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Good Afternoon
Over the last 15 years I suppose we at Moneyfacts have spent more time looking at interest rates than most
It’s a bit sad really
We’ve collected interest rates like other people collect beer mats or original Barry Manilow LP’s
Somewhere in all the Moneyfacts systems
Whether they be printed, online, e-mail, fax or web
You’ll find most retail interest rates that move

As well as some that don’t
We reckon that at any one time we are monitoring more than 25,000 separate UK rates
Now if you do that whether you like it or not

You start to get quite fond of the little buggers 

One of the funny things about them is they are the only price which over the years has gone Down significantly as well as Up
If you think about it everything else is measured in inflationary terms
In other words when we say inflation has dropped
We don’t mean prices have dropped we simply mean they have gone up less fast
Interest rates on the other hand actually go down
In July 1998 mortgage interest rates were 8.95%

Five years later they were 5.5%
This meant that someone on a variable rate mortgage was actually paying about 60% of what they had been paying 5 years previously
Not going up less
Actually dropped
Incidentally it is if you think about it a bit peculiar that the one tool used by Governments and Central Banks all over the world to control inflation namely interest rates
Actually causes inflation
If inflation drops you drop interest rates so inflation drops even further
If inflation increases you increase interest rates which makes inflation even worse
Is it me?

Interest rates probably have a greater influence over our economic behaviour than anything other than wages
When interest rates go down
Because most of us nowadays have mortgages

They instantly increase people’s buying power

And governments get re-elected
The trouble is that when they go up they have the opposite effect

And the public begin to think that the opposition might not be as bad as they thought
If you call an election when rates are going down you are likely to be re-elected
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Interestingly it doesn’t seem to matter who puts the rates up or down in the first place
If you are now putting them up 
You are going to be the bad guy
Even if it was you who put them down originally
But if it is you who is now putting them down no-one remembers that you were the bastard who put them up in the first place
You still get the credit
Helped the Conservatives win three elections on the trot
That one did
Incidentally, I was saying some rates never move
There is a credit card which last changed so long ago that there is no one left at that bank who remembers exactly when
All they can say is that it was before 1988
When everyone else seems to be changing their rates every five minutes all at the same time
We at Moneyfacts sometimes wonder

Purely from a selfish point of view

Whether the rest of you could learn something from that bank
As I say we reckon we now monitor over 25,000 current interest rates at anyone time
When Moneyfacts first started 15 years ago there were less than 150 mortgage products in the whole of the UK
Each lender had only one mortgage product
And what’s more they were virtually all the same
Nationwide had a market beating variable rate mortgage at 12.75% with a 95% LTV

And so did The Woolwich

And so did Northern Rock

And bugger me so did The Halifax
Nowadays there are over 8,000 mortgage products ranging from variable rates to capped rates and from self certs to subprime
The figures are gob smacking
Lending on residential mortgages now totals £766 billion
For those of you who are at all interested
That’s more than the combined national debt of
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Or if you want it in simpler terms
It’s a bit more than the GDP of Canada but a bit less than Italy

Whichever way you put it it’s a hell of a lot of Pasta or Maple Syrup
The retail lending industry by which I mean mortgages, loans and cards is no longer the cosy little cottage industry of 20 years ago

This is now an enormously sophisticated retail market
Mortgages and loans are now a retail product

They are packaged, marketed and priced like any other retail product
But the funny thing is that we all still talk as if interest rates are controlled by some blokes in a Government Department
Like milk prices were controlled by the Milk Marketing Board
It is as if we are still in the early 1980’s when every month the BBC News would report the monthly meeting of the Council of the Building Societies Association
When the newscaster would intone the words
“At their meeting today the Council of the Building Societies Association announced a half a percent drop in the mortgage rate”
And blow me all the little darlings dropped their mortgage rate by exactly that
Their savers and borrowers hadn’t any choice the only alternative was to stay put or keep their money under the mattress
Over that 20 years we have moved from something that was fixed centrally
To a commodity which is subject to market forces like any other commodity
Now I know.  I know

We’ve now got those nice people called the Bank of England Monetary Policy Committee
And we act as if they are here to fix mortgage and savings rates
If SVR’s can vary from under 4.7% to over 6.8%
A difference of over 30%
If we can have identical fixed rates from two different providers one at under 4.5% and the other at nearly 6%

A difference of 25%

If that’s control

I’m a Premiership Footballer
I know people criticise this industry for disparities in pricing like that 

But to a great extent these sort of differences are the result of increasing choice and competition
As things improve perversely the room for criticism increases
Our Grandparents generation who remembered rationing couldn’t have cared whether the butter was organic, English, French, Danish, Irish, New Zealand, Welsh, Cornish, free range, spreadable, slightly salted, wrapped in foil, paper or in a plastic tub or sold in pounds or kilos
They were just happy to have butter
Now I complain if they haven’t got Kerrygold Spreadable in the small tub

