
Striking the right balance
George Graham analyses how the UK mortgage market has changed 
since the financial crisis and the way lenders are responding to new 
rules and capital requirements

With house prices starting to dip and new loan 
approvals reaching fresh lows, the UK mortgage 
market seems to be sputtering. The Royal Institute 
of Chartered Surveyors says that new buyer 
enquiries, new sales instructions and agreed sales 
have all fallen recently. With house price growth 
also losing momentum, the institute  envisages little 
change over the next few months. That outlook 
has prompted a surge of price competition among 
mortgage lenders, with some headline variable and 
tracker rates falling below 1 per cent.

Many of the demand-side features of the mortgage market 
have barely changed in a decade, with chronically low rates 
of new home construction confronting a growing population 
and, in some regions, increasing investment demand for 
residential property. On the supply side, however, there have 
been sharp changes since the financial crisis, driven by the 
altered economics of retail banking in a very low interest 
rate environment and by regulatory changes. These factors 
have affected different segments of the mortgage market in 
various ways.

At a first glance, it might seem that  post-crisis provision in 
the UK mortgage market is unaltered. The same six names 
sit at the top of the table in 2016 as in 2009, and they still 
account for 71 per cent of outstanding mortgage balances 
(see Table 1). But within that top tier the relative positioning is 
now very different.

Lloyds remains the largest lender, by a long way, but its 
mortgage book has shrunk by £52bn over that period. 
Santander, too, has seen its book decline by £12bn, although 
it has started to grow again in the past two years. Three 
banks that began with much smaller positions in the UK 
mortgage market, Barclays, Royal Bank of Scotland and 
HSBC, all took advantage of the temporary withdrawal of 
many smaller lenders in the immediate wake of the financial 
crisis, building share markedly between 2010 and 2012. 
Nationwide, like those three banks, has also expanded its 
mortgage book by over a third (or £43bn) since 2009, while 
smaller mutuals such as Yorkshire and Coventry building 
societies have shown even stronger growth rates, each more 
than doubling its mortgage book.

Table 1. Changes in mortgage market position, 2009-2016

 Balances £bn² Market share Balances £bn Market share
Lender 2016 2016 2009 2009
Lloyds Banking Group 294.5 22.3% 346.1 28.0%
Nationwide BS 171.3 13.0% 128.6  10.4%
Santander UK 154.3 11.7% 166.8  13.5%
Barclays 129.1 9.8%  95.6  7.7%
Royal Bank of Scotland 117.1 8.9%  87.9  7.1%
HSBC Bank 78.0 5.9%  59.0  4.8%
Yorkshire BS 34.1 2.6% 14.8  1.2%
Coventry BS 32.9 2.5%  16.0  1.3%
Bradford & Bingley  23.5 1.8%  38.5  3.1%
Virgin Money1 29.7 2.2%  -    0.0%
Total 1,322.6 100%  1,192.5  100%
(including lenders not listed)
    
Note 1: Virgin Money data include  Northern Rock, created in 2010 from the former Northern 
Rock group and acquired in 2012. Note 2: 2016 balances and market share are taken from 
individual company announcements and may not be consistent in all cases with Council of 
Mortgage Lenders’ data for earlier years 
 

Source: CML, FW calculations from company data  



At the most basic level, banks have pursued greater 
balance in their overall portfolios. Those that went into the 
crisis with the biggest overweight positions in mortgages 
have been shrinking in this market, while those with lower 
representation in the mortgage market than their overall UK 
market position might suggest have busily taken advantage 
of the higher margins available in the immediate wake of  
the crisis.

Building societies faced a different calculation, as their 
statutory requirements limit the extent to which they can 
move away from a mortgage concentration, even if they 
wish to do so. But with funding conditions now easier than 
in the early post-crisis years, fuelled in part by the attractive 
liquidity available from the Bank of England’s (BoE) Term 
Funding Scheme, and with price competition once again 
squeezing loan margins, lenders are having to review which 
segments they are best placed to compete in, against a 
regulatory backdrop that has changed markedly since the 
crisis and continues to evolve.

The first element comes from the regulatory conduct 
agenda. Since the Mortgage Market Review in 2014, almost 
all mortgage sales must now be advised. In a note setting 
the stage for a new study of the mortgage market, the 
Financial Conduct Authority (FCA) said that 97 per cent 
of borrowers now receive advice, and that 67 per cent of 
new loans are arranged through intermediaries, compared 
with 50 per cent in 2009-10. Lenders have had to adapt to 
this trend, with banks such as HSBC last year launching a 
broker channel for mortgage business. There may be more 
shifts in mortgage broking, given the Prudential Regulation 
Authority’s (PRA’s)requirement that portfolios of four or more 
buy-to-let properties must be specially underwritten from 1 
October this year.  

That requirement for specialised underwriting of more 
complex property portfolios is part of a drive in the Mortgage 
Market Review for comprehensive testing of affordability, 
going beyond simple loan-to-income multiples. But with 
rising house prices, low wage growth, prolonged student 
debt burdens and increasing longevity, first-time home 
purchases are coming later and later in life. This means that 
more borrowers are looking at loan terms that will extend 
past their normal retirement ages. Paul Broadhead, head 
of mortgage policy at the Building Societies Association, 
which has supported work on borrowing into retirement by 
the International Longevity Centre – UK, notes that around 
30 per cent of those taking out loans that will extend into 
retirement are now first-time buyers.

