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Evolution of Mortgage Finance
FI's view on new mortgage structures

Erik Thedéen, Finansinspektionen
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Market shares for Swedish mortgage lending
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Recent market development
New actors (non-banks) with alternative financing models for mortgages, targeting institutional investors 
Drivers: high profitability, search for yield, lower barriers to entry, digitalisation and high requirements on traditional banks
Incentives for banks to set up similar structures (and achieve capital relief)   



Growing profits on mortgages
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Estimated gross margin on mortgages. 


Investors in Swedish covered bonds
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Credit spread between Swedish covered
bonds and government bonds
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Credit spread between Swedish covered bonds and government bonds (basis points, 5 year maturity).


Declining funding by covered bonds
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Outstanding Swedish covered bonds as a share of mortgages to households (SHB, SEB, Swedbank and Nordea) and retail deposits (all banks). 



Floating vs. fixed mortgage rates
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For mortgages issued in 2017 (ie. new mortgages). 


Years
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Maturity transformation must be limited in new structures. 

Banks also pose flowback risks to the traditional banking system if refinancing risks in the new structures materialise   



Priorities for FI

B Consumer protection and effects on financial stability

B Summary of preconditions:
o Consumer protection rules apply regardless of which party is the creditor

o Investors in mortgages should be professionals with risk awareness
o Refinancing risks must be limited (financing from investors must have a fixed

maturity of at least 10 years)
o Banks need to assess and manage any flowback risks

Note: FI's View on Preconditions for Mortgage-Based Business Activities
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The changing mortgage market is a highly prioritised issue for FI

If significant credit volumes are financed via new structures in the future, new legislation/tools might be needed


https://www.fi.se/contentassets/be35c6ade51f425683ae0db64c7e2896/nya_bolanaktorer-eng-190201.pdf
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