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1. The world is now well and truly in the deepest recession in more than 70 
years.  The government have tried various tactics to get us out of it, they have 
thrown hundreds of billions of pounds at the lending institutions, they have 
reduced the base rate to its lowest level ever, they have introduced schemes to 
re-train the unemployed for jobs that aren’t there and they plan to throw billions of 
pounds into manufacturing companies to keep them working to produce products 
that no one wants to buy. So what next? 
 
2. Consumer confidence is at an all time low, job security is non existent and 
people are wondering whose next, we all know people who have been made 
redundant and business’ that have gone under. The nation is laden with soaring 
debt and diminishing assets 
 
3. This recession started with the mortgage industry, lenders made bad lending 
decisions, mainly in the adverse market lending to people with bad credit history.  
However over the last 10 years we have seen the property market explode and 
valuations increase year after year, lenders saw this as an opportunity and 
needed to keep up with demand.  With this increase in demand came the bad 
decision making and lending policy was changed time and time again, they lent 
more against salary and pushed people to the limit of affordability. 
 
4. The government have to focus to get the economy kick started again, once the 
property market returns, then so will jobs and confidence. Clarity and confidence 
is the key to the future recovery, of not only the property industry but of the 
economy itself. 
 
5. So how do we get it kick started with a one stop solution? 
 
6. At the moment mortgage products have been as good as they have ever been 
at the lower loan to value end of the scale, borrowing below 60% of the property 
value will see some mortgage rates below 3% interest and average below 4%, 
however when you get to the higher end of loan to value (85%) we see rates rise 
well above 6%.  Sellers can’t release the equity they have in their homes for the 
deposit on the next one as they can’t sell. 
 
7. There is one key element missing at present in the mortgage market, one that 
must be reinstated if we are to get the property market moving again - FIRST 
TIME BUYERS.  The property market has stalled at the very first hurdle, if there 
are no first time buyers then nothing moves, it’s as simple as that.  To attract first 
time buyers to the market we need mortgage products to help them.  This time 
last year we had 100% plus and 95% mortgages for first time buyers, now these 
have all disappeared leaving the first time buyer to find a massive deposit.  
Builders have tried various incentives including deposit paid schemes, however 
lenders will only accept a 5% deposit paid so the buyer still needs to find a large 
deposit, builders have looked at shared equity schemes, again this falls short as 
only a very few lenders will accept this scheme.  So the other problem now is that 



lenders will only lend a maximum of 75% of a new build flat and the risk involved 
with a falling market is inhibiting them to this lower percentage.   Lenders will 
argue that ‘how can they lend above 85% when property values are falling’, and’ 
that the borrower will be in negative equity as soon as the loan starts’, “We have 
to admit that it is a strong argument”.  The problem we have is that values will not 
rise until the properties start to sell again and they won’t start to sell again, until 
the first time buyers return so we have a chicken and egg situation. 
 
8. The government can solve this dilemma by helping first time buyers back onto 
the market. They can enable lenders to increase the loan to value by 
guaranteeing part of the loan. For instance the banks can lend the full 100%, 
whilst only being liable for 75% of that loan if the government becomes liable for 
the remaining 25%.  This scheme will cost the government nothing, unless the 
borrower defaults. If we have some buyers who inevitably default, it still won’t 
cost the hundreds of billions that the government have already ploughed into the 
banks, yet we would gain some of the essential confidence the market requires.  
We used to have a Mortgage Indemnity Guarantee scheme (MIGS) which was a 
type of insurance that borrowers paid if they where borrowing more than 75%, 
this has all but disappeared, however the government can re-introduce this, 
which would build up a fund to pay for any defaulted mortgages.   
 
9. There is little evidence to suggest that lending up to 100% was too high a risk 
over the last few years, the Council of Mortgage Lenders current figures state 
that only 1.44% of all mortgages are 3 months in arrears and that just 0.1% have 
been repossessed.  This is a very small percentage and an acceptable figure for 
the mortgage industry.  If the property market has any chance of recovering we 
need to urgently get back to this type of lending.  We are not suggesting that it 
definitely needs to be 100% borrowing, but in our view, it needs to be at least 
95%; this would at least gain some commitment from the borrower and ease the 
present stand-off. 
 
