Box D: The Characteristics of Loans Originated
by Mortgage Brokers

Most Australians approach a lender directly when they wish to take out a home loan. However, an

increasing number are choosing to arrange their loan through a mortgage broker — an intermediary

that deals with a number of lending institutions. In 2003, around one quarter of all new home loans

were sourced in this way.

The characteristics of loans
originated by brokers are similar
to lender-originated loans in many
respects. For instance, investor
loans make up a similar share of
broker-originated loans and of
all loans; in the March quarter
2004, investor loans accounted for
36 per cent of loans in each case
(Graph D1).! The average size is
also similar, although in the past
broker-originated ~ owner-occupier
loans have tended to be larger than
the market average (Graph D2).?
The reduction in this difference may
reflect growing customer awareness
of brokers, resulting in brokers
for a broader

arranging loans

cross-section of borrowers than

previously.

One point of difference is
the prevalence of refinancing, with
refinanced loans accounting for a
larger share of broker-originated
loans than of lender-originated loans.
For example, in the March quarter,
33 per cent of broker-originated

loans were used to refinance existing
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1 Market Intelligence Strategy Centre (MISC) data on broker-originated loans refers to loan settlements, whereas ABS data on all lending
refers to loan approvals. There is typically a few months lag between when a loan is approved and when it is settled. Unlike the data
presented in The Macroeconomic and Financial Environment, the data shown here are not seasonally adjusted.

2 Market-wide average loan size data are unavailable for investment loans.
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loans, while 27 per cent of all loans were
used for this purpose (Graph D3).

The higher
refinanced loans

proportion  of
is consistent with
commission

brokers’ arrangements.

Brokers typically receive upfront
commissions from lenders for each
loan they originate. In addition, most
lenders also pay an ongoing or ‘trailing’
commission to brokers over the life
of the loan. However, these trailing
commissions are typically small relative
to upfront commissions, so brokers
have some incentive to encourage
borrowers to periodically refinance with

a different lender.

Given the strength of the household sector in recent years and the low aggregate mortgage

default rates, it is difficult to identify any differences in default rates between mortgages originated

through brokers and those originated directly. The higher rate of refinancing has mixed implications

for the riskiness of broker-originated loans. On one hand, it allows borrowers to rearrange their debt

on more advantageous terms; on the other, refinancing may provide an opportunity for households

to increase the size of their mortgage and thus their total debt. One sign that brokers may be

dealing with more vulnerable customers comes from the lenders themselves. A 2002 APRA survey

of authorised deposit-taking institutions’ use of brokers found that lenders tend to reject a higher

proportion of loan applications sourced from brokers than other loan applications.’

3 Chanthivong A, A Coleman and N Esho (2003), Report on Broker-Originated Lending, APRA, January.

40

RESERVE BANK OF AUSTRALIA




<<
  /ASCII85EncodePages false
  /AllowTransparency false
  /AutoPositionEPSFiles true
  /AutoRotatePages /None
  /Binding /Left
  /CalGrayProfile (Dot Gain 20%)
  /CalRGBProfile (sRGB IEC61966-2.1)
  /CalCMYKProfile (U.S. Web Coated \050SWOP\051 v2)
  /sRGBProfile (sRGB IEC61966-2.1)
  /CannotEmbedFontPolicy /Error
  /CompatibilityLevel 1.4
  /CompressObjects /Tags
  /CompressPages true
  /ConvertImagesToIndexed true
  /PassThroughJPEGImages true
  /CreateJDFFile false
  /CreateJobTicket false
  /DefaultRenderingIntent /Default
  /DetectBlends true
  /ColorConversionStrategy /LeaveColorUnchanged
  /DoThumbnails false
  /EmbedAllFonts true
  /EmbedJobOptions true
  /DSCReportingLevel 0
  /SyntheticBoldness 1.00
  /EmitDSCWarnings false
  /EndPage -1
  /ImageMemory 1048576
  /LockDistillerParams false
  /MaxSubsetPct 100
  /Optimize true
  /OPM 1
  /ParseDSCComments true
  /ParseDSCCommentsForDocInfo true
  /PreserveCopyPage true
  /PreserveEPSInfo true
  /PreserveHalftoneInfo false
  /PreserveOPIComments false
  /PreserveOverprintSettings true
  /StartPage 1
  /SubsetFonts true
  /TransferFunctionInfo /Apply
  /UCRandBGInfo /Preserve
  /UsePrologue false
  /ColorSettingsFile ()
  /AlwaysEmbed [ true
  ]
  /NeverEmbed [ true
  ]
  /AntiAliasColorImages false
  /DownsampleColorImages true
  /ColorImageDownsampleType /Bicubic
  /ColorImageResolution 300
  /ColorImageDepth -1
  /ColorImageDownsampleThreshold 1.50000
  /EncodeColorImages true
  /ColorImageFilter /DCTEncode
  /AutoFilterColorImages true
  /ColorImageAutoFilterStrategy /JPEG
  /ColorACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /ColorImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000ColorACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000ColorImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasGrayImages false
  /DownsampleGrayImages true
  /GrayImageDownsampleType /Bicubic
  /GrayImageResolution 300
  /GrayImageDepth -1
  /GrayImageDownsampleThreshold 1.50000
  /EncodeGrayImages true
  /GrayImageFilter /DCTEncode
  /AutoFilterGrayImages true
  /GrayImageAutoFilterStrategy /JPEG
  /GrayACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /GrayImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000GrayACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000GrayImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasMonoImages false
  /DownsampleMonoImages true
  /MonoImageDownsampleType /Bicubic
  /MonoImageResolution 1200
  /MonoImageDepth -1
  /MonoImageDownsampleThreshold 1.50000
  /EncodeMonoImages true
  /MonoImageFilter /CCITTFaxEncode
  /MonoImageDict <<
    /K -1
  >>
  /AllowPSXObjects false
  /PDFX1aCheck false
  /PDFX3Check false
  /PDFXCompliantPDFOnly false
  /PDFXNoTrimBoxError true
  /PDFXTrimBoxToMediaBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXSetBleedBoxToMediaBox true
  /PDFXBleedBoxToTrimBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXOutputIntentProfile ()
  /PDFXOutputCondition ()
  /PDFXRegistryName (http://www.color.org)
  /PDFXTrapped /Unknown

  /Description <<
    /ENU (Use these settings to create PDF documents with higher image resolution for high quality pre-press printing. The PDF documents can be opened with Acrobat and Reader 5.0 and later. These settings require font embedding.)
    /JPN <FEFF3053306e8a2d5b9a306f30019ad889e350cf5ea6753b50cf3092542b308030d730ea30d730ec30b9537052377528306e00200050004400460020658766f830924f5c62103059308b3068304d306b4f7f75283057307e305930023053306e8a2d5b9a30674f5c62103057305f00200050004400460020658766f8306f0020004100630072006f0062006100740020304a30883073002000520065006100640065007200200035002e003000204ee5964d30678868793a3067304d307e305930023053306e8a2d5b9a306b306f30d530a930f330c8306e57cb30818fbc307f304c5fc59808306730593002>
    /FRA <>
    /DEU <>
    /PTB <>
    /DAN <>
    /NLD <>
    /ESP <>
    /SUO <>
    /ITA <>
    /NOR <>
    /SVE <>
  >>
>> setdistillerparams
<<
  /HWResolution [2400 2400]
  /PageSize [612.000 792.000]
>> setpagedevice




