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SUMMARY

o The recent shift from floating rate mortgages to fixed rate mortgages in the UK
has dampened the pass-through of the Bank of England’s monetary policy, with
fewer households experiencing an immediate change in interest expenses than
before.

o Historically low interest rates on existing mortgages have discouraged UK
homeowners to refinance their mortgages, further weakening the transmission of
monetary policy.

o The prevalence of fixed-rate mortgages and the relatively low share of
homeowners with outstanding mortgages have helped consumer spending
remain relatively resilient over the past year. The move away from variable to
fixed rate mortgages mitigated the lagging impact of rate hikes on the broad
economy since late 2021. The weakening of monetary transmission can also be
seen in the relative resilience of corporate lending in changes of policy rate.

o The Bank of England decided to cut its policy rate by 25 basis points in August,
following twelve consecutive months of holding the rate steady, bringing it down
to 5%. The slow pass-through rate of policy changes to the economy bolsters our
case for three cuts in total this year, with the second cut expected to occur in
September.

A WEAKENING OF MONETARY POLICY TRANSMISSION

A central bank's monetary policy primarily operates through interest rates, which
impact both borrowing and spending behaviour across the economy. One key
mechanism by which policy rates impact the broader economy is through mort-

gages.

For illustrative purposes. Past performance should not be taken as a guide to or guarantee of future performance. Performances and
returns may increase or decrease as a result of currency fluctuations. There can be no assurance that these projections, forecasts or
expected returns will be achieved. The projection is not based on simulated past performance.
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In recent years, the UK has witnessed a shift from floating/variable-rate to fixed-rate
mortgages, which had implications for the effectiveness of the Bank of England's
(BoE) monetary policy. Since 2008, floating-rate mortgages as a proportion of the
total outstanding has more than halved, decreasing from its peak of 72% in 2012 to
14% in 2024 (chart 1). This structural change in the mortgage market has reduced the
sensitivity of the economy to changes in the policy rate since fewer households ex-
perience an immediate change in their disposable income, through interest ex-
penses, when rates are adjusted.

Chart 1: Share of outstanding UK mortgages at fixed Chart 2: Effective interest rates for households vs.
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There is a risk that the effectiveness of monetary policy is diluted if changes in the
policy rate do not fully propagate through households' consumption via mortgage
rates. This responsiveness to changes in UK monetary policy can be observed
through the effective rate on outstanding mortgages, both fixed and floating (chart
2). During 2008-09, the mortgage market was particularly sensitive to changes in the
Bank of England's policy rate given that loans then were predominantly at a floating
rate. As the share of variable-rate mortgages has declined since then, this sensitivity
has been reduced. The effective fixed rate on outstanding mortgages has been slow
to react to the BoE’s latest hiking cycle since late 2021, resulting in a rate signifi-
cantly lower than both the variable and policy rates.

For illustrative purposes. Past performance should not be taken as a guide to or guarantee of future performance. Performances and
returns may increase or decrease as a result of currency fluctuations. There can be no assurance that these projections, forecasts or
expected returns will be achieved. The projection is not based on simulated past performance.
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Chart 4: UK debt service ratio

Chart 3: Breakdown of outstanding mortgages
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HOUSEHOLD CONSUMPTION REMAINS RESILIENT
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As a result, households' debt service ratio has been declining since 2008, given the
limited pass-through of monetary policy changes to the effective interest rate. Addi-
tionally, remortgaging activity has decreased in recent years, indicating that existing
homeowners are choosing to stay with their current mortgage deals. With histori-
cally low interest rates until late 2021, there was little reason for mortgage holders to
refinance, further dampening the pass-through of monetary policy.

The rise in fixed-income mortgages has attenuated the impact of rate increases since
late 2021 and ensured that household consumption has remained relatively stable in
the UK. Higher returns on savings accounts and other fixed-income investments
have also helped support spending. In short, the combined effect of stable mortgage
payments and higher savings income led to a more resilient consumption pattern.
Even as the Bank of England raises rates to combat inflation, the impact on consum-
ers may be muted and delayed, implying a lagging effect of tight monetary policies
on prices as well as a cushion against economic slowdown.

For illustrative purposes. Past performance should not be taken as a guide to or guarantee of future performance. Performances and
returns may increase or decrease as a result of currency fluctuations. There can be no assurance that these projections, forecasts or
expected returns will be achieved. The projection is not based on simulated past performance.
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Chart 5: Real UK household consumption expenditure vs. savings ratio
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Additionally, homeowners without mortgages typically have lower financial bur-
dens compared to those with mortgages. The former has more income for discre-
tionary spending, thereby supporting robust consumption figures. In the UK, less
than 30% of households have a mortgage outstanding, which is lower than in Scan-
dinavia and the US.

Chart 6: Share of adjustable and fixed-rate mort-
gages issued (2022)

Chart 7: Share of outright owners, those with a
mortgage and renters (2022)
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For illustrative purposes. Past performance should not be taken as a guide to or guarantee of future performance. Performances and
returns may increase or decrease as a result of currency fluctuations. There can be no assurance that these projections, forecasts or
expected returns will be achieved. The projection is not based on simulated past performance.
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CORPORATE LENDING: A SIMILAR STORY

A similar trend towards weaker monetary transmission can be observed in corpo-
rate lending. The effective fixed rate on UK corporate loans has been slow to adjust
to changes in the policy rate over the past years, resulting in more sluggish adjust-
ments to interest payments (chart 8). Consequently, as with households, the weak-
ening pass-through of monetary policy to effective interest rates means the debt ser-
vice ratio for non-financial corporations has also been declining (chart 9). This lim-
ited responsiveness ultimately impacts the efficiency of the Bank of England’s mon-
etary transmission mechanism.

