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Introduction

The following document will provide you with detailed information on the expat
mortgage market, as well as information on how this ties into Dudley Building
Society's lending criteria. The written text should take approximately 15 minutes to
read. 

Once you have finished reading the text, you can complete a series of quiz
questions. There are 10 questions to complete. Once finished, you can find the
answers on page 7 of this document.

Section 1

Section 2

Section 3

The Expat Market

Dudley Building Society Criteria

Case Study

To understand the main drivers behind consumer demand in the expat
mortgage market and which type of lenders operate within it
To understand Dudley Building Society's key criteria in relation to expat
lending

Learning objectives:

The written content has been divided into three sections:
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Section 1

Expat mortgages

Mortgages for expats relate to loans that are taken out by UK nationals living
overseas to purchase properties in the UK. The expat mortgage market is niche
with a small combination of banks, building societies and specialist lenders
competing in the sector. Expat mortgage applications require additional
attention due to their exposure to exchange rate fluctuations - between the
currency they are paid in and the sterling equivalent. This is likely to be one of the
main reasons why the market is currently underserved.

Lenders in the Market

The expat residential and buy-to-let markets differ in the count of lenders and
the availability of mortgage products within them. The expat residential market is
surprisingly niche in comparison to its buy-to-let counterpart, with just seven
lenders active within the expat residential sector according to Criteria Hub.
Product rates range from 2.24 per cent to 4.84 per cent and are available for
both house purchases and remortgages. The minimum and maximum loans
offered by lenders range from £30,000 up to £3,000,000. Borrowers can apply
from the age of 18 years and choose from either fixed, discounted or tracker
products with loan-to-values varying from 60 per cent to 80 per cent. Some
lenders in the sector also offer no upper age limit.

This is in contrast to the expat buy-to-let market, with Criteria Hub highlighting
that twenty-one lenders operate within this sector. Product rates range from 1.77
per cent to 4.64 per cent and borrowers can choose from either fixed or
discounted products, with maximum loan-to-values ranging from 60 per cent to
75 per cent. Products are available on both a purchase and remortgage basis.

Some market lenders offer no minimum income requirement, while the remaining
require borrowers to earn a minimum annual income of between £20,000 and
£50,000. The majority require UK nationals to have a UK credit profile and some
lenders allow deposit sources to be from a non-UK currency.
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Section 1

Drivers
The motivations which drive UK expats, who seek to purchase properties in the UK
whilst being based abroad, have been key to the expat mortgage market’s
growth in recent years. Two of the main drivers include purchasing a UK property
to let out in order to generate rental income, or buying on a residential basis with
the option to return back to the UK in the short to medium term.

Economic uncertainty, in particular exchange rate fluctuations, has also made
buying UK property an attractive proposition for expats located abroad. The fall
in Sterling means that purchasing UK property is currently cheaper for expats.
Due to applicants getting more Sterling in exchange for their foreign currency,
applicants based overseas also have to save less for a deposit.

InterNation's 2020 Expat Insider survey outlined the main motivations which drive
expats to relocate to a foreign country. The research highlighted that there are a
variety of reasons behind relocating overseas, with 8 per cent stating that they
migrated as a lifestyle choice in search of a better quality of life. 10 per cent were
sent abroad by their employer as part of their job/career, while 7 per cent
relocated for educational purposes, such as to attend school or university. 33 per
cent stated that they would possibly stay in their relocated country forever, while
a combined 23 per cent planned to stay for between 1-5 years.

Impact of Brexit
Brexit has brought a significant amount of uncertainty to key stakeholders
associated with the expat mortgage market. Several lenders have restricted
lending to UK expats living in the EU due to the cancellation of financial services’
passporting permissions on 31 December 2020. Prior to the UK’s exit from the EU,
these arrangements had allowed UK banks and building societies to trade freely
in EU states and without these rules, lenders may need to apply for a licence in
the countries they operate in.
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Section 2

Dudley Building Society Criteria

Dudley Building Society will consider lending to customers who require expat
residential mortgages, subject to a maximum loan-to-value of 75%. For
borrowers who wish to take out an expat buy-to-let mortgage, the Society
will consider lending to applicants subject to a maximum loan-to-value of 70%.
 
The Society does not have a minimum income requirement for expat mortgage
applicants. They must, however, be UK citizens who are temporarily resident
abroad with a credit footprint in the UK and a UK bank account. There are no
restrictions on the foreign currency that can be used, as long as the currency
does not fall within any territories subject to financial sanctions or FATF counter
measures. Only 1 currency can be used per application.

Expat self-employed applications can be considered subject to satisfactory
income verification, while consumer buy-to-let applications can also be
considered.

The Society also does not require an applicant to work for a multi-national
company.
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The Society considered a case for a single applicant looking to borrow £421,499
for an expat residential remortgage at our maximum LTV. The applicant planned
to repay the loan over a ten-year term on an interest-only basis. 

The borrower, a British national who resided in Germany, wanted to remortgage
the current residential mortgage on his UK property as he wanted to move back
to the UK on a more permanent basis. 

Our applicant owned a second property in India which was unencumbered and
rented out on a commercial basis. The income generated from this was used to
finance his residential mortgage and demonstrated comfortable mortgage
affordability.

Section 3

Case Study
Expat residential mortgage
British expat
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Section 4

Questions

1.  Which lender types operate within the expat mortgage market?
 
2. Why do expat mortgage applications require additional attention?

3. What do the maximum loan-to-values range from in the expat buy-to-let
market?

4. What are the key drivers behind the expat mortgage market’s growth in recent
years?

5. Why is purchasing UK property currently cheaper for expats?

6. Why have several market lenders restricted lending to UK expats living in the
EU?

7. What is Dudley Building Society's maximum loan to value for expat residential
and expat buy-to-let mortgages?

8. Does Dudley Building Society have a minimum income requirement for expat
applications?

9. Can Dudley Building Society consider expat applications from the self-
employed?

10. Does Dudley Building Society place restrictions on the foreign currency type
used within expat applications?
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Answers

1. Banks, building societies and specialist lenders

2. Due to their exposure to exchange rate fluctuations - between the currency they
are paid in and the sterling equivalent

3. 60 per cent - 75 per cent

4. Purchasing a UK property to let out in order to generate rental income, or buying
on a residential basis with the option to return back to the UK in the short to medium
term

5. The fall in Sterling 

6. The cancellation of financial services’ passporting permissions on 31 December
2020

7. Expat residential mortgages are available up to a maximum of 75 per cent loan
to value, while the maximum loan-to-value for expat buy-to-let mortgages is 70
per cent

8. No

9. Yes

10. No, as long as the currency does not fall within any territories subject to financial
sanctions or FATF counter measures
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