
SUBMISSION FROM THE COUNCIL OF MORTGAGE LENDERS 
 
Introduction 
 
1.     The Council of Mortgage Lenders (CML) is the representative trade 
association for mortgage lenders.  Our 135 members and 77 associates comprise 
banks, building societies, insurance companies and other specialist mortgage 
lenders who, together, lend around 98% of the residential mortgages in the UK.  In 
addition, the CML members have lent over £60 billion UK-wide for new-build, repair 
and improvement to social housing. 

2.     The CML Scotland welcomes the opportunity to submit evidence to the 
Scottish Parliament’s Economy, Energy and Tourism Committee on its enquiry 
entitled “The way forward for Scotland’s banking, building society and financial 
services sector.”   

3.     We believe that a number of the key questions in your call for evidence would 
be more appropriately addressed by organisations such as Scottish Financial 
Enterprise, Chartered Institute of Bankers in Scotland and the British Bankers 
Association. Our evidence will, therefore, in the main, address issues raised in 
questions 1,2,3,4 and 7 in relation to lending to the different housing tenures in 
Scotland. 

Mortgage market  
 
4.     No country in the world has been immune from what has been once-in-a-
lifetime financial market difficulties, but these have felt very strongly in Scotland 
where the financial services sector plays such an important part in the economy.  
The global financial market turmoil was triggered by deep concerns about the 
viability of sub-prime loans in the US, but raised a number of systemic issues for 
global banking and financial markets that are well set out in the Turner review 
published by the FSA earlier in 2009. and the crisis has demonstrated the close 
inter-dependencies of the various asset and credit markets across the globe.  We 
agree with the analysis of the current funding difficulties in the Crosby interim report1 
and share his view that the UK mortgage sector has been particularly badly hit by 
financial market disruptions.   

5.     The dislocation of the wholesale funding markets, in particular securitisation, 
has adversely affected the availability of funds to support residential mortgage 
lending.  Securitisation markets expanded strongly between 2000 and 2007, driven 
by investors’ search for yield and the increasing ability of issuers to create financial 
products tailored to individual risk profiles.  UK residential mortgage backed 
securities (RMBS) and, to a lesser extent, covered bonds shared in this growth, with 
these structured finance products equating to around two thirds of the £108 billion 
net increase in mortgage lending in 2007.  

6.     The effective closure of these structured finance markets to UK mortgage 
lenders was one manifestation of the more generalised and global hoarding of 
liquidity by banks and other institutions, associated with concerns about the value of 
mortgage-related assets, the need to refinance maturing wholesale funding, bad 
debts and solvency of banks and other leveraged institutions. 

                                                 
1 Crosby J (July 2008), Mortgage finance: interim analysis, HM Treasury 

http://www.hm-treasury.gov.uk/media/3/E/crosby290708.pdf


7.     The majority of the problems experienced in the UK stem from the 
unanticipated massive and protracted disruption to wholesale markets2.  It is 
important to bear in mind that almost all banks, building societies and other specialist 
mortgage lenders have relied on wholesale markets to finance at least part of their 
lending.  And even for the small number of lenders that have not, typically some of 
the smaller building societies, they have experienced increasing competition for, and 
sharp increases in the marginal cost of, retail savings.  Over and above these 
effects, all lenders have needed to review and build up their holdings of liquid assets 
to meet revised capital requirements.  

8.     The consequence has been significantly fewer funds to underpin new 
mortgage lending, higher funding costs for mortgage lenders, and higher prices for 
and/or reduced access to finance for many borrowers.  Despite the bank 
recapitalisation programme, these trends will not reverse overnight to re-create 
funding capacity at near 2007 levels.   

9.     Unfortunately, while the slowdown in our housing and mortgage markets in 
early 2008 reflected the shortage of mortgage supply, more recent evidence shows 
that demand has been dropping away because of other factors.  Ability to pay, 
perceptions over job security, house price falls, and falling consumer confidence 
have all impacted on households' appetite to buy.  Potential demand has also 
suffered because of potential buyers perceived or actual difficulty obtaining mortgage 
finance. In other words, the reduced availability of mortgages has led some buyers to 
give up looking. 

