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GDP is expanding, but weak
outlook remains

Monthly GDP is estimated to have grown by 0.5% in June
2023 following a fall of 0.1% in May 2023 and stands 0.8%
above its pre-pandemic level.

UK GDP and main sectors
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< o4 ) where a business day was lost to the King's Coronation.

Nonetheless the increase exceeded expectations and in the
three months to June 2023 the economy grew by 0.2%.
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The UK is likely to avoid a recession this year, though

growth is set to be tepid at best in the short-term, with

a mild recovery forming in 2024 as inflation continues
Source: ONS tO ease.
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Business sentiment becomes more
modest as rate pressures mount

The UK's composite final Purchasing Managers' Index (PMI)

which is @ main indicator for monthly change in business

activity fell to 50.8 in July from 52.8 in June, though marked

the sixth consecutive month of activity growth in the UK |
private sector. |

UK Purchasing Managers Indices (PMls)

expansion

3 : " The service sector final PMI fell to 51.5 from 53.7 in June

s s0 "\ .. o . : as further interest rate rises stalled consumer demand and . |
§ ; wage increases drove up input costs. '
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«‘iz The manufacturing PMI declined further with the July

'§ ib reading falling to 45.3 from 46.5 in June as another

5 , , contraction in output and new orders led to new export

3 ====PMI| composite ——— PMI services

business fall for the 18th consecutive month.
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PMI manufacturing == PMI construction
| The construction PMI showed a strong recovery from 48.9
S § N in June to 51.7 in July. However, house building experienced
5 3 8 5 5 935 88559588 8 5 ¢ another steep fall to 43.0 as rising interest rates and
borrowing costs led to fewer residential sales enquiries and
increased agreement delays.
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Labour market: Job vacancies fall
back from historic highs

UK Labour Market (aged 16-64)

= Unemployment rate (%)

Number of Vacancies in the UK, seasonally adjusted

= Employment rate (%) =—Economic inactivity rate (%)
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Source: ONS

Unemployment rate Job vacancies

Unemployment rate (Aged 16-64) Number of job vacancies

Quarterly change: 0.2pps /\ Quarterly change: -85,000 v
Since Dec-Feb 2020: -0.0pps \/ Since Jan-Mar 2020: 232,000

The unemployment rate is up on the quarter and on the year, Vacancies decreased on the quarter but are above
and at pre-pandemic levels pre-pandemic levels.

Source: ONS LFS Source: ONS Vacancy Survey

The UK employment rate was estimated at 76.0% in March to May 2023, 0.2 percentage points higher than the December 2022 to
February 2023 period. The increase in employment over the latest three-month period was driven by part-time workers.

Vacancy numbers have fallen for the 12th consecutive period in April to June 2023, and are down 7.6% since the January to March 2023
peak. Nevertheless, vacancy rates remain historically high as it stands 232,000 above the pre-pandemic levels.



Inflation and contributions
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= Food & non-alcoholic beverages == Alcohol & tobacco
= Housing & household services mmm Furniture & household goods
= Recreation & culture == Restaurants & hotels

CPI 12-month inflation rate

Source: ONS
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= Clothing & footwear

mmmm Transport
mmm Other goods & services

Consumer Price Index (CPI) inflation rose by 7.9% in
the 12-months to June 2023, down from 8.7% in the
previous month.

Falling prices for motor fuel led to the largest downward
contribution to the monthly change in CPl annual rate.

Meanwhile, core CPI (excluding energy, food alcohol, and
tobacco), rose by 6.9% in the 12 months to June 2023, down
from 7.1% in May.
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Interest rates: Nearing a peak of 15 y

Official Bank Rate

70

At their August meeting the Monetary
Policy Committee (MPC) voted 6:3 to

raise the base rate by 0.25pp, taking it to
5.25%, the highest rate in 15 years and the
fourteenth consecutive interest rate hike
since December 2021.
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Source: Bank of England



Housing trends:
d owntu rn beco m es UK Approvals of loans secured on dwellings

entrenched - c
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= =Total ——House Purchase ——Remortgaging

120000

Annual UK House Price Growth

—Nationwide =—Halifax
18%
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Recent RICS surveys shows that buyer enquiries, agreed
sales and new sales are declining, while both price and
sales expectation remain downbeat in the near term.

House prices fall across all major surveys.

Mortgage approvals remain below monthly
averages but in June 2023 were at their highest
since October 2022.




Monthly mortgage interest w
repayments soar

Average quoted rates on two-year and five-year fixed-rate

mortgages with 75% LTV, and the two-year and give-year OIS rates , ,
It is estimated that half of all mortgage accounts

(4.5mn) will have experienced increases to repayments
since late 2021.

