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THINGS CAN ONLY GET BETTER

Good Afternoon

When I first qualified as a solicitor it was the most regulated profession in the Country

For instance

We couldn’t advertise

Our signs couldn’t be above a certain size

It was a serious offence to swear at a client

And we couldn’t have sex with a divorce client

Interestingly sex was an obsession with other professions as well

The one offence in medicine that would lead to automatic striking off

Was having sex with a patient

Kill em fine
Have sex with them
Absolutely not

It is a sad reflection on the professional mind of the time that it was assumed the Solicitor or Doctor would always be male and the client or patient female

And that no female client or patient would ever willingly have sex with their Solicitor or Doctor.

Well I suppose that was probably right
Dentists were worse
If you look at their disciplinary proceedings you’d think the only way a Dentist was ever able to persuade anyone to have sex with them
Was to anaesthetise them first

The preoccupation with sex in the case of some professions is quite a good example of how regulation can degenerate into formulas

Forgetting why regulation was there in the first place
Remember it wasn’t until the Bristol Children’s Heart case only two or three years ago that any Doctor was struck off for incompetence
Now you may have gathered that I’m proposing to talk to you today about regulation
ALTERNATIVE 2

And I know

I know

You probably think you’ve heard enough about Regulation today
But my point is that

Over the last four years or so we have heard a vast amount on Regulations


CP this


CP that


MCOB


WD 40

But actually there has been virtually no discussion about Regulation

Why you have it, what you are trying to achieve and how you manage it

The Financial Services and Markets Acts 2000 when it is fully operational at the beginning of next year will probably represent the largest single regulatory operation involving a consumer industry ever undertaken in the UK 
The only equivalent one can think of is


Rationing in the Second World War

This is the regulation of what is now a fundamental commodity

Get it wrong and the effect not just on the housing market but also on the whole economy will be catastrophic

I appreciate that some of you may find it difficult to feel sorry for regulators

But if they’ve got this one wrong

Think what the Politicians and Journalists are going to make of them

Well I suppose it would be nice to see them getting some stick for a change

I have experienced a number of regulatory regimes in my time.  
Some good

Some bad

The worst example of regulation in my experience were the Rent Acts

The 1965 Rent Act retrospectively regulated unfurnished tenancies 

And then subsequently it was extended to furnished tenancies as well

The Rent Acts gave the tenants and their families security for life
They regulated rents 

Indeed in the case of some tenancies they froze rents
Even when rents could be altered they had to be agreed with the Rent Officers 

And they could put them up or down

Even if a new tenant agreed a rent with the Landlord

The Tenant could still apply at any time later to have it reduced if they thought it was too much
It was rather like taking out a mortgage and then being able to apply later to have the interest rate reduced because on reflection the borrower thinks they are paying too much
It didn’t matter that the new rent that was fixed by the Rent Officer was no longer economic

Or that the Landlord would never have rented the property out if they’d known that was all they would get  

Because tenants had complete security of tenure for life there was nothing the landlord could do

Not surprisingly it killed the residential rental market stone dead
Few if any rental properties came on the market
You were lucky to see any properties to let in the local newspaper

And when there were

There were queues of prospective tenants outside the door
The public was left with only two choices


Buying their own home


Or


Renting a Council house

It created totally unnecessary and artificial social and economic distinctions

There were only two classes of people 
Those who owned their own houses

And Council House Tenants

The problems we now have with large run down Council estates are partly the result
Now this may seem like history

But it wasn’t until the Conservatives brought in Short Hold Tenancies in the 1980’s that things began to change
The present buy to let market is the result
This is quite a good observation on regulation

Which is the better regulation

One which gives the consumer 100% protection but discourages the market 

Or Regulation which may give less protection to the Consumer but encourages the market
The fact is that most people would now see today’s rental market not as something which allows tenants to be exploited

Most people would see it as somewhere where the tenant has more choice and freedom than ever before
25 years ago the only choice was a Council House waiting list
And living with the in-laws in the meantime

If any of you are becoming concerned that their may be a political agenda to this speech


Don’t worry


I’ll be having a go at Thatcher a bit later on

As good an example of positive regulation of professional or business behaviour as any was in my view

(Subject to something I will mention later)

The old Financial Services Act

Before it Independent Financial Advisers didn’t really exist

There were Insurance Brokers who were OK

Because they were probably either ACII or Registered Insurance Brokers

But for Financial Advice most people still went to their Solicitor, Accountant or Bank Manager 
Regulation made the letters IFA understood