10.     The impact on the availability of mortgage finance in Scotland on the number 
of loans for house purchase granted in Scotland can be illustrated from the following 
table. In the period from 2005 to 2007 just over 100,000 loans were granted each 
year but in 2008 this fell back to 61,000 and to date in 2009 19,000 loans have been 
granted although the second quarter of 2009 saw an increase of 50% over the first 
quarter.  These largely mirror the trend at UK level. 
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11.     Since October 2008 the UK government has launched a range of schemes to 
support the banking sector and maintain the flow of credit to firms and households.  
The October 2008 announcement included bank recapitalisation, the establishment 
of the Credit Guarantee Scheme and enhanced liquidity provision by the Bank of 
England.  These were designed to provide a comprehensive answer to investors’ 
concerns about, in turn, bank capital, funding and liquidity.  
                                                 
2 Goodhart C, Not the time to worry about moral hazard, Financial Times 18 September 

http://www.ft.com/cms/s/0/06873ccc-858c-11dd-a1ac-0000779fd18c.html


12.     As the financial environment deteriorated further in January 2009 the UK 
government announced the asset protection scheme under which they offered to 
protect banks against potential future losses on their assets of uncertain value and 
the Bank of England asset purchase facility. 

13.     Then in the Budget of 2009, the government announced it was going to 
accept the recommendations of the Crosby review mentioned above by introducing 
an asset-backed securities scheme to reopen the RMBS market. 

14.     The steps which have been taken are collectively a powerful array of tools 
which have assisted in addressing the multi faceted nature of the crisis of confidence 
afflicting the banking system.  They have helped to stabilise the system and to 
ensure a flow of funding for new mortgages and business lending.  However, the 
asset-backed securities scheme announced following the Crosby review has not 
really taken off as banks and building societies have found it more attractive to fund 
new mortgage lending under the Credit Guarantee Scheme.  Crosby in his review 
argued that the asset-backed securities scheme should be open to all lenders 
including non-deposit takers who have no access to any of the government 
schemes.  We have strongly argued for the inclusion of non-deposit takers in the 
asset-backed securities scheme as this would allow them to resume new mortgage 
lending should they be able to access it on appropriate terms but without it they 
remain unable to offer new loans.  In 2007, specialist lenders – excluding 
subsidiaries of UK mortgage banks and building societies – accounted for over 7% of 
gross lending.  But in 2008, this share shrunk to 2% of a much reduced overall 
market total.  In effect, many specialist lenders ceased new lending in 2008 and this 
important source of new mortgage lending has effectively been lost.  

15.     In spite of the difficulties faced by many first-time buyers, it should not be 
forgotten that many existing borrowers are benefitting from exceptionally low interest 
rates, and this is one factor that has contributed to a modest downward adjustment 
in the CML’s UK forecasts for arrears and possessions for 2009. 

Private Rented Sector 
 
16.     The private rented sector plays a vital role in the housing market through its 
ability to provide flexible accommodation.  It is a particularly important tenure for 
students, recent migrants and young mobile professionals.  Many of these people do 
not aspire to owner occupation, at least in the short term. In 1983, 79% of people 
aged under 25 reported that they wanted to own their home within two years but, by 
2007, the proportion had fallen to 50%. 

17.     While we do not unfortunately have separate figures for Scotland, buy-to-let 
mortgage lending at UK level has grown strongly in the last decade and has made 
an important contribution to meeting rising tenant demand.  In 1998 when CML 
started collecting data on the market there were almost 29,000 buy-to-let mortgages, 
worth £2billion and by 2009 this had grown to over 1.1 million, worth £137bn.  The 
growth of buy-to-let has also played an important role in improving the quality of 
housing stock in the private rented sector. 

18.     For the first 3 months of 2009 new buy-to-let lending fell for the sixth 
consecutive quarter reflecting the continuation of extremely challenging funding 
conditions as well as general housing market weakness. Buy-to-let lending 
accounted for 6% of all gross mortgage lending in the first quarter of 2009 down 



from 12% a year earlier. There were 22,400 new buy-to-let loans advanced in the 
first quarter of 2009, down from 38,000 in the fourth quarter of 2008 and 72,400 in 
the first quarter of 2008. 

