CHART OF THE WEEK

23" December 2024

IS EXTENDING LOAN MATURITIES AN EFFECTIVE WAY TO IMPROVE ACCESS TO HOME OWNERSHIP?
Marianne Mueller

Changes in average monthly mortgage payments in the United Kingdom

Cumulative variation

since 2013,
Contributions, GBP
600
mmmmm (Nterest rate effect
500 _ _
mmmmm Effect of price increases linked to higher loan I
400 amounts
mmmmm Effect of extending loan maturities
300
200
I
100 | ‘ LM ‘_;'
0 oLl 1] W by
Bttt et AU
-200
-300
TN TN N T S o B v« g SN S T N - TR & A S s R Tt JENPN P Y
NN YN YN YT N N NN Y Y Y A VA VYA VYA Y
}\é& \Q\\ _\é& _\5\\ _\@@ _\5\\ \%@ _\5\\ _\@Q\A \0\\ \%@ _\5\\ @\A \0\\ QQA \0\\ \%@ _\5\\ \QSA _\5\\ QQA _\5\\ QQA \s\\

Source : Bank of England, FCA PSD, ONS, BNPP Calculations

The British example tends to suggest otherwise. Its impact on monthly payments remains modest compared to that of interest rates
and rising property prices, and is offset by the higher total cost of the loan. In addition, longer loan maturities are likely to fuel the
rise in property values.

Over the past fifteen years, the mortgage maturities in the UK have been significantly extended. An increasing proportion of new
mortgages now have terms barely imaginable in France, where mortgages are limited to 25 years, in accordance with the rules laid
down by the Haut Conseil de Stabilité Financiére [High Council for Financial Stability] (HCSF) in a decision of 2021*. In 2024, over 50%
of new UK mortgages were taken out with terms of more than 30 years, compared to just 10% in 2005. Mortgages with a term of
40 years or more represented nearly 10% of new loans in the first quarter of 2024.

At first glance, extending maturities seems an attractive idea for facilitating access to home ownership. All things being equal,
spreading instalments over a longer term reduces monthly payments, which improves households’ ability to meet these payments
and can thus help them access credit. According to our calculations, by keeping the interest rate and the average amount borrowed
constant, extending maturities would have reduced the average monthly payments for new loans? by around 10% between January
2013 and September 2024. In practice, these monthly payments remained relatively stable between 2013 and 2019, as the effects
of lower interest rates, longer maturities and higher amounts borrowed due to higher property prices have, on average, offset each
other. At the same time, the average UK household benefited from an increase of around 23% in its gross disposable income, and its
affordability rate at loan origination fell to 18% on average in 2019 (compared to 20.3% on average in 2013).

1 Mortgage maturity is one of the two criteria established in the HCSF decision of 29 September 2021 for conditions for granting mortgages which credit institutions must apply regarding mortgages. This
mortgage maturity must not exceed 25 years (with a tolerance of 2 years of deferred repayment in cases where taking possession of the property is delayed in relation to the granting of the mortgage)

2 These average monthly payments are determined on the basis of the average values of the amount of mortgage loan approvals, the effective interest rate and the term of new loans granted during the refe-
rence period.
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Since 2021, the effect of extended maturities on monthly payments has nevertheless proved insufficient to neutralise the effect of
rising interest rates. Between December 2021 and September 2024, average monthly payments for new loans increased by 44%, from
GBP 870 to GBP 1,260. Their share of an average UK household's gross disposable income also increased, reaching 23% in September
2024. Overall, as the lengthening of loan terms automatically increases the total number of instalments, the total cost of the loan has
risen significantly.

Moreover, extending maturities tends to buoy demand, which, in a structurally supply-constrained market, contributes to the rise
in property prices and makes its effect on households’ purchasing power in terms of property illusory. As a reminder, the average
house price in the UK® rose by 74% between January 2013 and September 2024, reaching a record high in August 2024 at around
GBP 292,700 (compared to around GBP 167,500 in January 2010). The measures announced by the Labour Government in its
Autumn Budget to meet its commitment to build 1.5 million homes during its term of office, could ultimately prove more effective
in facilitating access to home ownership*. These measures should actually help alleviate supply pressures, which remain the main
challenge for the UK property sector, and against which measures to support demand are usually counterproductive.

marianne.mueller@bnpparibas.com

3 Source: UK House Price Index, HM Land Registry (UK Government). This index includes housing sales for new and old properties.
4 Guillaume Derrien (2024), The housing shortage, a major challenge for the Labour Party, in Charts of the week
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https://economic-research.bnpparibas.com/html/en-US/Housing-shortage-major-challenge-Labour-Party-7/25/2024,49825
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on, public sources believed to be reliable, but there is no guarantee of the accuracy, comple-
teness or fitness for any particular purpose of such information and such information may not
have been independently verified by BNPP or by any person. None of BNPP, any of its subsidiary
undertakings or affiliates or its members, directors, officers, agents or employees accepts any
responsibility or liability whatsoever or makes any representation or warranty, express or im-
plied, as to the accuracy and completeness of the information or any opinions based thereon
and contained in this document and it should not be relied upon as such. This document does
not constitute research, as defined under MIFID II, or form any part of any offer to sell or issue
and is not a solicitation of any offer to purchase any financial instrument, nor shall it or any
part of it nor the fact of its distribution form the basis of, or be relied on, in connection with
any contract or investment decision. Information and opinions contained in this document are
published for the information of recipients, but are not to be relied upon as authoritative or
taken in substitution for the exercise of judgment by any recipient, are subject to change without
notice. In providing this document, BNPP does not offer investment, financial, legal, tax or any
other type of advice to, nor has any fiduciary duties towards, recipients. Any reference to past
performance is not indicative of future performance, which may be better or worse than prior
results. Any hypothetical, past performance simulations are the result of estimates made by
BNPP as of a given moment, on the basis of parameters, market conditions, and historical data
selected by BNPP, and should not be used as guidance, in any way, of future performance. To
the fullest extent permitted by law, no BNPP group company accepts any liability whatsoever
(including in negligence) for any direct or consequential loss arising from any use of or reliance
on material contained in this document even when advised of the possibility of such losses. All
estimates and opinions included in this document are made as of the date of this document. Un-
less otherwise indicated in this document there is no intention to update this document. BNPP
may make a market in, or may, as principal or agent, buy or sell securities of any issuer or person
mentioned in this document or derivatives thereon. Prices, yields and other similar information
included in this document are included for information purposes however numerous factors will
affect market pricing at any particular time, such information may be subject to rapid change
and there is no certainty that transactions could be executed at any specified price. BNPP may
have a financial interest in any issuer or person mentioned in this document, including a long
or short position in their securities and/or options, futures or other derivative instruments based
thereon, or vice versa. BNPP, including its officers and employees may serve or have served as
an officer, director or in an advisory capacity for any person mentioned in this document. BNPP
may, from time to time, solicit, perform or have performed investment banking, underwriting
or other services (including acting as adviser, manager, underwriter or lender) within the last
12 months for any person referred to in this document. BNPP may be a party to an agreement
with any person relating to the production of this document. BNPP may to the extent permitted
by law, have acted upon or used the information contained herein or in the document, or the
analysis on which it was based, before the document was published. BNPP may receive or
intend to seek compensation for investment banking services in the next three months from or
in relation to any person mentioned in this document. Any person mentioned in this document
may have been provided with relevant sections of this document prior to its publication in order
to verify its factual accuracy.
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institution by the European Central Bank (ECB) and as an investment services provider by the
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