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Mark Carney, governor of the Bank of England
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By Tanya Powley

Homeowners look set to benefit from another three years of historically low interest rates
following a pledge by the new governor of the Bank of England this week.

On Wednesday, Mark Carney said the BoE’s Monetary Policy Committee would keep benchmark
interest rates at 0.5 per cent until the unemployment rate fell from its current level of 7.8 per cent
to 7 per cent.

BoE forecasts predict this will happen in mid-2016, implying that homeowners will benefit from at
least another three years of low interest rates. The news will bring little comfort to savers and

pensioners, however, who have seen their income plummet in recent years.

Mortgage brokers say the so-called forward guidance from the BoE will help keep mortgage rates low, with some predicting a further fall in
the cost of borrowing.

Jonathan Harris of mortgage broker Anderson Harris said lenders could cut fixed rates further. “They may already be at historic lows but if
lenders are to convince borrowers to opt for a fix when interest rates are highly unlikely to rise, then pricing needs to be attractive,” he
said.

While those on lifetime tracker mortgage deals will see their monthly payments stay low, experts say long-term fixes look attractive to
anyone buying a new home or remortgaging.

Mike Perrins of Largemortgageloans.com said the introduction of the government’s Funding for Lending Scheme last year had allowed
lenders to cut fixed rates to historic lows.

In most cases, fixed rates are at similar levels or cheaper than the comparable variable-rate mortgage. The lowest five-year fix available to
borrowers with big deposits is 2.44 per cent from Yorkshire Building Society, while the cheapest two-year fix is 1.44 per cent. In
comparison, the lowest lifetime tracker is 2.13 per cent.

According to Ray Boulger of John Charcol, the mortgage broker, a longer-term fix looks more attractive in the current interest-rate
environment. He notes that a two-year fix provides protection only for a period when it is highly unlikely to be needed. While rates are
around 1 percentage point cheaper than five-year fixes, homeowners will have to pay another arrangement fee when they remortgage in
two years’ time.

Low interest rates for longer should also have a positive impact for equity investors, say experts. “Stock markets abhor both uncertainty
and rising interest rates,” said Danny Cox, head of financial planning at Hargreaves Lansdown. “An improving economy plus the assurance
that interest rates will remain low could be a very good environment for share prices.”

But savers and pensioners will see little respite from the meagre returns on cash they have been getting in recent years.

“Four years of record-low interest rates have severely impacted and eroded savings across the UK, resulting in lower disposable income
and returns,” said Andy Zanelli, head of retirement planning at Axa Wealth.

There could be a small improvement in savings rates at the end of 2014, however, when FLS expires.

Savers have been one of the biggest losers from the scheme, as banks no longer need to attract money from savers to lend out as
mortgages. The average two-year fixed-rate bond has fallen 1.5 percentage points since the launch of the scheme, while five-year bonds
have fallen 1.53 percentage points to 2.35 per cent.

Those approaching retirement will continue to struggle with the decision over how best to convert their accumulated savings into an
income. Annuity rates, which are based on gilt yields and have fallen significantly, look likely to remain at low levels despite some recent
signs of improvement.

“For those with a small pension pot or who need certainty, it now makes sense to get on with buying an annuity,” said Tom McPhail of
Hargreaves Lansdown. “For those with larger pension pots or who can tolerate some investment risk, it makes sense to park the idea of
buying an annuity for a few years and look to income drawdown instead.”
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