19.     The general funding issues which have impacted on the mortgage market are 
without doubt greater in the case of buy-to-let lending as many buy-to-let lenders 
relied on the wholesale markets rather than retail savings to fund their lending.  A 
higher proportion of these were specialist lenders who have not had access to the 
government schemes for assisting lenders outlined above.   

Lending to Housing Associations 
 
20.     Lenders have committed facilities of £3billion to the housing association 
sector in Scotland of which £1.6/7billion has been drawn down.  The sector has 
enjoyed a relatively undisturbed relationship with lenders developing an approach 
that has enabled a strong appetite for lending at low, competitive rates.  Assurances 
about the strength of the sector and regulation have largely been taken at face value 
in what has been seen as a low risk no default sector although lenders have always 
carried out their own risk assessment. 

21.     While from a lending perspective the risk profile of the sector remains good it 
has deteriorated  for the following reasons 

• The credit crisis, with its impact on bank liquidity has meant both that social 
housing must compete with other lending options and also that any perceived 
weakness in the sector or its regulation is more likely to be used as a reason not 
to lend or participate in the market. 

• The downturn in the housing market and the economic outlook has had an 
impact, particularly on those housing associations that have development plans 
for social rented housing that are dependent upon cross subsidy from sales of  
houses into the private sector on the open market. This is less of an issue in 
Scotland than it is in England. 

• Continuing strong encouragement for HAs to expand further to deliver growth in 
housing supply set against decreased social housing grant levels.  

• The first insolvency of a housing association in England and Wales. 
• The changing regulatory environment and transition period whilst the new HA 

regulator goes live. 
 
22.     There was always a limited number of lenders to the social housing sector in 
Scotland and for that matter in other areas of the UK and it is fair to say that in the 
early days of the credit crisis the number of them who were active declined to a point 
in which the majority were focussing on existing customers and existing facilities 
only.  However as margins on social housing sector lending have improved the 
majority have now returned to the market and at least one new lender has emerged. 
However the takeovers of HBOS and Dunfermline Building Society who had both 
substantial social housing loan portfolios in Scotland, by Lloyds Banking Group and 
Nationwide Building Society respectively will have some impact on the sector.  
Nevertheless, lending to HAs UK-wide was greater in 2008 than in 2007. 

23.     Most housing association funding is long term and related to LIBOR.  At a 
meeting with the Scottish Housing Regulator earlier this year an average margin of 
53 basis points over LIBOR was mentioned for the housing association who were 
borrowing in Scotland.  It is likely that in the current climate margins will tend to start 



at 2% plus to reflect not just the increased risk but the cost of funds to lenders in the 
financial markets which have increased substantially.  

24.     The effect of increased margins  has been largely offset in the short-term by 
falling interest rates but will have some impact on the business plans of the housing 
association sector over the longer term, particularly those having to borrow to carry 
out development activity and to meet the Scottish Housing Quality Standard.  

25.     In our view lenders do have a long-term commitment to the housing 
association sector in Scotland and going forward we expect to see: 

• Lending capacity gradually being restored over the long term. 
• Lenders not lending where the risk/return ratio does not work. 
• Pricing reflecting the cost of funds to lenders and opportunities which they may 

have from competing lending options. 
• Pricing and availability of funds being more sharply differentiated according to 

risk assessment by lenders. 
• Renewed interest in exploring alternative sources of funding for the sector (eg, 

capital markets, European Investment Bank etc). 
 
A varied picture 
 
26.     The banking crisis has had its effects on the secured lending markets in 
Scotland, as in the rest of the UK.  Those effects have probably been proportionately 
most severe for the private rented sector in terms of falls in the volume of lending 
with lending to HAs having held up well though at higher margins.  The home 
ownership market has been hit in terms of new lending volumes though many 
existing borrowers are benefiting from low interest rates deriving from the fall in bank 
rate. Overall the picture is mixed and is in transition. 

Further contact 
 
27.     This response has been prepared by the CML in conjunction with its 
members.  Any comments or enquiries should, in the first place, be directed 
to: 

Kennedy C Foster 
CML Policy Consultant Scotland 
19 Lodge Park 
Kilmacolm 
PA13 4PY 
 
Kennedy.Foster@cml.org.uk
 
Council of Mortgage Lenders 
12 August 2009 
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