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i'L—-‘f European Mortgage Federation

§ European association founded in 1967

§8 To represent the interests of mortgage
lenders

§8 Brings together mortgage lenders from all
European countries plus Norway and
Switzerland

§ Accession countries membership: Romania,
Czech Rep., Hungary, Malta, Poland & Latvia

8 Represents over 75% of EU mortgage market



N Market trends

§ Outstanding volume of mortgage loans in
2001 exceeded EUR 3.9 trillion

§ Twice the amount of 10 years ago

§ Growing at approx. 8% per year over the
last 10 years

§ Around 40% of European GDP
§ Little Cross border business at the moment



~~~ Why do a study on the integration of
o mortgage markets?

§ Prodi singled out mortgage markets as one of the key
sectors where progress needed to be made towards
greater integration.

§ Mercer Oliver Wyman to examine potential for greater
Integration (a copy is available on our website at

§ According to the study’s findings, the price differences
between countries is relatively narrow (approximately
50bp).

§ However, there is little integration of national markets
because, from an economic point, it's simply not
profitable to lend across borders.



E‘JT"“:“'%
.

£
*
ﬂ,'. 'tln

Average Nominal Rate and Adjusted Price by

Country
April/May 2003
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Headline Rate
Range 166 bps

Adjusted Price
Range 64 bps



PR, Adjusted Price by Country
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Loan costs as a percentage of
property purchase price

Loan Costs (% of
Property Purchase Price)
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~~~ Why Is there no business case for

£ ¥ :
e cross border lending?

§ Average return on a mortgage loan is low

8 High costs associated with the setting up a
business in another country (distribution
channels, access to borrower information,
etc)

§ Market inefficiencies related to loan approval,
mortgage registration and repossession

§ lack of market scale, lender size & loan size
§ Cross-subsidisation



#~~ What are the benefits of integration
L—" of mortgage markets?

For consumers

 Reduced prices: fall in monthly repayments
that will come about as lenders reduce their

cost base

» Greater choice: wider product range, more
suitable products, new market segments

Mortgage lenders
* A larger market would reduce cost per unit

A European secondary mortgage market
would reduce the costs of funding



.. Why have national markets not closed
e/‘\

*‘E product gaps If demand already exists for
those products?

§ Regulation: for instance, in Spain, national
rules allow consumers to prepay fixed rate
loans. This gives consumers greater
flexibility.

§ Consumer habits: In the UK, there is a
stronger appetite for variable rate loans than,
for instance, in Germany where consumers
prefer fixed rate products
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() What are the typical products?
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| Fixed rate to term

O Initial fixed-period (i > 10 years)

| Initial fixed-period (5<i <10 years)

O Initia fixed-period (1<=i <5 years)

B Variablerate < 1year (Reviewable & Referenced)
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Wil 1t result in an EU directive on
mortgages?

No proposal to regulate mortgage loans at a
European level.

The Commission needs to look at the business
case.

Our study guantifies the benefits of integration

There are three core channels that would help
market integration:

1. Increased cross border lending

2. Mergers & Acquisitions

3. Secondary Mortgage Market



~~~ What action Is the EMF going to take
o following on from the study?

§ We will make recommendations based on the
study’s findings

§ We will present our recommendations during
our Conference on 27th and 28th November.

§8 The study will be an important input into the
work of the Forum Group on Mortgage Credit



Questions
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Assessment Categories for Market

Assessment
Category

-L

L380-01-033

Comparison

Sub-Category

Market concentration

Market entry & exit

Returns of mortgage providers

— Role of Government

‘Who' - risk tolerance

‘What' - Product variation

‘How’ - Distribution

Average adjusted price

Transaction costs and
barriers to switching

—— Servicelevels and Consumer Protection

Cost of mortgage provision

Processtimes

M easures and Metrics

Top 5 Market share (total outstandings)
HH concentration index

Market activity (entry and exits)
Foreign Entry

Profitability of mortgage lending
RAROC of mortgage lending

Range of borrower segments served
Level of LTV limits
Availability of product for different purposes

Range of rate structures offered
Length of fixed term rates available
Range of payment structures offered

Number of channels available for mortgage purchase
Concentration of share of dominant channel
Auvailability of product information and advice

Average adjusted price, including
* Amortised fees
« Yied curve adjustment
« Credit risk adjustment
« Prepayment adjustment

Transaction costs of switching
Prepayment costs and restrictions

Average operating costs
« Distribution costs
 Origination costs
¢ Servicing costs

Average time to register a mortgage
Average time to repossess property



o Market Concentration

'fﬂ'l___jn*.
~ Market Size
€BN
120, Unconcentrated: ~ Somewhat Concentrated Highly Concentrated
*p |
o0 ; |
¢ K .
e e
600 - l I
o a a
. . * NL |
: ~4F :
200 - ¢ E}SP B ! DK BT
| ¢ [TA | B S _
| T . R=08
0
500 1,000 1,500 2,000 2,500

HH Index (Outstandings)



0.50% -

0.45% -

0.40% -

0.35% -

0.30% -

0.25% -

0.20% -

0.15% -

0.10% -

0.05% -

0.00%

Lender Profitability

— .~ Estimated Annual Post-Tax Profit

(% of Mortgage Outstanding)
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f‘A‘*% Residential Mortgage Distribution Mix by
R Country - 2001

Per centage of Total Distribution
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PR, Typical and Maximum Loan to Value
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