Association of
Mortgage Intermediaries

Association of Mortgage Intermediaries’ response to Withdrawal of the FPC’s
affordability test

This response is submitted on behalf of the Association of Mortgage Intermediaries (AMI) and the
Association of Finance Brokers (AFB). AMI is the trade association representing over 80% of UK
mortgage intermediaries. AFB sits within AMI and represents second charge (formerly secured loan)
brokers.

Intermediaries active in this market act on behalf of the consumer in selecting an appropriate lender
and product to meet the individual consumer’s mortgage requirements. AMI members also provide
access to associated protection products. AFB members also provide access to unsecured products.

Our members are authorised and regulated by the Financial Conduct Authority (FCA) to carry out
mortgage, insurance mediation and consumer credit activities. Firms range from sole traders through
to national firms and networks, with thousands of advisers.

We are grateful for the opportunity to respond to this consultation and for having had the opportunity to
discuss current market conditions and the potential consequences of removing the Recommendation
with officials.

Questions

Q1l: What impact do you think the affordability test Recommendation is currently having on
the mortgage market?

Although a lender requirement, the stressing of the rate has been a core part of the suitability
assessment undertaken by mortgage advisers (intermediaries) since its introduction. In many cases,
in order to avoid having to limit the size of the loan available due to the impact of the +3% stress,
consumers might be encouraged towards 5+ year fixed rates to obtain and maximise the amount
required.

When advising clients, brokers often found that the lowest cost deals (typically 2 year fixes) wouldn’t
lend the full amount required, whereas the more expensive five year fixes would let consumers borrow
more. These conversations have been easier in 2021 as the rates for 2 and 5 year fixes converged.

In looking at the two controls, the 15% cap on lending above 4.5 times income and the +3% stress, the
former works well as a control over individual lender exuberance. The latter has had more of an impact
on the individual borrower’s ability to maximise their loan amount and therefore has more of an impact
on individuals.
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Having said that, it has been positive in ensuring that, at the time of underwriting, mortgages are
affordable and there is sufficient headroom in individuals’ budgets. There is some evidence that
affordability issues may arise when unsecured borrowings are taken out after the mortgage.

It is our view that the Recommendation has had more of an impact on first time buyers, who require
higher Loan to Value products, and in London and the South East where Loan to Income ratios are
relatively higher.

By withdrawing the Recommendation, it will allow the market to operate under more “balanced or
normal” conditions, without a constraint that can force compromise to achieve the optimal property
outcome. The most significant constraint on the market will continue to be the ability to obtain the
required deposit. In addition, the increase in the base lending rate and volatility in SWAP markets are
limiters not seen in the market since 2008.

Q2 How do you think lenders and the mortgage market would respond if the
Recommendation were withdrawn? If applicable, please also comment on how you or
your institution would respond.

We do not represent lenders and we will not be encouraging our members to act differently if the
Recommendation is withdrawn.

However, we consider that the lender community has embedded significant lessons since the financial
crisis. The evidencing of income, proof of source of funds and conduct rules on individual affordability,
together with wider use of ONS data, have driven more consistent decisions. The FCA conduct rules
provide proscriptions on the assessment of affordability which are now rigorously applied. In addition,
the +1% conduct rule will continue to provide some relief together with the requirements for firms to
have Risk Appetite Statements and clear lending policies.

The larger high street lenders and building societies are unlikely to see this as an opportunity to amend
their criteria. There is a risk that some of the “challenger” or off balance sheet lenders could use this
freedom to lend more aggressively. We would recommend that the PRA and FCA continue to track
data from lenders that indicate whether there is an expansion in higher LTI borrowing but within the
15% limit. For those lenders that are exempt from that limit, it may be important for supervision to
monitor this closely for a period.

However, for many, the need to apply securitisation or have their criteria set by independent funders
makes it less likely that there will be exuberance. In a higher interest rate environment with the
continuing need to price for risk, there will be a balancing reduction in loan sizes that should reduce the
risks of looser standards.

Q3 What effect do you think withdrawing the Recommendation may have on the housing
market as a whole and on particular segments of the markets?

We support the withdrawal of the Recommendation.
We consider that the withdrawal will have a negligible impact on the housing market as a whole. We

see the lack of adequate supply of both new build properties and second hand stock combined with the
ready availability of funding as likely to have more impact.
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Withdrawal will probably assist first time buyers, particularly in the London and South East conurbations.
This could be seen as a positive if dovetailed with the withdrawal of “Help to Buy” support initiatives.
The market continues to operate positively at a time when uncertainty caused by fiscal shifts and
inflationary pressures should be depressing demand. This is yet to surface to any great degree. Covid

allowed many to repay debt and increase savings. Those in work appear to have confidence in the
property market, underpinning demand.

We agree with the conclusion in the consultation that the two controls appear to have the same impact
and therefore are not both required. Removal of the Recommendation takes away the measure

impacting individuals, leaving the control that impacts lenders themselves and the wider market. That
appears sensible, even in this period of relative volatility.
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