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Housing market held back by lenders’ reliance on automated systems

Independent research* commissioned by Aldermore, the new British bank, has revealed the true extent to which the UK housing market is being held back because of banks’ and building societies’ reliance on computers rather than skilled underwriters to assess mortgage applications. 

200 mortgage brokers throughout the UK were asked what percentage of mortgage enquiries had been declined over the past six months because their clients did not achieve a sufficiently high credit score. 

· 88% of brokers confirmed clients were regularly declined by lenders’ automated credit scoring systems

· 60% of brokers said up to 20% of clients had been turned down because of credit scoring

· a further 29% said more than 20% of clients had been told ‘no’ because they failed to achieve a sufficiently high credit score.

Data published by the Council of Mortgage Lenders (CML) confirms that during the first six months of this year mortgage brokers were responsible for generating 61% of all new mortgage business, worth £33.9bn and involving 247,000 transactions. 

Colin Snowdon, Chief Executive of Aldermore’s specialist mortgage lending business, said: “Many people will be shocked by these figures, which reveal the extent to which lenders, most of whom let skilled staff go during the recession, are now overly-reliant on technology to make important lending decisions. They now have no other way of sorting the wheat from the chaff.

“The evidence we see at Aldermore suggests that banks and building societies have significantly heightened the bar which borrowers now have to clear in order to qualify for a mortgage, meaning that perfectly creditworthy borrowers are being told ‘no’ on a regular basis.”

Aldermore, which does not use credit scoring, preferring instead to let experienced underwriting staff apply sensible rules and criteria, says the factors which can cause creditworthy borrowers to be rejected by credit scoring systems include: 

· not being on the electoral role because of a recent house move

· a recent job change

· minor historic credit issues, even if they have been satisfactorily resolved

· being self-employed

· having income from several sources

· living in rented accommodation

· never having had a loan or credit card

Snowdon added: “Many banks and building societies have lost their appetite to lend and are using credit scoring as a blunt tool to identify only those borrowers who conform to their standardised credit profile.

“According to data published by the FSA, nearly two-thirds of all borrowers have a variable rate mortgage and are enjoying the benefits of low interest rates. However, when interest rates go up, as they will do eventually**, thousands of borrowers will suffer ‘payment shock’ and will find it impossible to remortgage on to alternative deals, because they do not fit the credit profile demanded by lenders’ credit scoring systems.

“Lenders should take into consideration all the facts presented to them by an applicant and not use a minor blemish, such as a missed credit card payment several years ago, as a reason for rejecting perfectly creditworthy applicants.”

Aldermore markets a range of residential and buy to let mortgages via professional financial advisers located throughout England and Wales and all mortgages are underwritten and administered from their office in Wilmslow, Cheshire.

Anyone interested in applying for a mortgage with Aldermore should contact their local mortgage adviser.

**ends**

*Research was conducted on behalf of Aldermore by Ci Research between the 14th and 18th July 2010. In total, 200 telephone interviews were completed with FSA regulated mortgage brokers located throughout England and Wales.

**The median forecast of leading economists is that bank base rate will rise by 1.5% by the end of 2011, taking it to 1.75%. However The Policy Exchange has recently predicted that interest rates could rise to 8% by 2012, if inflation spirals out of control. Based on a typical 25-year repayment mortgage £120,000 with a current standard variable rate of 3.34%, a 1.5% mortgage rate increase would push up monthly repayments by nearly 15% from £596 per month to £698. If The Policy Exchange forecast comes true and if mortgage rates rise by a further 7.5%, monthly repayments will nearly double to £1,170.10
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Notes to Editors
About Aldermore

Aldermore is a new name in British banking and is one of the most strongly capitalised banks in the UK. With backing provided by AnaCap Financial Partners LLP and Morgan Stanley Alternative Investment Partners, Morgan Stanley’s Private Equity Fund of Funds business, Aldermore raises deposits from consumers and lends to homeowners and small and medium sized businesses. 

Aldermore does not depend on the wholesale, securitisation or international capital markets and has not been involved in any banking activities or the marketing of any exotic products which have been the cause of problems for so many financial institutions.

As a British bank, Aldermore is regulated by the Financial Services Authority and is registered under the Financial Services Compensation Scheme, which means customers’ savings are protected up to the statutory limit of £50,000 per person. Aldermore is also a member of the Council of Mortgage Lenders.

Aldermore markets its residential and buy to let mortgages via professional financial advisers located throughout England and Wales and all mortgages are underwritten and administered from an office in Wilmslow, Cheshire.

Aldermore also markets a range of commercial mortgages via specialist commercial finance brokers located throughout England and Wales. Commercial mortgages are underwritten and administered via Aldermore’s head office in Peterborough. 

About AnaCap Financial Partners LLP

Established in 2005, AnaCap is a specialist private equity firm focused on making investments in the financial services sector across Europe. 

AnaCap and its affiliated funds have raised more than £827 million of committed capital from highly regarded global institutional investors including Adams Street Partners, Goldman Sachs, Honeywell, Morgan Stanley Alternative Investment Partners and Allianz.

AnaCap’s portfolio in the UK includes Syscap, Conduit Capital Markets and Apex Credit Management. Cattles Invoice Finance was acquired in August 2009, which was subsequently rebranded Absolute Invoice Finance and sold to Aldermore in November 2009.

AnaCap also owns Credoma, a residential mortgage company based in the Czech Republic and Mediterranean Bank Plc which is based in Malta. In December 2009 AnaCap announced its intention to acquire Banco Popolare Ceska Republika, the Czech subsidiary of Italy’s Banco Popolare, subject to confirmatory due diligence and all regulatory approvals.
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