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UK mortgage market set for
another boost
By Tanya Powley

The trend of cheaper mortgages over the past year

looks set to continue with the introduction of

another government-backed mortgage scheme.

On Tuesday, George Osborne, the chancellor, met

with the major high street lenders and

housebuilding companies to reveal further details of

its Help to Buy mortgage guarantee scheme, due to

start in January 2014.

It follows the launch of the Help to Buy equity loan in April, which provides an equity loan of

up to 20 per cent of the value of a new-build property to buyers with deposits of at least 5

per cent.

The £12bn mortgage scheme will allow buyers of all properties – not only new builds – to

borrow with only a 5 per cent deposit. Existing homeowners can also use the scheme to

remortgage. The government will guarantee a proportion of the home loan so long as the

property is valued at less than £600,000.

Only borrowers that meet lenders’ strict income tests will be able to get a high loan-to-value

mortgage through the scheme. Buy-to-let landlords, second homeowners and foreign buyers

with no credit history in the UK won’t have access to Help to buy guarantees.

The additional detail comes as another government-backed lending scheme – the Funding

for Lending Scheme – celebrates its first anniversary.

The FLS, which offers lenders cheaper funding than that

available in financial markets in return for increased lending to

households and companies, has already helped lower mortgage

rates since its launch.

The average five-year fixed-rate repayment loan rate at 75

per cent loan-to-value has fallen from 4.48 per cent in July

2012 to 3.43 per cent today, according to figures from

Moneyfacts, the financial data provider.
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“With the FLS extended until January 2015 we will continue to

see headline mortgage interest rates at very low levels,” said Nigel Bedford of mortgage

broker Largemortgageloans.com.

The lowest five-year fix for borrowers with deposits of 35 per cent or more is 2.44 per cent

from Yorkshire Building Society. It comes with a £1,475 fee.

How the Funding for Lending Scheme has affected savings and loans

 Jul-13 May-13 Mar-13 Jan-13 Nov-12
Sep-

12
Jul-12

 Savings

Average 1-year bond 1.59% 1.76% 1.83% 2.01% 2.37% 2.64% 2.70%

Average 2- year bond 1.84% 2.05% 2.14% 2.29% 2.73% 3.17% 3.34%

Average 5- year bond 2.35% 2.46% 2.48% 2.59% 3.26% 3.73% 3.88%

Average easy access

account
0.70% 0.76% 0.83% 0.88% 1.04% 1.05% 1.07%

 Mortgages

  Today  May-13  Mar-13  Jan-13  Nov-12
 Sep-

12

 Jul-

12

Average 2-year fixed (90%

LTV)
4.58% 4.60% 4.61% 5.12% 5.30% 5.43% 5.37%

Average 2- year fixed (75%

LTV)
3.47% 3.47% 3.62% 3.98% 4.10% 4.31% 4.49%

Average 5-year fixed (90%

LTV)
4.94% 4.92% 4.96% 4.27% 5.46% 5.58% 5.65%

Average 5- year fixed (75%

LTV)
3.43% 3.51% 3.62% 4.47% 4.01% 4.19% 4.48%

 Source: Moneyfacts.co.uk

The scheme has also helped lower mortgage rates for borrowers with small deposits. The

average five-year fix at 90 per cent loan-to-value has fallen by 71 basis points to 4.94 per

cent over the past year.

“Two very different schemes – Funding for Lending and Help to Buy – are having a real

impact on the lending horizon and this is only going to step up a gear or two in January when

the mortgage guarantee element of the latter scheme is introduced,” said Mark Harris of

SPF Private Clients, the mortgage broker.

However, savers have been one of the biggest losers from FLS. Banks no longer need to

attract money from savers to lend out as mortgages, so the average two-year fixed-rate
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bond has fallen 1.5 percentage points since the launch of the scheme, while five-year bonds

have fallen by 1.53 percentage points.

“The Funding for Lending Scheme has a significant impact on

the savings market causing rates to plummet to record lows,”

said Charlotte Nelson of Moneyfacts.

While the government’s schemes are helping first-time buyers

to get on the property ladder, experts have warned about the

risks of easing access to credit without increasing the supply of

housing.

Graeme Leach, chief economist at the Institute of Directors, is

the latest – he said this week that “the world must have gone

mad for us to now be discussing endless taxpayer guarantees

for mortgages”.
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