Two-year 75% LVT ; o
Meanwhile, most of the remaining mortgage owners

on fixed-term (commonly two or five years, and around
4 million accounts) will be impacted by the end of
2026 as interest rates remain higher for longer.

Two-year OIS rate

Five-year 75% LVT

Five-year OIS rate
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May  Jul Sep Nov  Jan Mar  May According to current quoted mortgage rates the
2023 average mortgagor who is rolling off a fixed-rate deal in
the second half of 2023 will see monthly interest
repayments increase by £220.




Consumer confidence falls back as
affordability concerns squeeze
household budgets

UK Consumer Confidence
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UK consumer confidence experienced a decline to -30 in July,
after the metric reached its highest level since January 2022

in June, at -24 .
-30

The sharp monthly fall signals the continued and mounting
-40 pressure that elevated interest rates are placing upon
household budgets.
-50
Though this also displays an improvement since last winter's
80 overwhelming cost-of-living crisis and is 11 points higher
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Monthly mortgage interest
repayments soar

The cost of essential goods is expected to continue

increasing, while the proportion of households with

cost-of-living adjusted mortgage debt-servicing ratios

(COLA-DSRs) which measure how much income ; 4
|

after taxes, essentials and housing costs is spent on

servicing consumer credit debts are projected to rise to
Pre-GFC peak
-------------------------------------- 650,000 households (2.3%) by the end of the year.

Share of households with high costs of living-adjusted DSRs, and
share of households in each COLA-DSR group

Proportion of households %

e \ Projected 2023 Q4 ® There has been an increase in households choosing to
-~ Historic ti N borrow over longer terms as they attempt to offset the
istoric time series ~ =~ _ _ . "
S~ /“V‘(/’VV/—/ impact of higher mortgage rates by reducing monthly
capital repayment. The proportion of households which

hold new lending on terms longer than 35 years has
'2002 05 08 1 14 17 20 23 risento 11% in Q1 2023 from 5% in Q1 2022.

Source: Bank of England



Quarterly business insolvencies
reaches historic high

Total company insolvencies

The number of registered company insolvencies in Q2
2023 was 6,393, the highest quarterly figure since the study
began in 2013.

The number of registered company insolvencies in Q2
2023 was 16% higher than Q2 2022, 7% higher than Q1 2023
and 56% higher than the pre-pandemic level (Q4 2019).

The latest monthly figures highlighted 2,163 company
202062 insolvencies during June 2023, 27% higher than the same
Source: Gov.UK : The Insolvency Service month in 2022 (1698) and now stands 25% above the
January 2019 level (1726).
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Business creations
reaCh near hiStoriC Business creations
lows in Q2 o
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Concurrently, business creations have significantly slowed
since Q1 2022 with Q2 2023 reporting the second lowest
number of creations since the series began in 2017, 14%
lower than Q2 2022 outturn, with 14 of the 16 industry
groups experiencing a decline.

Source: ONS =2017 =2018 =2019 =2020 =m2021 =m2022 w2023

Business closures in Q2 2023 were the second
highest Q2 figure since the series began in 2017, 12%
lower than the Q2 2022 record. The largest driver
came from closures in the professional, scientific and
technical industry (-25%).




Key concerns: uneven
distribution across sectors

Question: Which of the following will be the main concern for your business?

Construction

Accommedation and food service activities
Other service activities

Wholesale & retail trade

Manufacturing

Administrative and support service activities
Human health and social work activities
Education

Arts, entertainment and recreation

scientific and
Transportation and storage
Information and communication

Real estate activities

00% 50% 10.0% 15.0% 20.0% 26.0% 30.0% 35.0%

minflation of goods and services prices

%

Arts, entertainment and recreation
Educaticn

Wholesale & retail trade
Information and communication
Professional, scientific and technical activities
Manufacturing

Administrative and support service activities
Accommodation and food service activities
Transportation and storage
Other service activities
Construction

Real estate activities

Human health and social work activities

0.

Key concerns remain
centred around costs,
but the industry specific
concerns are unevenly
spread and there has
been a surge in concern
for falling demand of
goods and services.

£
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50% 10.0% 150% 200% 25.0% 30.0%
m Falling demand of goods and services



Key concerns. uneven

distribution across sectors

Question: Which of the following will be the main concern for your business?