And respectable

Not just to the public

But to prospective entrants as well

And it created Financial Advice as a Profession

I think that to a degree the MCCB did the same for mortgage brokers

I’ve been an observer of the mortgage industry for over 30 years

And I still think it is one of the straightest there is

The fact is that whilst people go on about the “problems with the mortgage industry”

There have been comparatively few real areas of complaint

Certainly no more, probably less, than you’d expect from any large Consumer Industry

Politicians and Regulators may bang on about how awful things are

And how careful the customer must be

But strangely I have never really heard them explain what this means in practical terms

One of the Treasury Ministers responsible for mortgage regulation was asked what particular misdoings it was addressing

And the reply was Endowment misselling and Accelerator Mortgages

Endowments are already regulated and have been for nearly fifteen years

Accelerator Mortgages still won’t be

The point I am trying to make is not that selling mortgages shouldn’t be regulated

I think they should in the same way as I think Doctors, Solicitors, Dentists, Banks and Life Companies should be regulated

And I think that those that argue they shouldn’t be are being unrealistic
But the point I am trying to make is that if you are going to regulate something as complicated as this you must understand the industry you are regulating and what you are seeking to achieve
There are currently about 8,000 separate mortgage products currently available in the UK
But in 1988 in the first issue of Moneyfacts we were able to show all the mortgage products from all the major lenders on one sheet of A4 paper and even then it was well spaced out
In those days no one had more than one Mortgage product
All products were variable

Virtually every mortgage was at exactly the same interest rate
There were no fixed rates
There were no capped rates
We wouldn’t have known what a cap and collar was
We would probably have thought it was something to do with sado masochism

The same would have applied to tie ins
There were no 100%s except in Scotland
There were no discounted variable rates
There were no incentives
There were no loyalty rates
Now I talk of all this as if it was 40 years ago
In fact the first 100% didn’t come in until February 1989

The first fixed rate didn’t appear until May 1989
The first capped rate came in later that year
The first flexible mortgage wasn’t introduced until 1994
Buy to Lets came in 1996 and Current account mortgages not until 1997
Fifteen years ago Personal Finance journalists didn’t write about mortgages
What were they supposed to write?

Nationwide has a really exciting variable rate mortgage at 12.75% with a 95% LTV

And so does Abbey National

And so does Alliance and Leicester

And so does Bristol and West

And bugger me so does Cheltenham and Gloucester

To go back to our first issue
People sometimes forget that until the middle or late eighties the lender was doing you a favour to give you a mortgage
Those were the times of quotas and waiting lists
Remember we are talking less than 20 years ago
There is the old joke from that time
Question:  How do you apply for a mortgage?

Answer:  On your knees
Up to say 1990 lenders offered a one product suits all choice
No one asked the borrower what they wanted

They got a standard variable rate mortgage, with interest calculated annually and fixed monthly repayments
And what’s more they had to take out the lenders insurance
Nowadays the borrower can have flexible mortgages and current account mortgages
They can borrow to buy to let
They can choose whether they have a variable, fixed or capped rate
Applications can be made not just via the branch but also on the phone, by post or via the Internet
People with past debt problems can get back on the housing ladder
The mortgage industry is now able to offer a wider range of products to a wider audience then ever before
But perversely as things improve 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
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

Finds 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
The fact is everyone, both borrowers and lenders, have all benefited from the markets freedom to innovate, try new things, devise new products, move into new markets
Some may have wanted to complain that they have benefited less than they would like
But they have benefited all the same
As someone who has been an observer of this industry for longer than most I sometimes think there is a danger that people, whether they are in Government, in the Civil Service or Politicians or Regulators, or Consumerists 

Are taking what we now have for granted without appreciating how far it has come in a very short time
Whatever criticisms some may want to make about the mortgage industry we mustn’t lose sight of the fact that what we have now is infinitely better than anything anyone could have dreamt of only a few years ago
But that doesn’t mean to say I am an uncritical supporter of this industry

I think the way that some lenders treated negative equity cases in the 1990’s was disgraceful

Repossessing people who were doing their best and selling their properties at a fraction of their worth

Locking those who were still paying

Into high rates

Because, with a negative equity, there was no way they could move elsewhere 

I think the way some lenders have pursued arrears years afterwards is indefensible

The way one building society for instance is still pursing hundreds of borrowers after 12 years deserves a lot more criticism in the Press than it has had so far 

