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Introduction

Building societies are the principal residential mortgage lenders in the
United Kingdom. At times in the past 15 years they have totally dominated
the market with as much as 95% of new business. Their market share has
averaged around 75% and currently their share of outstanding loans is a
little below this level at 72%. Building societies’ dominance of the market
went hand in hand with the nature of the market, which was one where
mortgage rates were more stable than other interest rates, often remaining
below market rates for considerable periods of time. The mortgage market
has become much more competitive over the past few years, and this has
been reflected in the building society share of new mortgage lending falling
significantly, and in the mortgage rate settling down at a fairly steady
margin over money market rates of interest. These developments have
allowed the emergence of a secondary mortgage market, but as yet
building societies have not been significant participants in this market.

This paper describes recent developments in the primary mortgage
market and the emergence of the secondary market, and then deals in
detail with the relationship between building societies and the secondary
market. The paper concludes that at present the true secondary market has
little to offer building societies, although this situation could change, but
that societies will exploit the growing fragmentation of the housing finance
process, in particular by offering origination and servicing facilities to
institutional investors wanting to hold mortgage loans.

The primary mortgage market

The British mortgage market, like those of most other countries, has been a
fairly simple one in which institutions have originated, held and serviced
mortgage loans throughout their duration. The British market has differed
from most other markets in that one type of institution, the specialist build-
ing societies, have dominated the market.

Three other features of the British primary mortgage market also merit
comment —
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