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Welcome to the November 2022 edition of the
Mortgage and Property Report.

Many countries including the UK, the US,
Australia and across the EU, have all increased
interest rates to tackle rising inflation. In this
issue, we look at how borrowers are affected in
different ways with the rates on their mortgages
increasing.

Introduction

Due to the high inflation levels in the UK (111% in the 12 months to
October) the Bank of England ("BoE”") has been sharply raising its
benchmark interest rate; the Bank of England Base Rate (“BBR”).
There have been eight consecutive rises to BBR taking it from
0.1% to currently 3.0%, with the most recent rise being the largest
increase in 33 years and the highest rate in 14 years. As a result of
this, swap rates and mortgage rates in the UK have sharply increased
throughout 2022 (see figures 1and 2), taking them from historic low
rates to levels not seen since the Global Financial Crisis. Although
current mortgage rates are not the at the highs previously seen in
the mid 90’s, the rate at which they have increased this year is going
to impact millions of UK customers that have to refinance their fixed
rate mortgage, with mortgage rates up to 6x higher within a span of
just 10 months.

According to recent data, the BoE has advised that around 2 million
mortgages will have reached the end of their fixed term between
Q4 2022 and the end of 2023 and that around 80% of them have a
current fixed rate below 2.5% (that is about 25% of the outstanding
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Key Highlights

- Inflation in the UK is at a 41-year high, and the Bank of
England has been increasing the base rate to try and
combat it

« There will be 2 million mortgages refinanced over the
next year that will have to move onto much higher rates
than they have become accustomed to

- High inflation is widespread across the world however
affects customers in different geographies differently
due to different funding models

OO and BTL mortgages expected to be refinanced in the next 12
months). Of those due to the refinance in the coming year, the
average balance is £130,000 with an average remaining term of 20
years and interest rate of 2.0%. Based on these figures, the average
UK mortgage borrower is expected to pay £280 more in interest per
month if they decide to refinance with another fixed rate mortgage
i.e. a surplus of more than £3,000 a year in mortgage bills versus
what they currently pay. A painful prospect given the cost-of-living
crisis.

Mortgage rates have dramatically increased following the large
jumps in swap rates which reflect the market’s expectations of
where the BBR will be in the future. For example, the 2-year swap
rate is currently trading around 4.5% which is the level where the
markets expect BBR to be in 24 months. Mortgage lenders use the
swap rate levels to price their fixed rate mortgage products - the
pricing of a 2-year fixed rate mortgage is calculated using the 2-year
swap rate plus a product margin which varies subject to customer’s
circumstances, property charateristics and LTV.

As can be seen in figure 2, the sharp and sudden increase in swap
rates was very detrimental to mortgage lenders as they were not

Fig 1: UK 2-Year & 5-Year Fixed Rates (75% LTV)

Fig 2: 2-Year & 5-Year Swap Rates vs Mortgage Spread
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able to immediately reprice their mortgage products and therefore
while swap rates were at highs, they continued to offer their current
range of mortgage products at a loss (the increase in swap rates ate
into their profitability margins).

We have seen some stabilisation in the swap markets since Sunak
was appointed as the Prime Minister, albeit still at very high levels;
however, with inflation still unprecedently high, we do not expect
swap rates to decrease anytime soon and therefore UK mortgage
customers will continue to face higher mortgage rates for some
time.

Mortgage lenders have finally been able to price products at
margins of 1.0%-1.5%, which compares to the average over the last
5 years of 1% and 1.2% for 2 year and 5-year mortgages respectively.

However, sharp mortgage rate rises are not just UK-centric; we are
seeing an increase in mortgage rates across the world.

High Inflation & Rising Rates: The Global
Impact on Mortgages

Similar to the BoE, the European Central Bank ("ECB”) has been
increasing rates to combat inflation this year, which for the EU
was at 10.7% in the 12 months to October. The ECBs key interest
rate was raised by 50bps in July, the first increase in 11 years and
the largest since 2000 and was raised again by another 75bps in
October. Itis currently set at 1.5% - the highest level since 2009; ECB
rates had been negative for 8 years prior to the July increase. This
in turn has caused mortgage rates across the EU to increase, albeit
more moderately than the UK. Average mortgage rates across the
Eurozone were at ~2.4% in September; this is the highest rate in 7
years and 1% higher than at the start of 2022. With continued rate
rises expected by the ECB, further increases are sure to materialise.

However, mortgage borrowers in certain geographies are not
impacted as much as the UK by the recent global rise of rates due
to different funding models. In a number of countries like the US
or France, the dominant instrument in the market is long term fixed
rate mortgages (over 30 years). This contrasts with borrowers in the
UK and Ireland, where it has long been common to fix for shorter
periods (2 to 5 years, although fixing your rate for longer (>10
years) has become a more popular trend) and regularly refinance.
Australian borrowers generally choose variable rate products and
will likely be most impacted by sharp rate rises in the near term.