But generally I repeat 
As big diverse industries go this one has been amazingly straight
The mortgage industry has grown over the last fifteen years not because the public is gullible and unsophisticated and needs protection 

But because the public or at least a very high proportion of it 

Like choice and can cope with it
Perhaps I should make where I stand on this clear
I am in much the same position as say the Editor of Wisden

If you asked him whose side he was on

He wouldn’t say 

The ECB

Or The ICC

Or The Players

Or The Spectators

Or The Counties

Or a particular club

Or England or Australia or India or whoever

He’d just say he was on the side of cricket

And what he would want to see was

More people viewing cricket


More people playing


More Clubs


More Counties


More Countries

And I’m the same

I want to see more competition in the Mortgage industry not less


More choice

More products

More lenders 


More new entrants


More small and regional lenders

As I say I think those who argue the industry did not need to be regulated

Are not only being unrealistic

They are also missing the point

But it is vital that regulation works

The risk is that if it is too onerous it will make life difficult for the smaller existing lenders particularly the regional and local ones

And will create barriers to new entrants

So you lose lenders and have no new ones

The only people this benefits is the big players

Everyone else, the public, the intermediary and the smaller lenders are worse off

Just look at the High Street Banks

And the fact that some towns no longer have any bank branches at all
Good regulation

Benefits everyone

Good regulation creates a positive structure

In which the public know they can deal with you all in confidence

And you know that all your competitors are bound by the same rules

Good regulation doesn’t denigrate or undermine the industry it is regulating 

It is there to create confidence 

Not suspicion

It weeds out the crooks and cowboys
And it enables that industry to grow and flourish

 It must ensure on the one hand that the good provider and broker still feels it is worth being in the business

And on the other hand it must ensure that the consumer has the confidence to buy, let, borrow or whatever
Go too far one way and you lose demand
Go too far the other way

And you lose supply
In my view if you look at examples of regulation in the past you will find that successful regulation distinguishes between essential minimum standards we all insist on

And best practice which we’d like but can’t all achieve

Good regulation doesn’t presume to know what is best or what the public should want

If it gets too detailed it is not only unmanageable

There is also the problem that the things the Regulator may think important

Are not necessarily those that are important to the customer
I am sorry if any of this comes across as being simply criticism of the Regulators

But in fact it is the other way round

The thousands of people out here in the industry who deal with the public every day

And who have learned to know what they want

And what they need

And what their problems are

Can’t understand why their knowledge and experience seems to be ignored when these rules are formulated

There are many who have doubts about whether the public will understand and welcome KFI’s in their present form

And I have got to say my experience as a solicitor who spent his time having to explain everything to the client 

Is that three or four let alone 12 page documents don’t help
Particularly in the context of all the other paper they now receive

IDD’s

KFI’s

Reason why’s.   

The second copy of the KFI

The mortgage offer

The life insurance paperwork

The household insurance paper work

The ASU paper work 

and all those cooling off period letters you get from virtually everyone 

And you can add to that all the money laundering requirements

And that’s without all the documentation to do with the house purchase itself
Are we sure that all of these justify the time expense and disruption they involve

What I don’t think the Regulators grasp is that actually a lot of clients find all this paper work threatening not reassuring

No one yet knows exactly the affect regulation will have on the market
But we do know that it will significantly increase costs

And we do know that over the last few weeks we’ve seen a lot of products being pulled
Either because a lender is finding it difficult to get a specific product to comply 

Or because a lender struggling with KFI’s is simplifying their product range.  So they only have the basic number of simple products
I think people will start asking why a regulator thought it was reasonable for them to take four years mulling over Regulation

But only give an industry of this size ten months to implement it
And why something as complicated but, to be honest of secondary importance, as KFI’s had to be implemented on day one of regulation when it could easily have been phased in later
As it is, at a time when the industry should have been able to concentrate and absorb the essential parts of regulation they have had to divert their energy to the incredibly complex IT involved in producing KFI’s

I have been programmed in today between regulation and online systems

As light relief
I don’t therefore want to bore you about online systems
But I better tell you very quickly where we at Moneyfacts are on KFI’s

It’s become evident over the last few months that many lenders would prefer KFI’s to come directly from their own systems rather than from sourcing systems 

Because it ensures accuracy and compliance 

And it reduces the risks of argument if a borrower ends up with two apparently compliant KFI’s

One from a sourcing system

And the other from the lender

But each showing different figures

It looks as if it is something some Intermediaries would prefer as well

Accordingly to enable intermediaries to gain direct access to all providers KFI Systems Moneyfacts has developed the Mortgage Hub