Accommedation and food service activities
Other service activities

Administrative and support service activities
Human health and social work activities
Wholesale & retail trade

Manufacturing

Arts, entertainment and recreaticn
Educaticn

Transportation and storage

Professional, scientific and technical activities.
Real estate activities

Informaticn and communication

Construction

%

0.0% 50% 10.0% 15.0% 20.0% 25.0% 30.0% 35.0%

m Energy prices

Real estate activities

Human health and social work activities
Professional, scientific and technical activities
Accommodation and food service activities
Construction

Transportation and storage

Education

Wholesale & retail trade

Administrative and support service activities
Other service activities

Information and communicaticn

Manufacturing %

Arts, entertainment and recreation [l

00% 50% 100% 150% 20.0% 25.0% 30.0% 35.0%
= Interest rates (including mortgages)

Construction

and arts,
entertainment and
recreation services
are key sectors with
the largest concerns
for cost pressures
alongside real estate
activities which will
continue to suffer as
interest rates
remain heightened.




Summary: key economic risks

LN *\-

Labour market fundamentals Soaring monthly mortgage Domestic wage pressures Acute affordability pressures at
and strikes threaten growth repayments as households come the lower affluence levels
off fixed rate mortgage contracts

&

GDP outlook has improved, but a Russian Ukrainian conflict Wage price spiral emerges
recessionary backdrop remains
a threat
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SME New Lending 2

The pace of growth has eased — but new lending to SMEs continues to grow

SME New Lending Growth (volume, YOY % change)

Although the pace of growth in lending eased in 2022Q4
and 2022Q1, lending is still growing.

In 2022Q4, lending volumes to
SMEs were up +7% year-on-year

New lending data is lagged by one quarter as a result of credit reporting cycles



SME New Lending

There has been a shift in the mix of product types used by SMEs

Year-on-Year Changes in Lending Volumes by Product - 2023 Q1

Growth in asset finance,
. cards and budget accounts
more than offset sharp falls

in traditional business loans
and mortgages.

Asset Finance Cards, Budget Accounts and Revol ving

Credit

Mortgages

New lending data is lagged by one quarter as a result of credit reporting cycles




SME New Lending

Inflation and the increasing cost of finance is feeding into lending

Average Asset Finance Initial Loan Amount (£k)

,_\/\/—//

Both the effect of inflation on asset prices and
the increasing cost of finance are feeding into
Asset Finance lending amounts.

The average Asset Finance loan
value is 22% higher than a year ago.

New lending data is lagged by one quarter as a result of credit reporting cycles



Overall SME Borrowing

The total level of SME borrowing on bureau has expanded rapidly

Growth in SME Borrowing
(Indexed — Dec 2019 = 100)

Even excluding pandemic relief lending, there
has been significant growth in SME borrowing.

2020
mIndexed- Number of Open Agreements

2021 2022 2023Q2

B ndexed- Balance ofOpen redi Agremerts The total number of open loans is now
20% higher than it was at the end of
2019 - while outstanding loan balances
are over 50% higher.




SME Credit Performance

The performance of SME credit agreements is deteriorating

SME Delinquency Rates

Delinquency on SME credit agreements (2 or
more missed payments) has been increasing
markedly

4

S S S S D D DD DD DD DD D At the end of Q2, volume delinquency
N %zq %é & Qﬁé\ @"’{ N {_)eﬁ‘ eo“ K éfé & N %zq $°A & Qﬁé\ & N
—— DelinquencyRate (Yol 29) = Delinquency Rate (Balnce, 26 rates on SME credit agreements were
------ 2019 Average (Delg. Vol. Rate) <<<++++ 2019 Average (Delq. Bal. Rate) 5
35% higher than they were at the start

of the year.




SME Credit Performance

i

The deterioration in performance is being seen across all products

R T T T

Volume Delinquency Rates (Jan v Jun 2023)

I I I I I I I I The deterioration in delinquency rates

over the last 6 months is something that
is evident in all products, whether they are
secured or unsecured.

Mortgages Asset Finance Loans Cards and Revolving Credit

M Jan-23 ®Jun-23



Delinquency rates

Credit performance is deteriorating in (almost) every sector

Change in Arrears Rate by Sector (L6M)
(Top 20 Sectors by Size)

Latest Arrears Rate by Sector
(Top 20 Sectors by Size)

Accommodation & Food Services

Accommodation & Food Services

Land Transport, Storage & Post Retail L ]
Retall Computing & Information Services S ———
© ion of Building: Construction of Buildings O
Food, Drink & Tobacco I —— Other Manufacturing —
Other Private Services I Food, Drink & Tobacco e S
Specialised Construction Activities I —————— Metal Products e
< ing & Services
holesal Land Transport, Storage & Post —
Media Activitics I —— Professional Services —
ive & Supportive Service... Other Private Services e
Other Manufacturing Specialised Construction Activities —
Recreation I —— Education —
Education  EE——— Agriculture, Forestry & Fishing =]
i Services Real Estate c—
Metal Products I ———— Administrative & Suppaortive Service... e
Health  ——— Finance —
Finance T Recraation —
Agriculture, Forestry & Fishing  n— Health —
Real Estate  E—— Media Activities -
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The sharpest deterioration in arrears has been in sectors most exposed to changes in consumer spending.