High inflation is widespread across the world, hitting 7.7% in the
US in the 12 months to October. The Fed is maintaining its pledge
to continue fighting persisting inflation with aggressive rate hikes,
increasing rates to a new target of 3.75% to 4% in its latest increase
at the beginning of November. US mortgage rates recently topped
7% for the first time in 20 years and mortgage applications in the US
have been declining, reaching their lowest level since 1997. While
those with an existing mortgage are likely to be less impacted due to
the longer fixed terms taken, this will impact those looking to enter
the housing market and will see first time buyers pushed out as
affordability is severely impacted. Similarly in France, although rates
are much lower (currently around 1.68% for 30 years), many banks do
not have an appetite to provide mortgages in the current economic
backdrop (there are also no specialist lenders in France and only a
limited number of banks that offer new mortgages) therefore first-
time buyers are struggling to get onto the property market.
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In Australia the CPI inflation rate reached 7.3% in the 12 months to
September, a 32-year high, and is due to peak at around 8% by the
end of the year. The Reserve Bank of Australia ("RBA") recently raised
rates by 25bps to 2.85%; a 9-year peak and its 7th consecutive hike,
with 275bps of rate hikes since May of this year. Similar to the UK,
with persisting high inflation, RBA rate rises and a choppy economic
backdrop, Australian mortgage rates have increased significantly
throughout 2022. Although rates in Australia have been historically
higher than the UK, they reached record lows post covid and have
had a sharp increase in 2022 - an average 3-year fixed term rate
is currently around 6% and a variable rate is 4.9%. In Australia, the
majority of borrowers opt for a variable-rate mortgage, although a
much higher proportion during covid opted for fixed rates due to
the exceptionally low rates offered. 2022 has seen a reversion back
to variable rate loans, with many Australians not wanting to lock in
at the higher rates. This could put pressure on the budgets of many
households, as rates are expected to continue rising to combat
inflation and remain elevated for the foreseeable future.

As you can see in figure 3, the US mortgage rate is the highest
absolute rate of those compared (as at Sep-22), however looking
at figure 4, the rate at which the UK 2-year fixed mortgage rate has

Fig 3: Global Mortgage Rates
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Fig 4: Mortgage Rate Increases - Rebased to 100
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cost of borrowing purposes and rebased to 100
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increased far outstrips it; and is also the most increased rate across
Europe. The UK standard variable rate is one of the least increased

rates and is converging with the 2-year fixed.

Although mortgage rates in the UK have increased significantly this
year, we do not expect to see them returning to the low levels that
we have become accustomed to over the last six years and in fact
the rates we are seeing now are likely to be the norm for years to

come.

Sources

Fig 1: BoE Data (Latest data available to Oct-22)
Fig 2: BoE & Bloomberg Data
Fig 3 and 4: ECB, BOE, RBA & Bloomberg

Disclaimer

This document is being provided to you (a) on the
basis of your acceptance of this disclaimer; (b)
for information purposes only; and (c) on a strictly
confidential basis. It may not be reproduced,
redistributed or disclosed, in whole or in part, directly
or indirectly, to any person without the consent of
Kensington Mortgage Company Limited.

The document does not create any legally binding
obligations on the part of Kensington Mortgage
Company Limited and/or its affiliates (the “Kensington
Group”). The recipient of this document assumes
the entire risk of any use made of the information
contained herein. None of the Kensington Group,
any person who controls the Kensington Group, any
director, officer, employee nor agent of the Kensington
Group or affiliate of any such person has any
responsibility for any direct, indirect, consequential
or other loss, damage, loss of profits or other result
arising from your or any third party’s reliance on this
information or the accuracy or completeness thereof.
We are acting solely in the capacity of an arm’s length
counterparty and not in the capacity of your financial
adviser or fiduciary.

This document and any information contained herein
has been obtained from, or are based on, sources
believed to be reliable. Numerous assumptions have
been used in preparing the information set out in this
document, which may or may not be reflected herein.

No representation or warranty (express or implied) is
made by the Kensington Group (i) that any information,
performance data, modelling or scenario analysis
obtained from any source is accurate, complete
or up to date; or (i) as to the fairness, accuracy,
adequacy or completeness of the information, the
assumptions on which it is based, the reasonableness
of any projections or forecasts contained herein or
any further information supplied herewith. To the
extent that any information or analyses contained in
the document are based on public or private sources,
such information has not been independently verified
and is subject to change from time to time.

No assurance can be given as to the information’s
accuracy, appropriateness or completeness in any
particular context, or as to whether the information
and/or the assumptions upon which it is based
reflect present market conditions or future market
performance. The information should not be
construed as predictions or as legal, tax, investment,
financial or accounting advice. No assurance can be
or is given that the assumptions on the basis of which
the information was prepared will prove correct.

This document may include “forward-looking
statements”. Such statements contain the words
“anticipate”, “believe”, “intend”, “estimate”, “expect’,
“will”, “may”, “project”, “plan” and words of similar
meaning. All statements included in this presentation

other than statements of historical facts are forward-
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looking statements. Such forward-looking statements
involve known and unknown risks, uncertainties
and other important factors that could cause
actual results, performance or achievements to be
materially different from future results, performance
or achievements expressed or implied by such
forward-looking statements. Such forward-looking
statements are based on numerous assumptions
regarding the relevant future business environment.
These forward-looking statements speak only as of
the date of this document and the Kensington Group
expressly disclaims to the fullest extent permitted
by law any obligation or undertaking to disseminate
any updates or revisions to any forward-looking
statements contained herein to reflect any change
in expectations with regard thereto or any change in
events, conditions or circumstances on which any
such statement is based. Nothing in the foregoing is
intended to or shall exclude any liability for, or remedy
in respect of, fraudulent misrepresentation.

None of the members of the Kensington Group
undertake to update this document, to provide the
recipient with access to any additional information or
to correct any inaccuracies in any such information
which may become apparent.

This document has been sent to you in an electronic
form. You are reminded that documents transmitted
via this medium may be altered or changed during the
process of electronic transmission.
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