The Moneyfacts Mortgage Hub provides direct links to all lenders KFI systems and also to any other online services those lenders offer such as approvals in principal and case tracking

But only a comparatively small minority of lenders have  gone the online route yet

Many lenders have set up intermediary KFI call centres that can be accessed either by phone, fax or email and in that case the Moneyfacts Mortgage hub directs the Intermediary through to them 
As far as we can see some lenders

For example The One Account

Have opted for the phone system because in their experience that is what their intermediaries actually prefer

The Intermediary rings the call centre.  The operator takes them through the information required to produce the KFI and inputs it on to their in-house system 
The KFI is then emailed or faxed to the intermediary

Other lenders such as the Stroud and Swindon are setting up systems by which the intermediary completes a KFI request form which is then emailed or faxed to the lenders Call Centre

Which then inputs it and emails or faxes the KFI back to the intermediary
We suspect that in the long term many lenders will offer all three options

Online, phone and email

Or at least a couple of them

So intermediaries can choose the one they prefer

Whichever the lender has gone for 

Moneyfacts Mortgage Hub will show you immediately all the services they offer

And link you to it
We think we have all the lenders who are currently able to do intermediary KFI’s 
Whether online or by phone or fax 
on Moneyfacts Mortgage Hub.

And we expect to get the rest on board within the next week or so.  As they get their own systems up and running

As far as we know we are the only system that can offer this
The Moneyfacts Mortgage Hub is linked to both eMoneyfacts our web portal and Moneyfacts Mortgage Search Screen our PC based Mortgage Sourcing System
EMoneyfacts currently has 6,500 registered users and that’s going up by 500 every month

Moneyfacts Mortgage Search Screen has around 4,000 users

The hub will also be accessable by all the Tenet networks 5,000 members

EMoneyfacts is free to all Moneyfacts subscribers
But if you aren’t already a subscriber to Moneyfacts

I promise this is the only commercial 

The subscription is only £69.50 per year
And there is a 15% discount for AMI members

So you get it for the astonishingly low price of only £59.07

For that you get not just eMoneyfacts but also twelve copies of Moneyfacts every year

And full access to the Moneyfacts Mortgage Hub, Online Mortgage Sourcing, Savings Searches, Life Quotations and a compliance section

To return to regulation

This is one of the largest industries in the Country
The figures are gob smacking

Lending on residential mortgages now totals about £800 billion

For those of you who are at all interested

That’s more than the combined national debt of

Australia

Denmark

Belgium

South Africa

Mexico

Poland

And India

And Indonesia

Chile

Argentina

And

New Zealand

This industry now controls almost one half of all lending in the UK

Not the Government

Not the City

The Residential Mortgage Industry
More than the National Debt and all Industry and Business borrowing put together

This industry is vital to the economy
If it is adversely affected by regulation

It will have an effect on consumer spending, on the housing market and on employment

But strangely the industry is now in a stronger position to get things changed now regulation is in operation

Than it was when it was a theoretical exercise

Up to now if anyone objected it was seen to be because they had been trying to avoid being regulated or trying to water it down

From now on you can be seen to be offering positive and constructive criticism to help it work

If you take the original Financial Services Act it started off badly so far as consumer advice was concerned

Mrs Thatcher 

I said I’d get to her

Had put Mark Weinberg in charge of that side

It was rumoured he chatted her up

Or it may have been the other way round

He ran Hambro Life or it might have been Allied Hambro by that time

Anyway it was a direct sales operation

So the rules when they appeared not surprisingly favoured direct sales and appointed reps
So you had every life company walking down every high street in the country offering wads of money to brokers to sign up with them

You had the creation of large direct sales forces like Norwich Unions

Normally good for a laugh that one

The fact was it wasn’t right and this was accepted within a relatively short period 

The pendulum then went the other way and the strong IFA sector we have now is the result

Regulation of this nature is an evolving process
Despite appearances it is not set in stone
With something as complex as this there are bound to be things that work and things that don’t

The important thing is to ensure that things that aren’t working are rectified as soon as possible

It is at this stage more than any other that the industries voice must be heard

If things aren’t going right 

You must say so

You must let Chris Cummings at the AMI know
So he can put your views forward

You can also write direct to the FSA or 
Contact your MP

Or the Trade Press

Whichever you do

You should not be sarcastic or belligerent or try to be funny

You must just tell them if it isn’t working

Why

And give examples

And you must keep it up
Thank you.
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