
LONDON: Millions of Britons are set to experi-
ence the first interest rate rise of their adult lives
yesterday, and for some of those who loaded up
on cheap credit to pay for cars or cards, that
could spell trouble. The Bank of England is
widely expected to hike borrowing costs for the
first time in a decade, signaling an end to years
of low rates that fuelled a rise in ultra-cheap
credit and heavy borrowing on loans, cards and,
most notably, cars.

Regulators have clamped down on many of
the riskier lending activ-
ities that thrived before
2008, from ‘payday’
loans with annual inter-
est of over 5,000 per-
cent to self-certified
mortgages. Others, like
motor finance, have
risen to take their place.
Bankers and economists
warn that those most in-
debted could begin skipping payments on cars
and credit cards, puncturing a consumer debt
bubble ten years in the making.

A 0.25 percent rate hike would lead to a me-
dian increase in monthly outgoings of 20 pounds
for consumers who have contacted StepChange
in the last year, according to calculations by the
debt advice charity. That would push the budgets
of up to 7,000 of the charity’s clients into the red,
meaning they can no longer cover essential living
costs. “Our view is that this isn’t mortgage apoc-
alypse, but there’s a narrow group of people
whose household finances are on a knife-edge
and a rate hike could be the straw that breaks the
camel’s back,” a spokesman for the charity said.

Car makers exposed
Consumer credit has grown much faster than

household incomes in the last few years, the Bank
of England said in June. In September, it hit 204
billion pounds ($269.52 billion), with car finance
the fastest expanding area that now accounts for
around 30 percent of the total. Last year, 86.4
percent of all new car purchases utilized some
form of credit, up from 46 percent in 2006, ac-
cording to data from the Financing and Leasing
Association.

Most deals are done
not by banks but through
car manufacturers’ fi-
nance arms, with those
from Volkswagen , BMW,
Ford Motor Co, Toyota
Motor Corp and Renault
the biggest in the UK by
the amounts they are
owed by consumers.
These have risen from

13.5 billion pounds ($17.81 billion) in 2008 to
over 36 billion pounds in 2016 - a 168 percent in-
crease, data from the five firms’ financial state-
ments show.

With credit widely available, a small but sig-
nificant number of borrowers have become over-
burdened with multiple debts, said Peter
Richardson, analyst at Berenberg. Fifteen percent
of mortgage loans are worth more than four times
the borrower’s income, he said, up from less than
five percent in 2005. Most consumer credit is of-
fered on fixed interest rates, so would not be di-
rectly impacted by a rate increase. But with
around 40 percent of mortgage lending on vari-
able rates - and borrowers more likely to default

on other loans than miss payments on their home
- even a slight hike could leave the most over-
stretched people choosing to skip other debt
payments.  A 0.25 percent interest rate hike would
increase the monthly payments on an average
floating rate loan of 140,000 pounds by around
15 pounds a month, according to Nationwide. “If
you look back at the economics of this ... borrow-
ers with that level of indebtedness become very,
very sensitive to shocks, you have much more vi-
olent reactions,” Berenberg’s Richardson said.

Banks have got stronger
Cut-throat competition among lenders has

driven rates on personal loans down.
For example, four lenders - TSB, Zopa, Sains-

bury’s Bank and CYBG - offer short term unse-
cured personal loans of 20,000-25,000 pounds
at fixed interest rates of below 3 percent, cheaper
than many mortgages. Royal Bank of Scotland
Chief Executive Ross McEwan said on Friday
growth of 10 percent per year in unsecured credit
is unsustainable when wages are growing at just
2 percent. “At some point it needs to slow down.”

Bank of England data shows that outstanding
lending on credit cards was at an all-time high of
69.4 billion pounds in September and approach-
ing its pre-crisis peak for other credit lines in-
cluding overdrafts, personal loans and car finance.
Outstanding lending on these credit lines hit 134.8
billion pounds in September, compared with 138.2
billion pounds in August 2007. —Reuters
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LONDON: Governor of the Bank of England Mark Carney, center, arrives for the
announcement of the Bank of England quarterly Inflation Report and interest
rate decision at the Bank of England in London. —AFP

Trump tax drive nears
major milestone 
WASHINGTON: President Donald Trump’s drive to overhaul the
US tax system will reach a major milestone on Wednesday, when
Republicans in the House of Representatives unveil their long-
awaited initial bill. The expected bill will be the starting gun for a
frantic race toward what Trump and House and Senate Republicans
hope will be their first major legislative victory: the enactment this
year of a tax package seeking up to $6 trillion in tax cuts over the
next decade for corporations, small businesses and individuals.Con-
gress has not succeeded on comprehensive tax reform since 1986,
when Ronald Reagan was in the White House and Democrats con-
trolled the House. Trump said at the White House this week that he
wants Congress to pass tax bills by the US Thanksgiving holiday on
Nov. 23. House Ways and Means Committee Chairman Kevin Brady
has promised to release a full bill yesterday. Even still, important is-
sues remain unresolved and Brady himself predicts the initial legis-
lation will change next week, when his panel is due to begin
preparing it for an eventual House vote. —Reuters
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National Australia 
Bank axes 6,000 jobs 
SYDNEY: Up to 6,000 jobs will be axed in a major restructur-
ing at National Australia Bank, the lender said yesterday after
posting Aus$5.28 billion (US$4.1 billion) in annual net profits.
The positions will go as the bank further automates and simpli-
fies its business to reshape for a digital future. Some 2,000 new
jobs will be created. “This will result in a net reduction in staff
currently targeted at approximately 4,000 by the end of full
year 2020,” it said. The bank currently has 33,600 employees.

Chief executive Andrew Thorburn said the entire banking in-
dustry was under pressure to reshape its workforce. “As trans-
actions move to digital channels-and this is driven by our
customers-we will need fewer people,” he said, while foreshad-
owing branch closures. One-off restructuring costs related to
the redundancies of between Aus$500 million and Aus$800
million are expected to appear in the bank’s first-half results
next year.

The overhaul comes with the bank’s net profit bouncing back
in the year to September 30 from only Aus$352 million in the
previous corresponding period when it took a hit from write
downs for loss-making assets. These included spinning off

British bank Clydesdale and most of its life insurance business
to Japan’s Nippon. Cash profit, the financial industry’s preferred
measure which strips out volatile items, was up 2.5 percent at
Aus$6.64 billion, in line with expectations. The bank paid a div-
idend of 99 Aus cents, matching what shareholders received in
the first half of the year. Bad and doubtful debt charges rose 1.3
percent to Aus$810 million, while revenue was up 2.7 percent.
NAB shares ended 2.83 percent lower at Aus$31.95. —AFP 

SYDNEY: Photo shows a woman passing by a National
Australia Bank (NAB) branch in Sydney. —AFP 

If rates rise, hangover looms for 
Britons after 10-year credit binge 

For heavily indebted, small rise could hurt


