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Upcoming Events

28th Annual Spring Pricing Workshops & Conference  
 • Hilton Miami Downtown Hotel – Miami, Florida / May 2-5, 2017 
 • Full-Day Workshops and Special Programs / May 2-3, 2017 
 • Conference Keynotes and Breakouts / May 4-5, 2017

For the most up-to-date information about PPS events and programs, please 
visit our website at pricingsociety.com frequently.
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Following the Bank of England 
decision to take the base rate 
to its lowest level in the bank’s 
322-year history, many lenders 

have passed on the rate cut to mortgage 
customers. While welcomed by the con-
sumer press, such measures have more 
profound effects on banks, with the 
majority of their funding coming from 
savings and current accounts. Although 
banks will look to lower rates on their 
deposit portfolios, the implications of 
such moves are more limited as many 
customers already only receive a few ba-
sis points in interest.

Bank margins were already under pres-
sure prior to the referendum on mem-
bership of the European Union. A study 
by Simon-Kucher & Partners revealed 
that 66% of retail banking executives 
felt that banks were ‘struggling to deal 
with the mortgage price war’ and that 
the ‘squeeze would continue for at least 
another year’1. Following the referendum 

result, the squeeze is set to last longer.

A deepening and  
broadening price war
Visual signs of the price war remain clear 
and HSBC’s recent move into sub 1% 
territory signalled a new chapter of ultra-
low rates. However, to alleviate margin 
pressure, we expect banks will increas-
ingly target customers of moderate cred-
it risk. These customers often present 
banks with a risk of default within toler-
ance limits, although at far higher mar-
gins. 

However, ‘where one goes, others follow’ 
and we have already seen banks aggres-
sively trying to capture market share in 
more lucrative markets. For example, 
products targeting 90% LTV customers 
have seen average rates falling by almost 
half in the last two years2.

By announcing lower rates to their back-

http://www.pricingsociety.com
http://pricingsociety.com/ppsmia
http://www.pricingsociety.com
mailto:editor%40pricingsociety.com?subject=
mailto:jens.baumgarten%40simon-kucher.com?subject=
mailto:jens.baumgarten%40simon-kucher.com?subject=
mailto:wei.ke%40simon-kucher.com?subject=


 PRICING ADVISORThe

www.pr ic ingsociety.comA Professional  Pr ic ing Society Publ icat ion

3535 Roswell Road, Suite 59 
Marietta, GA 30062 
770-509-9933

2 December 2016

CONTINUED ON NEXT PAGE �

Figure 1: Differentiating tomorrow’s mortgage — enhance 
customer value across the mortgage journey 

In Germany, many of the 
country’s regional banks have 
developed customer-facing 
mortgage configuration tools 
that take customers through a 
simplified journey by optimising 
decision-making processes.

book customers, many lenders are able 
to mitigate customer outflows. However, 
the Monetary Policy Committee’s deci-
sion has put mortgage pricing back in 
the spotlight and risks triggering a spike 
of remortgage activity as consumers re-
view their mortgages – many for the first 
time. 

Many lenders have already seen a signifi-
cant increase in the proportion of cus-
tomers leaving after their fixed product 
has expired – in some cases attrition rates 
have more than trebled in the last three 
years3.

Overcome the price war: 
Develop mortgages that fit 
to customers’ lifestyles
Few UK lenders offer mortgages that 
align to the needs of their customers. 
The last ‘ground-breaking’ innovation 
took place almost 20 years ago with the 
launch of the offset mortgage. However, 
many lenders in other markets are recon-
sidering the underlying needs of their 
customers and are developing mortgage 
offers that align to these needs better.

For example, one bank in Canada re-
cently developed a range of mortgages to 
broaden its appeal across a wider group 
of customers. By offering features such as 
flexible over-payments, additional bor-
rowing or payment holidays, the bank 
was able to increase margins by over 

10bp across its range. Such a differenti-
ated mortgage range means that lenders 
can appeal to both price sensitive cus-
tomers and those looking for more from 
their mortgage provider. 

By de-commoditising 
mortgages, lenders also 
benefit from higher re-
tention rates as some 
customers may refuse to 
give up specific features 
not available elsewhere.

To do this well, banks 
must think about the 
individual needs of their 
customers across the 
mortgage journey and 
develop their offer to 
align to these needs.

