increasing in real terms but house prices falling during the

same period, there would be a natural increase in affordably. Thus, more households could

begin to 'climb the ladder' with the same income multiples.

Exhibit #3: UK Mortgage Lending Income Multiples



Source: Macrobond, BNY Mellon

With households taking on less housing leverage, some stabilisation or a rebound in house

prices could prove to be a blessing in disguise for the BoE, which likely believes its ability to

restrain demand has hit its limits. In hindsight, this was probably the wrong approach in the

first place as household debt-servicing ratios remain stuck at the lows. Even for the private

non-financial sector, borrowing costs (exhibit 4) remain at the lower end of the pre-pandemic

range. Where expansion is possible amongst corporates, the UK appears to be running into

unique labour market supply problems which remain difficult to quantify. That will likely keep

upward pressure on prices which the BoE remains reluctant to call time on.

Considering that the BoE's press release in February contained the word ‘persistence’ or

'persistent' in an inflation context (but in both directions) a combined 13 times, plus Chief

Economist Pill’s speech earlier this month a further 10 instances, a clear path towards price

stability which could enable a full shift in the BoE's policy bias is still proving elusive. 

We would certainly not rule out the BoE's MPC initiating easing later in the year, however. 

Exhibit #4: UK Debt-Servicing Ratios
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Source: Macrobond, BNY Mellon

Please direct questions or comments to: iFlow@BNYMellon.com

Geoff Yu
EMEA MACRO STRATEGIST

CONTACT GEOFF

https://email2.bnymellon.com/MzUzLUhSQi03OTIAAAGR_1pda6TIMhUwZ47-N9u-DMQGIwGRS5ogaHmP-UZgKnmmXO2xN2FE60LwxF2W3_rbTS8sYOM=
https://email2.bnymellon.com/MzUzLUhSQi03OTIAAAGR_1pdazb6KKxy3EvoGwCIgXgtHwhLfOq3v_oZdRbJhF0fBC0clEbaEQ7X8XBR2ukXluOaDF4=
https://email2.bnymellon.com/MzUzLUhSQi03OTIAAAGR_1pdazb6KKxy3EvoGwCIgXgtHwhLfOq3v_oZdRbJhF0fBC0clEbaEQ7X8XBR2ukXluOaDF4=
https://email2.bnymellon.com/MzUzLUhSQi03OTIAAAGR_1pdaytHdoZkzH8hSTfDJajrN9oO-gjRhGN8hAvUyUBl0vne4L6DV8B4gdcW4ZOMauPQd_U=
https://email2.bnymellon.com/MzUzLUhSQi03OTIAAAGR_1pdaytHdoZkzH8hSTfDJajrN9oO-gjRhGN8hAvUyUBl0vne4L6DV8B4gdcW4ZOMauPQd_U=
https://email2.bnymellon.com/MzUzLUhSQi03OTIAAAGR_1pda6D1oMUhkr_IR3xp_69vT1Tx3OYpVBMEbNVtejciOIzxNk5qCCgm4WmLpiuOHiYCLA0=
https://email2.bnymellon.com/MzUzLUhSQi03OTIAAAGR_1pda6D1oMUhkr_IR3xp_69vT1Tx3OYpVBMEbNVtejciOIzxNk5qCCgm4WmLpiuOHiYCLA0=