However, the deterioration can be seen across the board - in sectors linked to business-to-business services, construction and manufacturing.

24



Key takeaways and risks

Business concerns are changing.
Energy prices are still high on the
list of concerns, but the focus is
now turning to falling demand and
interest rates.

Arrears and delinquency rates are
increasing across all core SME credit
products, in almost every sector.

!
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L
Levels of business lending
remain high. Cost of finance
and inflation in asset prices is

increasing total lending value
considerably.

SMEs Lending levels remain
below pre-pandemic levels. With
businesses delaying investment in

2023, growth may slow.

The biggest increase in
arrears is in Sectors exposed
to consumer spending

(Accommodationand Food
Services and Retail).

25



Glossary

Average / median Commercial Delphi score
Average credit card debt
Average credit card utilisation rate

Total credit card debt
Proportion of current accounts overdrawn

Average overdraft utilisation rate
Average non-mortgage debt
Average mortgage debt

Average asset finance debt

Status 1+ delinquency rate

Status 2+ delinquency rate

Status 3+ delinquency rate

Default rate

Experian commercial risk score, the lower the score the greater the risk (1-100)
The average debt held on all open credit cards carrying a balance. At business level
The percentage of the credit limit utilised on all open credit cards. At business level

Total debt held on all open credit cards carrying a balance. At business level

The percentage of open current accounts over their agreed overdraft limit or overdrawn
with no overdraft. At business level

The average percentage of the overdraft limit being used. At business level
The average debt for open asset finance, credit card and loan accounts. At business level
The average debt for open mortgage accounts. At business level

The average debt for open asset finance accounts. At business level

By volume, the percentage of open accounts that have been reported between 1 and 6
months behind on payments
By volume, the percentage of open accounts that have been reported between 2 and 6
months behind on payments

By volume, the percentage of open accounts that have been reported between 3 and 6
months behind on payments

By volume, the percentage of accounts that entered formal default during the month

26



Ongoing economic uncertainty puts
more pressure on lenders

Uncertainty makes the process of decision-making much more complex,
leading to challenges such as:

NV N

NV

Inaccurate risk Lack of understanding Missing growth Lack of strong
management of your of changes in customer opportunities and not being relationships with
existing portfolio, who can behaviours and able to upsell/ cross-sell the customers: how
pay, how much and when income trends across portfolio can they improve their

financial health?

27



How can you reduce and effectively
manage risk in a turbulent economy?

/N

Know when customers
change circumstances
that could affect their
payment ability

Decipher those that
can pay from those
that either cannot or
deliberately will not

O
/=

Manage changes

In risk across your
customer base in near
real-time

(@)
£

Know where to focus

your limited resource

within your portfolio to
make it go further

Gain a full picture of the
risk associated in your
customer base with
deeper insights

A focused view, with access to high quality business information, can help reduce bad debt
and operational overheads, while delivering improved business performance...

... leading to better decisions

28



Introducing 4D Credit...
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Credit risk Affordability Survivability Growth opportunity

The first step to reducing and effectively managing risk in a turbulent and unpredictable
economy is understanding your existing portfolio and spotting growth opportunities

Gain a deeper understanding of Minimise risk exposure,
your portfolio and exploit hidden whilst avoiding missing out through

Refine lending strategies and

growth opportunities being over-cautious criteria to support your customers

29



Summary

a )

. . _ 4D Credit provides access to the widest possible
In a volatile environment, the latest and most reactive data sets enable you to: _ . .
data universe at your fingertips
Commercial Delphi
Gen 6

Affordability

Determine which businesses are going to fail and
which ones are best equipped to survive or grow

Commercial CATO

e Current Account, Credit/ Debit Turnover

Optimise your risk appetite to support the * The most recent data being just 15 days old
underserved businesses and make decisions . Balances (High/ Low/ Average)
based on their long-term impact

Commercial CAIS data

¢ Monthly Repayment Information
Protect your portfolio by proactively

managing problem debt e Historical Balances & Arrears

« Range of Credit Products

Payment Performance data

« Trade Credit invoices

e QOver 6 million ledger transactions

Find out more about 4D Credit > « Days Beyond Terms scores )
\_




Get the full view on the current trends to
help you make better commercial lending
decisions, download our M.Index report

Speak to your Account Manager or visit
Experian.co.uk/business today to find out

more about how we can help your business
identify, monitor and mitigate risk.
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The Sir John Peace Building, Experian Way,
NG2 Business Park, Nottingham, NG80 1ZZ

www.experian.co.uk
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