10. Let’s say hypothetically, that the Mortgage Indemnity Guarantee Scheme 
gets 500,000 new First Time Buyers (FTBs) into the market, all borrowing 95% 
loan to value.  Now let’s make it simple and suggest they all bought property at 
£100,000 each.  The lender would lend the full 95%, however the lender would 
only be liable for 75%, the borrower paying just 5% and the Government would 
underwrite and guarantee the other 20%.  Under the MIGS it would only be the 
£20,000 that would be at risk, so this is all that needs to be insured, so let’s say 
the Government would charge a premium to the borrower, of maybe 5%; this 
would create a premium of £1,000.  If we have 500,000 borrowers paying £1,000 
then this would create a fund of £500 million.  Now the Council of Mortgage 
Lenders own statistics show that 0.1% of ALL mortgages are in repossession - so 
let us use this figure; this would mean 500 repossessions, and a claim of £10 
million on the fund, leaving a surplus of £490 million.  We have got to safely 
assume that any claims wouldn’t happen in the first year, so the fund would have 
at least one year’s growth before any claims started and the claim would only 
ever come into effect if the property was sold at a £80,000 or below. 
 



11. The only other scheme that comes close to this is the LIFT scheme (Low 
Income First Time Buyers Initiative), which is a government scheme designed to 
get key workers onto the property market. It basically allows the buyer to 
purchase a stake in the property with the government taking the other stake.  If, 
for example the property purchase price is once again £100,000 then the FTB 
can buy say 60%, the lender would lend the full 60% and the government would 
lend the other 40% giving them a stake in the property.  The borrower is only 
liable and pays for his 60% share; with the ability to purchase further shares 
when income allows.  This scheme will cost the Government £40,000 every time 
for our given example.  If we again take the same scenario as above, with 
500,000 new FTBs, then this will cost the Government £20,000,000,000 without 
any return.  This scheme is also full of acceptance criteria and funding is in 
doubt.  The other problem with the scheme is that it only allows the FTB to buy a 
stake in the property; the MIGS allows the buyer 100% ownership, with 
ownership comes responsibility.  
 
12. The difference between the two schemes is that one will cost nothing and 
allows full ownership, and will actually create a surplus, whilst the other will cost 
£20,000,000,000 (based on our example alone) and only gives the purchaser a 
partial stake.  
 
13. It is evident that governments have been very relaxed with the control of the 
financial sector in recent years. Risk has been incorrectly analysed and as a 
result the sub prime crash has caused a chain reaction of failures and huge 
losses that we are still experiencing on a weekly basis. This whole area of 
property, mortgages and risk needs to be overhauled with some clear guidelines. 
 
14. We believe new regulation is required to oversee the property market in 
particular, to ensure a safer and more manageable growth. If a 95% mortgage is 
to be re-introduced, it should not have exorbitant rates attached, as the risk 
control aspect outlined would not need to be factored. In the present market a 
rate of 6.5% maybe sufficient to allow lenders to make a decent return without 
pricing the valuable and essential first time buyers out of the market. Affordability 
issues will need to be addressed early. The unsustainable income multipliers of 
the past should be reviewed back to 3.5 times income, making sure affordability 
is never in question and people do not have to stretch to far just to get on the 
ladder.  
 
15. If the property market is to recover at all this coming year, then it must start 
here at the very source of the problem if it is to ensure jobs are saved and 
confidence is restored in business and property. 
 
16. There is no doubt that the property market will return and when it does it will 
have a strong demand. The government target for new build homes is 240,000 
per annum nationwide and after discussions with various builders it would seem 
that we would be lucky if 80,000 are built this year and with many building 
companies failing this figure may well be worse. With an enormous shortfall we 



face a huge supply and demand problem so values will inevitably increase 
significantly in a very short space of time.   
The rental market is very strong at the moment, as first time buyers struggle to 
get the deposit together they often have to rent, and the longer they rent the 
harder it will be for them to save the deposit, so this is something that has to be 
addressed now. 
 
17. Through all the hardships of the last year one thing is still very clear, people 
still love property, they still want to buy their own home and what has happened 
over the last year hasn’t changed that and our proposal will enable this to 
happen. 
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