Rethink 
customer 
communication
For many consumers, 
buying a property is a 
confusing process and 
getting a mortgage even 
more so. Although the 
role of the mortgage 
broker is unlikely to di-
minish over the next few 
years, banks could still 
do more to simplify how 
they communicate their offers to custom-
ers.

From a consumer perspective, searching 
bank websites for ‘the best’ mortgage will 
often uncover hundreds if not thousands 
of different mortgage offers very quickly. 

Many of these are not rel-
evant because the customer 
does not meet the criteria, or 
in contrast the customer is 
too good and rate too high. 
Add to that additional web-
site clutter, such as guides on 
how to buy a home or guid-
ance on the difference be-
tween fixed rate and tracker 
rate mortgages and it is not 
hard to understand why bro-
kers control almost 70% of 
the mortgage market4.

In Germany, many of the country’s re-
gional banks have developed customer-
facing mortgage configuration tools that 
take customers through a simplified jour-
ney by optimising decision-making pro-

cesses. Such value selling tools guide cus-
tomers through the end-to-end mortgage 
process from data capture and measuring 
customer affordability to enabling cus-
tomers to customise their mortgage ac-
cording to their needs.

Developing mortgage configuration tools 
enables banks to simplify what would 
otherwise be a confusing customer prop-
osition. In doing so, the customer walks 
away with a feeling that the bank has un-
derstood their needs, while the lender is 
able to focus the mortgage advisory pro-
cess away from price and towards value.

Align price to value
When pricing mortgages, we often rec-
ommend that lenders should employ 
principles of fair value exchange to en-
sure that pricing remains aligned to the 
value they deliver. In reality, we have 
seen lenders leading on price and hence 
the ongoing race to the bottom.

Many lenders use very pragmatic ap-
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Figure 3: The efficient pricing frontier — lenders should have the flexibility to optimise pricing along different points of the efficient pricing 
frontier
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Figure 2: Mortgage configuration tools — the principle of self selection to guide customers to the right selection

proaches to price mortgages, which are 
often reliant on benchmarking against 
competitors or maintaining a specific 
market price position. Such approach-
es can aggravate a price war as lenders 
become obsessed with avoiding being 
‘priced of out of the market.’ While such 
approaches have proven themselves wor-
thy during times of higher margins, their 
effectiveness at providing lenders with 
sustainable returns during an ever-en-

trenching price war is questionable.

Where lenders hold data on previous 
performance and likely customer com-
petitiveness at time of purchase, building 
robust elasticity models enables banks 
to optimise prices and deploy capital to 
products that maximise returns. By en-
riching data with wider value drivers 
such as improved processing times or 
upgrading application portals, banks can 

identify opportunities to avert the price 
war completely. 

Embedding strong price optimisation 
processes within the organisation enables 
lenders to deploy prices that always hit 
the efficient pricing frontier. As strategic 
goals change, lenders can re-align pricing 
accordingly. This can happen when lend-
ers’ strategies move from driving new 
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volumes to driving more revenue.

When developing new and innovative fea-
tures, lenders typically give them away to 
customers for free rather than considering 
approaches to monetise innovation. Many 
banks do so in hope to attract more cus-
tomers. However, a £0 price tag instantly 
de-values the feature in consumers’ mind-
sets. For example, many banks today offer 
mortgage porting for free or at very low 
cost. 

However, there is significant customer 
value in such a feature. In current ac-
counts, many banks and building soci-
eties continue to augment their service 
through digital innovations at high cost. 
However, very little vision exists on how 
to monetise these features. Measuring 
price elasticity of a product that does not 
already exist is challenging, however easily 
overcome through broker interviews and 

customer surveys to quantify customer 
willingness-to-pay.

What next for UK 
mortgages?
While the Bank of England’s Term 
Funding Scheme is commendable, it 
also comes with many strings attached, 
specifically the requirement to increase 
lending balances as a condition for the 
25bp price tag.

Where lenders are unable to increase 
their balance sheet, the desire to reduce 
rates is likely to appeal more than incur-
ring a 5bp penalty by the Bank of Eng-
land. 

While the implications on mortgages 
may be more muted versus wider lending 
products, we still expect additional mar-
gin attrition. This will increase once the 
Term Funding Scheme ends and funding 

becomes more expensive. However, pric-
es may struggle to renormalise as quickly 
at the expense of margins.

By differentiating themselves through of-
fering of greater value or improving cus-
tomer communications, lenders can cap-
ture a more engaged and loyal audience 
and hence avoid deepening the price war.
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