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I will discuss the possibilities to use land register information for the rating of mortgage credits which are the assets of professional lenders. The question is important for the Eulis project that studies the possibilities to provide land information across the European borders.

Most of the capital for mortgage lending in Europe is obtained directly from savings. In Britain (and the USA) mortgage-backed securities (MBS) is an alternative. In such an operation the assets are pooled and moved to a so called special purpose vehicle. 

Another way, and this one is the most interesting here, is the covered bond which is a secured debt instrument. Such bonds are matched by mortgage loans of high quality. In Germany, where they have been in the market for more than one hundred years, covered bonds must be matched by mortgage loans up to at maximum 60 % of the mortgage lending value. In cases of insolvency for the creditor, the bond holders will have separate claims to the underlying assets, to the mortgage loans.

Bonds of this kind are attractive on the finance markets. The issuer gets a high rating which means that the bonds can be emitted with low interest rates and this will reflect in a lower interest rate for the mortgagor. Mortgage bonds—not only covered bonds, though—amount in Europe to more than 500 billions Euro. The strongholds of the covered bonds are Germany, and Denmark, but they are also found in Finland, Luxembourg, France, Ireland, Switzerland, Latvia and Hungary. Reforms in this direction are being considered in Sweden, Norway and Portugal. In most of these countries, the value limit is higher than 60 %., at least for single family houses, where for example 70 % is suggested in Sweden.

The limits do not apply just when loans are given. A striking feature of the covered bond is the obligation for the mortgage bank to register the assets in order to match the bonds and to arrange continuous checks of their values. If the market prices drop, some credits will exceed the limits and if this cannot be buffered, the mortgage bank must match it by holding back new bonds or replacing the loans.

These checks may concern hundreds of thousands of loans and can only cover the whole stock if the checks are computerised. The land registers are of great interest here. Tax assessment values could give an update on the mortgaged estates, even if adjustments have to be made. These values are obtainable in some land registers. Purchase prices are also found in most registers and they may also be used for these purposes.

A thing to be discussed is whether there are more information in registers that can be useful, for instance mortgages, easements and other charges or planning decisions.

The question of how this information shall be brought to the banks will also be discussed. There are different strategies here:

· The registries can provide banks with specified information.

· The banks (or the valuers that acts on behalf of the banks) can obtain information as files or tapes from the registers and then use it. 

· The banks or the valuers can have a live connection to the register.

The first alternative does not fit into the notion of registries that only deal with their main task, but it is clear that ratings improve when the information comes from governmental bodies.

Though matching from covered bonds provide the best example on how register information can be used to benefit the financial markets, the possibilities for rating of all real estate assets—MBS are worth mentioning here—will be discussed in the article.
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