The second element, compounding some of the effects 
of the conduct agenda, comes from the macro-prudential 
policy concerns of the BoE’s Financial Policy Committee 
(FPC). The FPC’s requirement that affordability tests be 
stressed for a 3 percentage point increase in base rates 
does not appear to have significantly affected most lenders’ 
behaviour. There are suggestions, however, that its cap on 
the percentage of new loans originated at high loan-to-
income (LTI) ratios has had an impact. In aggregate, the 
percentage of new loans at greater than 4.5 LTI has never 
come close to the 15 per cent limit set by the FPC, but 
analysts suggest many lenders have set their internal limits 
significantly lower, and FCA data show a sharp increase in 
loans originated in the 4-4.5 LTI band. 

The third regulatory factor is the capital requirements 
framework. The material differences between the risk 
weightings derived from the standardised and internal 
ratings-based (IRB) approaches, particularly for lower-risk 
portfolios, has given rise to claims from some challenger 
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banks, supported by the Competition and Markets Authority 
last year, that this has distorted competition in the market. 

Federal Reserve economists warned of this possible effect 
in 2007, when the IRB methodology introduced in Basel II 
was about to come into effect. BoE research has confirmed 
that, in practice, IRB lenders have been able to price their 
low loan-to-value (LTV) mortgages more finely and have 
increased the proportion of their lending in low LTV bands 
more than their competitors using the standardised 
approach (SA). There is also some supporting evidence from 
individual banks’ data: Virgin Money reports its average LTV 
on 2016 new mortgage lending at 68 per cent, compared 
with 59 per cent for HSBC, which has been prominent 
in targeting the lowest LTV segments. Lloyds, however, 
reported an average LTV of 65 per cent on new lending, and 
Barclays 63 per cent, both much closer to Virgin’s level.

Although the PRA has taken steps to level out some of the 
discrepancies, both by restricting the IRB lenders and by 
easing the capital requirements on standardised lenders, 
there remains some doubt whether this will materially 
change the competitive landscape.

“In our view it is likely that SA banks will continue to focus 
their lending on the higher LTV ranges where margins and 
returns on capital are higher, reflecting the perceived higher 
risk associated with higher LTV exposures,” commented 
Simon Hills, executive director of the British Bankers’ 
Association, in response to the PRA’s consultation on the 
proposed changes. 

But not all the lenders using the IRB approach are the very 
largest banks. In the building society sector, Skipton joined 
Nationwide, Yorkshire and Coventry in adopting IRB last 
year; the change increased Skipton’s core tier 1 equity ratio 
to 23.9 per cent, compared with the 17.3 per cent it would 
have reported had it remained on the SA, although its IRB 
leverage ratio was lower than the standardised version. Nor 
do the building societies fully accept the argument that the 
differential in risk weights has driven standardised lenders to 
higher-risk lending.

Noting that building societies had a particular vocation to 
meet the needs of some higher-risk borrowers such as 
first-time buyers, Jeremy Palmer, head of financial policy 
at the Building Societies Association, warned of “an 
oversimplified and possibly misleading narrative of smaller 
building societies’ risky lending”. He added: “We think it could 
be more accurate to look at the same situation the other 
way round, recognising that the IRB approach may create 
excessive incentives for low LTV lending.”

Future changes in the international capital framework could 
render the whole debate moot. Amendments designed to 
make the standardised approach more risk-sensitive have 
been held up in the Basel Committee by disagreements 
over proposed modifications to the IRB approach, which 
would result in floors being placed on the output of IRB 
models, probably at around 70 per cent of the standardised 
risk weighting. But these floors would be unlikely to take 
full effect until perhaps 2025, although even an initial 
floor of perhaps 45 per cent, as part of a long transitional 
arrangement, would result in a doubling or tripling of risk 
weightings for low LTV mortgages. 

Is the market, in any case, gradually eroding the extreme 
price differentials between LTV bands that emerged in the 
first few years after the financial crisis? Two-year fixed-rate 
mortgages for 60 per cent LTV, which in 2012 were priced 
as much as 3 percentage points below those for 90 per cent 
LTV, are now little more than 1 percentage point cheaper, 
according to BoE data. Compared with the negligible 
differentials that prevailed before 2008, that seems arguably 
to show less of a market distorted by capital rules than a 
more appropriate pricing of risk. 

Moreover, at current pricing levels, more lenders have 
switched their efforts to expand their lending books into 
unsecured markets, where gross margins are much more 
attractive so long as credit losses remain benign – so much 
so that the FPC now appears to be focusing its attention 
on possible overheating in segments such as car loans and 
credit cards, rather than on the mortgage market, although 
at the end of June it did slightly tighten its guidance on 
affordability testing. In addition, the BoE raised the leverage 
ratio floor to 3.25 per cent, which could bite for some 
mortgage lenders, and announced that the countercyclical 
capital buffer (CCB)was being raised from 0 to 0.5 per cent 
of risk-weighted assets and would be increased to 1 per cent 
by the year-end. In total, UK banks will have to find around 
£11.4bn in capital over the next 18 months to meet the CCB.

Analysts of the mortgage market, meanwhile, can start 
turning their attention back to supply-side issues in the 
housing market, rather than in the mortgage market itself.

After 20 years at the Financial Times, where he was 
banking editor, fishing commentator and head of the 
Lex column, George Graham joined the strategy team at 
RBS. He led the bank’s work with the Vickers commission 
and chaired the BBA’s working group on ring-fencing.