bnymellon.com 

BNY Mellon is the corporate brand of The Bank of New York Mellon Corporation and may be used as a generic term to reference the corporation as a whole and/or its various 
subsidiaries generally. This material and any products and services may be issued or provided under various brand names in various countries by duly authorized and regulated 
subsidiaries, affiliates, and joint ventures of BNY Mellon, which may include any of the following. The Bank of New York Mellon, at 225 Liberty St, NY, NY USA, 10286, a banking 
corporation organized pursuant to the laws of the State of New York, and operating in England through its branch at One Canada Square, London E14 5AL, UK, registered in 
England and Wales with numbers FC005522 and BR000818. The Bank of New York Mellon is supervised and regulated by the New York State Department of Financial Services 
and the US Federal Reserve and authorized by the Prudential Regulation Authority. The Bank of New York Mellon, London Branch is subject to regulation by the Financial Conduct 
Authority and limited regulation by the Prudential Regulation Authority. Details about the extent of our regulation by the Prudential Regulation Authority are available from us on 
request. The Bank of New York Mellon SA/NV, a Belgian public limited liability company, with company number 0806.743.159, whose registered office is at 46 Rue Montoyerstraat, 
B-1000 Brussels, Belgium, authorized and regulated as a significant credit institution by the European Central Bank (ECB), under the prudential supervision of the National Bank of 
Belgium (NBB) and under the supervision of the Belgian Financial Services and Markets Authority (FSMA) for conduct of business rules, and a subsidiary of The Bank of New York 
Mellon. The Bank of New York Mellon SA/NV operates in England through its branch at 160 Queen Victoria Street, London EC4V 4LA, UK, registered in England and Wales with 
numbers FC029379 and BR014361. The Bank of New York Mellon SA/NV (London Branch) is authorized by the ECB and subject to limited regulation by the Financial Conduct 
Authority and the Prudential Regulation Authority. Details about the extent of our regulation by the Financial Conduct Authority and Prudential Regulation Authority are available 
from us on request. The Bank of New York Mellon SA/NV operating in Ireland through its branch at 4th Floor Hanover Building, Windmill Lane, Dublin 2, Ireland trading as The 
Bank of New York Mellon SA/NV, Dublin Branch, is authorised by the ECB and is registered with the Companies Registration Office in Ireland No. 907126 & with VAT No. IE 
9578054E. The Bank of New York Mellon, Singapore Branch, subject to regulation by the Monetary Authority of Singapore. The Bank of New York Mellon, Hong Kong Branch, 
subject to regulation by the Hong Kong Monetary Authority and the Securities & Futures Commission of Hong Kong. If this material is distributed in Japan, it is distributed by The 
Bank of New York Mellon Securities Company Japan Ltd, as intermediary for The Bank of New York Mellon. If this material is distributed in, or from, the Dubai International 
Financial Centre (“DIFC”), it is communicated by The Bank of New York Mellon, DIFC Branch, regulated by the DFSA and located at DIFC, The Exchange Building 5 North, Level 6, 
Room 601, P.O. Box 506723, Dubai, UAE, on behalf of The Bank of New York Mellon, which is a wholly-owned subsidiary of The Bank of New York Mellon Corporation. This 
material is intended for Professional Clients only and no other person should act upon it. Not all products and services are offered in all countries. 

The information contained in this material is intended for use by wholesale/professional clients or the equivalent only and is not intended for use by retail clients. If distributed in the 
UK, this material is a financial promotion. 

This material, which may be considered advertising, is for general information purposes only and is not intended to provide legal, tax, accounting, investment, financial or other 
professional advice on any matter. This material does not constitute a recommendation by BNY Mellon of any kind. Use of our products and services is subject to various 
regulations and regulatory oversight. You should discuss this material with appropriate advisors in the context of your circumstances before acting in any manner on this material or 
agreeing to use any of the referenced products or services and make your own independent assessment (based on such advice) as to whether the referenced products or services 
are appropriate or suitable for you. This material may not be comprehensive or up to date and there is no undertaking as to the accuracy, timeliness, completeness or fitness for a 
particular purpose of information given. BNY Mellon will not be responsible for updating any information contained within this material and opinions and information contained 
herein are subject to change without notice. BNY Mellon assumes no direct or consequential liability for any errors in or reliance upon this material. 

This material may not be distributed or used for the purpose of providing any referenced products or services or making any offers or solicitations in any jurisdiction or in any 
circumstances in which such products, services, offers or solicitations are unlawful or not authorized, or where there would be, by virtue of such distribution, new or additional 
registration requirements. 

