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Welcome to our publication on the UK credit market, where we explore a selection of the key macroeconomic conditions affecting the UK economy
and more specifically the UK housing sector. We believe that could be relevant for both lenders and investors operating in the UK credit markets.

In this edition, we examine the UK mortgage market and the significant developments that have happened in 2022 and what could be expected

in 2023.

If you have any questions on the analysis provided or the topics discussed, please reach out to the team members listed within.

We have a dedicated team of over 80 professionals across Europe who have market leading experience advising on loan portfolio and credit
transactions and other credit and balance sheet optimisation processes. For further details please get in touch.
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We have a dedicated team of over 80
professionals across Europe who have
market leading experience advising on
loan portfolio transactions and other credit

and balance sheet optimisation processes.

For further details please get in touch.
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High interest rates combined with high inflation seem to have stalled the economic bounce back
from Covid-19. This has led to declining house price growth (and even negative growth in Dec-22).

We expect that to persist during 2023.

UK Real GDP, 2016 - 2022 (Dec 2019 = 100) UK house price monthly percentage change (2016 — 2022)
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Sources: PwC analysis, ONS, Land Registry
For more detailed information, please see our PwC Economics publications.
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https://www.pwc.co.uk/services/economics.html

Our modelling indicates that inflation has peaked at around 11%, making this the third highest
Inflation episode on record. Even though inflation has started to fall, there is uncertainty over how

long it will take to get back to the 2% target and pressure on house prices through higher interest
rates may persist

Our modelling indicates that inflation has peaked at around 11%, making this the third highest inflation episode on record. Even though it is now expected to fall, we consider that this highly uncertain
and hence pressure on house prices through higher interest rates may persist

UK Consumer Price Inflation, projections from Q1 2023 1. OPEC oil embargo, early 1970s (24% peak)
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Sources: PwC analysis, ONS, Land Registry
For more detailed information, please see our PwC Economics publications.
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UK macro-economic overview - We expect that 2023 will be a year of two halves - with the squeeze
on real incomes easing as the year goes on. This could help minimise levels of stress on retail
loan portfolios

UK macro-economic overview - We expect that 2023 will be a year of two halves - with the squeeze on real incomes easing as the year goes on. This could help minimise levels of stress on retail loan
portfolios

Projected annual growth in CPI from Q1 to Q4 2023 and latest total nominal pay growth
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For more detailed information, please see our
PwC Economics publications.
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Mortgage lenders saw a combination of lower credit spreads and people fixing for longer in the first
three quarters of 2022

Lenders have seen a squeeze on credit spreads as increases in offer rates lagged Mortgage borrowers have been fixing for 5 years as they sought to lock in at record low

behind the increases in the base rate interest rates

Per cent of gross UK mortgage advances above Bank Rate Total distribution of outstanding mortgages by period of initial interest rate fix
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A significant amount of households will see their fixed rate mortgages mature in 2023 and will face
refinancing at higher rates, which will put pressure on their monthly expenses. Current data suggests
those borrowers with LTVs >90% will be most impacted

Over 300,000 mortgages are expected to come to the end of their fixed rate

period every quarter in 2023 and into 2024
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Interest rates between differing LTV bands converged in 2022, however the gap has

started widening again after October

Number of fixed rate mortgages coming up for renewal by initial interest rate Average 2yr fixed mortgage rate by LTV band
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Indications of market stress show a trend in increase in company Insolvencies since the start of
Covid-19, however individuals appear more resilient. We expect that will be a time lag before the
effects of higher interest rates and the higher cost of living fully feed through the system

Number of company Insolvencies and individual Bankruptices and Debt Relief Orders (England and Wales), during and post Covid-19
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Sources: PwC analysis, Bank of England, ONS
For more detailed information, please see our PwC Restructuring publications.
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https://www.pwc.co.uk/services/business-restructuring/insights/restructuring-insights.html

Thank you

pwc.co.uk

This publication has been prepared for general guidance on matters of interest only, and does not constitute professional advice. You should not act upon the information contained in this publication without obtaining specific
professional advice. No representation or warranty (express or implied) is given as to the accuracy or completeness of the information contained in this publication, and, to the extent permitted by law,
PricewaterhouseCoopers LLP, its members, employees and agents do not accept or assume any liability, responsibility or duty of care for any consequences of you or anyone else acting, or refraining to act, in reliance on the
information contained in this publication or for any decision based on it.

© 2023 PwC. All rights reserved. Not for further distribution without the permission of PwC. ‘PwC’ refers to the network of member firms of PricewaterhouseCoopers International Limited (PwCIL), or, as the context requires,

individual member firms of the PwC network. Each member firm is a separate legal entity and does not act as agent of PwCIL or any other member firm. PwCIL does not provide any services to clients. PwCIL is not
responsible or liable for the acts or omissions of any of its member firms nor can it control the exercise of their professional judgment or bind them in any way. No member firm is responsible or liable for the acts or omissions
of any other member firm nor can it control the exercise of another member firm’s professional judgment or bind another member firm or PwCIL in any way.
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