It is important that we don’t lose sight of the fact that what we have now for all its faults is infinitely better than anything we had  only a few years ago
Those of us who spent our lunch times in the 70’s going round all the Building Societies in the High Street 

Not trying to find the best deal but simply trying to find anyone who’d lend on the pre first world war property we wanted to buy 

Would find it difficult to have a lot of sympathy for someone who nowadays complains simply because someone else has got a mortgage that is a bit better than theirs
The fact is that in a competitive market if someone has the best deal
By definition there must be someone who has one that isn’t quite as good
The only alternative is to have no competition at all
And there we are back in the 1980’s
When one product is better than others that doesn’t make all the others rip-offs

In a competitive transparent market you have to have average as well as world-beating products.

In the same way as you have to have people taking part in races who may never win
If you don’t have other competitors you don’t have a race.  That doesn’t improve standards
It reduces them
The fact that Tim Henman may never win Wimbledon doesn’t mean that he shouldn’t take part
Well

I suppose that one might be different
OK so if the MPC isn’t there to fix your and my mortgage rate what is it there for
This is what comes from their website
“The Bank’s monetary policy objective is to deliver price stability brackets as defined by the Government’s inflation target close brackets and, comma subject to that objective, comma to support the Government’s economic policy comma including its objectives for growth and employment full stop  

Well that’s clear enough isn’t it
Successive Governments of all persuasions have used interest rates over the years

To get the pound up


To get the pound down


To get us into the ERM

To sort things out when we come out of the ERM


To help industry

To try to get us into the Euro


To sort out unemployment

To help the stockmarket 


And to get inflation down
It is therefore
Understandable
If we sometimes lose sight of the fact that actually interest rates are not primarily there to be a tool of Monetary Policy
They are actually the price we put on the vital commodity which helps people
To expand businesses

Buy houses and cars and things like that

And to spread expenditure 

Yet if you read the Bank of England’s Agents Monthly Summary of Business Conditions you’ll find that out of ten paragraphs The Housing Market only warrants one
Consumer Lending isn’t mentioned at all
Now obviously you’ll say that its not for the MPC to be concerned with one small part of the economy they have to be concerned with the lot
And you can’t expect them to be worrying about savings and mortgages and cards and loans lent out by a lot of nice but boring building societies and lenders based in Birmingham and Bradford and Leeds and Swindon and Coventry and Wolverhampton and Leicester and Peterborough and places like that

They’ve got to be concerned with the whole economy and in particular the City 

Well let’s give you some figures
The National Debt is currently about £430 billion
Total lending to businesses is £490 billion
Total consumer borrowing i.e. mortgages, cards loans and overdrafts is £936 billion
In other words this industry now controls more than one half of all lending in the UK

Not the Government 

Not the City

You
You might like to remember that next time some Politician or Regulator tries to talk to you as if you were some naughty child
Incidentally it isn’t called The National Debt any more its called Public Sector Net Debt
I don’t know about you but I’m not totally convinced by some of the name changes we have had recently
Personally I preferred National Debt.  It said what it meant
Another example you may have seen recently is HM Prison Service is becoming The National Offenders Management Service
Just up the road from where Moneyfacts is based there is the office of what is now called The Norfolk Youth Offending Team
And I can’t help wondering as I drive past how they are getting on
Will they beat Essex this year? 

Are they going to get in to the final
I am not sure that everyone has yet grasped the full significance of the changes we’ve seen in the lending market over the last few years
We still act as if the people who influence this market are those nice chaps in the City with whom the Government & The Bank of England could sort out any problems over a good lunch and a decent claret
But the fact is that the housing market, because it also affects consumer spending and confidence, now has a greater effect on this economy than any other single thing
And the people who count are the millions and millions of ordinary people with cards and loans and mortgages
When they spend and borrow the economy booms
And when they stop it goes dead
To influence this market
Whether you are a Politician a Regulator or the MPC
Involves understanding the subtleties of what makes ordinary people do the things they do
Its called a property owning democracy
Its something people have been talking about for over a hundred years
And we’ve now got it

It may not be perfect
But this industry has every reason to be proud of it
Because it more than anything else helped it to happen
Can I just slip in a quick commercial before I finish
Moneyfacts will be launching our new free intermediary website                e-moneyfacts next week

As well as full mortgage sourcing it has 

A unique e-pages facility
A mortgage Hub

A commission search

Free life quotes

Savings searches

And lots lots more  

Thanks for that
Just to keep you for a moment longer

I would like to end by saying how privileged Moneyfacts Group is to have sponsored this lunch over the years
The success of the event is a tribute to Michael Coogan and his wonderful team at the CML and I sincerely hope we at Moneyfacts will have the privilege to continue to sponsor them for many more years to come
Can I now ask you all to stand and join me in the loyal toast