The terms of any products or services provided by BNY Mellon to a client, including without limitation any administrative, valuation, trade execution or other services shall be solely 
determined by the definitive agreement relating to such products or services. Any products or services provided by BNY Mellon shall not be deemed to have been provided as 
fiduciary or adviser except as expressly provided in such definitive agreement. BNY Mellon may enter into a foreign exchange transaction, derivative transaction or collateral 
arrangement as a counterparty to a client, and its rights as counterparty or secured party under the applicable transactional agreement or collateral arrangement shall take 
precedence over any obligation it may have as fiduciary or adviser or as service provider under any other agreement. 

Pursuant to Title VII of The Dodd-Frank Wall Street Reform and Consumer Protection Act of 2010 and the applicable rules thereunder, The Bank of New York Mellon is provisionally 
registered as a swap dealer with the Commodity Futures Trading Commission (“CFTC”) and is a swap dealer member of the National Futures Association (NFA ID 0420990). 

BNY Mellon (including its broker-dealer affiliates) may have long or short positions in any currency, derivative or instrument discussed herein. BNY Mellon has included data in this 
material from information generally available to the public from sources believed to be reliable. Any price or other data used for illustrative purposes may not reflect actual current 
conditions. No representations or warranties are made, and BNY Mellon assumes no liability, as to the suitability of any products and services described herein for any particular 
purpose or the accuracy or completeness of any information or data contained in this material. Price and other data are subject to change at any time without notice. 

Rates: neither BNY Mellon nor any other third party provider shall be liable for any errors in or delays in providing or making available the data (including rates, WM/Reuters 
Intra-Day Spot Rates and WM/Reuters Intra-Day Forward Rates) contained within this service or for any actions taken in reliance on the same, except to the extent that the same is 
directly caused by its or its employees’ negligence. The WM/Reuters Intra-Day Spot Rates and WM/Reuters Intra-Day Forward Rates are provided by The World Markets Company 
plc (“WM”) in conjunction with Reuters. WM shall not be liable for any errors in or delays in providing or making available the data contained within this service or for any actions 
taken in reliance on the same, except to the extent that the same is directly caused by its or its employees’ negligence. 

The products and services described herein may contain or include certain “forecast” statements that may reflect possible future events based on current expectations. Forecast 
statements are neither historical facts nor assurances of future performance. Forecast statements typically include, and are not limited to, words such as “anticipate”, “believe”, 
“estimate”, “expect”, “future”, “intend”, “likely”, “may”, “plan”, “project”, “should”, “will”, or other similar terminology and should NOT be relied upon as accurate indications of future 
performance or events. Because forecast statements relate to the future, they are subject to inherent uncertainties, risks and changes in circumstances that are difficult to predict. 
iFlow® is a registered trademark of The Bank of New York Mellon Corporation under the laws of the United States of America and other countries. 

This document is intended for private circulation. Persons accessing, or reading, this material are required to inform themselves about and to observe any restrictions that apply to 
the distribution of this information in their jurisdiction. 

Currency Administration is provided under and subject to the terms of a definitive agreement between BNY Mellon and the client. BNY Mellon exercises no investment discretion 
thereunder, but acts solely pursuant to the instructions in such agreement or otherwise provided by the client. Unless provided by definitive agreement, BNY Mellon is not an agent 
or fiduciary thereunder, and acts solely as principal in connection with related foreign exchange transactions. 

All references to dollars are in US dollars unless specified otherwise. 

This material may not be reproduced or disseminated in any form without the prior written permission of BNY Mellon. Trademarks, logos and other intellectual property marks 
belong to their respective owners. 

The Bank of New York Mellon, member FDIC. 

© 2020 The Bank of New York Mellon Corporation. All rights reserved. 

http:bnymellon.com

	BNY Mellon
	Aerial View Disclaimer