Chart 8: Effective interest rate on loans for non-fi- Chart 9: UK debt service ratio for non-financial cor-
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IMPLICATIONS FOR THE BANK OF ENGLAND

Overall, the recent shift from floating- to fixed-rate mortgages in the UK has damp-
ened the pass-through of the Bank of England’s monetary policy. With fewer house-
holds experiencing immediate changes in their disposable income through interest
expense, the sensitivity of economic activity to monetary policy has been reduced.

During its August meeting, the Bank of England decided to lower its policy rate to
5%, marking its first rate cut since the last rate hike in the summer of 2023. This de-
cision is an important step in the BoE's easing cycle, as it adopted a "high-for-
longer" stance by leaving its base rate unchanged at 5.25% over the past twelve
months, supported by a slower monetary policy transmission. Slashing rates by 25
basis points, resulting from a narrow majority vote of 5-4, was justified by receding
inflationary pressures as headline inflation fell to its 2% target in both May and
June. This decision comes as the impact of recent rate hikes on consumers has been

For illustrative purposes. Past performance should not be taken as a guide to or guarantee of future performance. Performances and
returns may increase or decrease as a result of currency fluctuations. There can be no assurance that these projections, forecasts or
expected returns will be achieved. The projection is not based on simulated past performance.
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both muted and delayed over the past months. We now expect the BoE’s next rate
cut to occur in September, with a risk of a delay if domestic inflationary pressures
do not recede as expected, although the BoE’s Monetary Policy Committee has ex-
hibited a growing tolerance for sticky services prices.

Whereas the market currently anticipates approximately two rate cuts this year, we
expect three 25 basis points cuts for 2024. This expectation is underpinned by the
Bank of England's significant flexibility to reduce rates from a relatively high and
restrictive starting point, although the exact timing remains uncertain. Eventually, a
slower pass-through rate bolsters our case, as the effects of a policy rate change on
the economy will not be immediate, in line with our forecast of moderate economic
growth this year despite the start of an easing cycle.

For illustrative purposes. Past performance should not be taken as a guide to or guarantee of future performance. Performances and
returns may increase or decrease as a result of currency fluctuations. There can be no assurance that these projections, forecasts or
expected returns will be achieved. The projection is not based on simulated past performance.
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does not make any guarantee
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contained in the KID/other
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held liable for an investment
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use of, the data contained in
the KID/other product docu-
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and understood any relevant
documentation linked to the
product(s), including, as the
case may be, the respective
KID/other product document;
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uct(s).
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them to another professional,
or to execute them, according
to the relevant clauses of your
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The content of this document
shall only be read and/or used
by its addressee. Any form of
reproduction, copying, disclo-
sure, modification and/or
publication in any form or by
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permitted without the prior
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whatsoever will be incurred by
Pictet London Branch. The
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Please contact BPCAL in Sin-
gapore in respect of any mat-
ters arising from, or in connec-
tion with this document.

Hong Kong

This document is not directed
to, or intended for distribu-
tion, publication to or use by,
persons who are not “profes-
sional investors” within the
meaning of the Securities and
Futures Ordinance (Chapter
571 of the Laws of Hong
Kong) and any rules made
thereunder (the “SFO”) or any
person or entity who is a citi-
zen or resident of or located in
any locality, state, country or
other jurisdiction where such
distribution, publication,
availability or use would be
contrary to law or regulation
or would subject Pictet HK
Branch and any of its affiliates
or related corporations to any
prospectus or registration re-
quirements. If you do not want
Pictet HK Branch to use your
personal information for
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marketing purposes, you can
request Pictet HK Branch to

stop doing so without incur-
ring any charge to you.

In distributing an investment
product as agent for a third
party service provider, Pictet
HK Branch distributes the
product for the third party ser-
vice provider and the product
is a product of the third party
service provider but not Pictet
HK Branch. In respect of an el-
igible dispute (as defined in
the Terms of Reference for the
Financial Dispute Resolution
Centre in relation to the Fi-
nancial Dispute Resolution
Scheme) arising between Pic-
tet HK Branch and you out of
the selling process or pro-
cessing of the related transac-
tion, Pictet HK Branch is re-
quired to enter into a Finan-
cial Dispute Resolution
Scheme process with you;
however any dispute over the
contractual terms of the prod-
uct should be resolved directly
between the third party ser-
vice provider and you.

Banque Pictet & Cie SAis a
limited liability company in-
corporated in Switzerland. It is
an authorized institution
within the meaning of the
Banking Ordinance and a reg-
istered institution (CE No.:
BMG891) under the SFO car-
rying on Type 1 (dealing in se-
curities), Type 4 (advising on
securities) and Type 9 (asset
management) regulated activi-
ties. The registered address of
Pictet HK Branch is 9/F.,
Chater House, 8 Connaught
Road Central, Hong Kong.

Warning: The contents of this
document have not been re-
viewed by any regulatory au-
thority in Hong Kong. You are
advised to exercise caution in
relation to the offer. If you are
in any doubt about any of the
contents of this document,
you should obtain independ-
ent professional advice.
Please contact Pictet HK
Branch in Hong Kong in re-
spect of any matters arising
from, or in connection with
this document.
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