Some comments from Angel Mas of Genworth following today’s meeting re: the Help to Buy mortgage guarantee scheme.
Angel Mas, President of Mortgage Insurance, Europe at Genworth, said:

“It appears that further details of the scheme were discussed today with lenders, but these details have not yet been published for broader scrutiny.  It is very disappointing that the Government has persevered in reinventing, on the taxpayers’ account, a private industry that already exists. By overlooking the role that specialised private mortgage insurance could play HM Treasury is not considering available options to reduce the risk to the Exchequer.“
 
Fee – “We have not seen any details from the Government regarding the fee level – which we understand have not yet been shared - however any fee set by the Government will struggle to be considered a ‘commercial’ fee. Such a price would have to incorporate the detailed factors any commercial enterprise would take into consideration, including detailed lending criteria and contractual specificities that can severely affect losses and the balance of the relationship between the lenders and the guarantor (ultimately the taxpayers).  In the absence of that fine understanding, usually derived from many years of industry experience in multiple countries, it is easy for the Government to underestimate the risk, and set the lending criteria too unspecific, the contract too lax and the fee too low. Compare this situation to the US, where the Government provider of mortgage guarantees has recently increased its price for their equivalent guarantee scheme, above the fee set by most private guarantee providers for many loans, as the scheme was found to be under-priced during the crisis, leading to additional capital demands, losses and re-pricing.”

 

Criteria – “We have not yet seen the lending criteria, however, the key question is how the lending criteria will be used and enforced.  Private mortgage insurance could have had a strong role in balancing the demands from lenders to have relatively lax lending criteria and ensuring prudent underwriting principles were maintained, avoiding situations like the recent sub-prime crisis. We fear that with generic lending criteria heavily influenced by the banks and the absence of tools for the guarantor (the State) to impose prudency all along, lenders have insufficient 'skin in the game' (retaining only a maximum 5% of the high loan to value risk) as an incentive to keep lending prudently.”
 

Capital Relief – “We understand that capital relief for lenders is still being worked on.  Allowing lenders to achieve capital relief when they use guarantees will be critical to delivering the scheme, to provide the necessary incentive to lenders to get high loan to value lending moving again. But there must be some element of a level playing field to enable lenders to access capital relief when they use private mortgage insurance in order to allow healthy competition with the State scheme and offering some clarity to the potential evolution of first-time buyer lending after Help to Buy.”
 

Exit Strategy – “The Government urgently need to establish a credible exit strategy.  Once lenders become accustomed to using guarantees in the high loan to value space, how will they withdraw the scheme in 2017 without creating a 'cliff effect' with damaging consequences for the property market and the UK economy in three years?  A predictable transition from a sovereign guarantee to increasing use of the private mortgage insurance market is the only credible exit strategy, since this has been proven internationally in Canada, Australia and elsewhere and would avoid the perpetuation of the role of the State in the mortgage market.”
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