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LEWIS: Hello.  In today’s programme, Northern Rock.  Is the newly 

nationalised bank the best place for your savings as it tries to attract money?  Bad 

news for its mortgage customers as Northern Rock puts up its interest rates.  And very 

bad news for shareholders – they may get next to nothing.  Life expectancy continues 

to rise, but will the extra cost make salary related pension schemes too expensive?  

And a consumer body says the courts sometimes allow lenders to repossess homes too 

easily when people fall behind on their mortgage. 

 

But first - congratulations, you own a bank.  After 5 months of trying, no buyer was 

found for Northern Rock who would give back to taxpayers quickly or certainly 

enough the £25 billion or so actually lent to the bank, so the Government decided to 

buy the bank itself.  Nationalisation in all but name.  Here’s how the Chancellor told 

Parliament his decision. 

 

CHANCELLOR: Mr Speaker, we were right to save the bank, we were right to 

do everything we possibly could to find a private sector buyer on terms that were 

acceptable to the taxpayer.  Because of current market conditions, we are right now to 

take over this bank on a temporary basis because that is what is in the best interests of 

the taxpayers. 

 

LEWIS: Four days later, the Queen gave her royal assent to the 

Banking (Special Provisions) Act, which gives the Government the power to take 
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over any bank in difficulties.  The man appointed to sort out Northern Rock is Ron 

Sandler.  He explained his plans. 

 

SANDLER: Public ownership is not about running down this bank, 

certainly not running it down to extinction.  It’s all about stabilisation and building 

back from a sound, solid platform.  That’s the purpose of what we’re here to do: 

stabilise the bank and then revitalise it and return it to the private sector.   

 

LEWIS: Northern Rock’s new Executive Chairman, Ron Sandler.  

Well we’re steering clear of the politics today, there’s been enough of that elsewhere, 

but what does nationalisation or, as the Government calls it, “a period of temporary 

public ownership” really mean to its million plus customers?  No-one at Northern 

Rock from Ron Sandler down was willing to come on Money Box this weekend to 

discuss their customers, so we’ve been making our own enquiries.  And first, savers.  

About a million of them left and Money Box’s Chris A’Court is here. 

 

A’COURT: And there’s absolutely no doubt, Paul that Northern Rock is 

once again a top place for savings.  It’s certainly true that Northern Rock is the safest 

place to have your cash at the moment whether you have £1 or a million.  All savings 

there are of course completely protected 100% by the British Government and 

taxpayers.  How different it is from last September when customers who feared their 

savings were at risk queued around the block to get their money out. 

 

LEWIS: So should we now be queuing up to put our money back into 

Northern Rock, Chris.  The security’s there, but what are the rates like? 

 

A’COURT: Yes, they’re good on some particular accounts, Paul.  For 

example, the Silver Savings Account.  Now it’s the one that many people queued to 

take large sums of money out of 5 months ago.  Silver Saver’s for people over 50 who 

often have significant amounts of life savings - tens or even hundreds of thousands of 

pounds.  The branch based version is now paying interest of 5.75% before tax and the 

Internet version an almost market leading rate of 6.49%.  Plus there’s a guarantee to 

pay at least the Bank of England rate throughout this year and next.  And Northern 

Rock also has some very good rates savings bonds, including one that pays 6.45% 
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until March next year.  Not quite the best rate anywhere, but pretty near to it. 

 

LEWIS: But the big question though is what future savings rates at 

Northern Rock will be? 

 

A’COURT: Yes and on this, Paul, we can say that we do expect them to 

remain high, but very likely only on the accounts designed to continue to attract new 

customers and bring more money in.  Now this will help the books to balance quicker, 

it’s hoped, but the other organisations whose business relies on savings income like 

the building societies are concerned about the strategy.  Here’s what the Director 

General of the Building Societies Association, Adrian Coles, told me. 

 

COLES: I think building societies will be very concerned if Northern 

Rock uses the taxpayer guarantee which it has got to attract new savings in at a high 

rate of interest.  Building societies have got a sustainable business model that’s lasted 

150 years.  They’d be extremely annoyed at having to compete with an institution that 

failed last autumn and really is distorting the savings market by this sort of behaviour. 

 

A’COURT: Will this ultimately be good for everyone though?  Won’t the 

building societies have to respond and also boost their rates? 

 

COLES: Building societies will always want to be competitive, of 

course, but ultimately if you’ve got an institution that is backed by the taxpayer 

neither building societies, banks or anyone else will be able to compete with Northern 

Rock. 

 

A’COURT: Adrian Coles from the Building Societies.  And as for the 

banks, Paul, the Chancellor has now agreed to meet the British Bankers’ Association 

next week after it expressed similar concerns about competition issues thrown up by 

the nationalisation of Northern Rock. 

 

LEWIS: Thanks, Chris.  Well good news then for savers.  But the 

picture’s not so rosy for borrowers, the 800,000 people who have their mortgage with 

Northern Rock.  Just after the news of nationalisation broke earlier in the week, the 
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BBC’s Business Editor Robert Peston told Money Box Live that borrowers would 

soon start to feel the pinch. 

 

PESTON: The only way taxpayers can get their money back is if holders 

of Northern Rock mortgages pay off their mortgages, and the only way that Northern 

Rock can in a sense persuade them to pay off their mortgages is to make sure those 

mortgages are priced in a very uncompetitive way.  So I think there is in a sense very 

bad news for holders of Northern Rock’s mortgages from this. 

 

LEWIS: Robert Peston.  And events have proved him right.  The next 

day, we learned once more Northern Rock is not passing on the latest Bank of 

England rate cut in full; and while other banks have generally cut half a percent off 

their standard mortgage interest rates since December, Northern Rock’s only cut by a 

quarter, leaving it one of the highest in the market.  Well live now to Sheffield to talk 

to Ray Boulger, Senior Technical Manager of mortgage brokers John Charcol.  Ray, 

Northern Rock was one of the best lenders.  Now it’s not.  What does this mean for 

customers as deals come to an end? 

 

BOULGER: Well of course it hasn’t been one of the best lenders for 

several months.  It started putting its mortgage rates up 6 months ago and has been 

steadily pushing them up since.  And even though some lenders have cut their fixed 

rates in response to lower money market rates, Northern Rock’s haven’t come down.  

So their mortgage rates have been 1 to 1½% higher than comparable rates elsewhere 

for the last 2 or 3 months.  So any … 

 

LEWIS: So … 

 

BOULGER: Sorry, go on. 

 

LEWIS: As deals come to an end, what should people do? 

 

BOULGER: Well one of Northern Rock’s strategies for a long time has 

been to offer the same rates to existing customers as new customers, but just as these 

rates are not attractive for new customers they’re also not attractive of course for 
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existing customers.  Northern Rock are actually writing now to people, warning them 

that their rate’s not attractive, and very few people I think will have renewed their 

mortgage with Northern Rock over the last few months.  So anybody coming towards 

the end of a deal should look at what else is on the market and the vast majority of 

people will be able to get a much better deal. 

 

LEWIS: And if your deal isn’t coming to an end, but your rate is rising, 

should you be leaving or are there penalties for doing that? 

 

BOULGER: Pretty well all their deals have got penalties.  So there’s 

absolutely no point in leaving them until your deal comes to an end, particularly if 

you’ve got a fixed rate, because lots of the fixed rates people took out 1, 2  years ago 

will be cheaper than even the better rates that are on the market today from other 

lenders. 

 

LEWIS: The thing that puzzles me slightly about this - and remarkable, 

isn’t it, that they’re actually writing to customers saying please go elsewhere - the 

thing that puzzles me is they can’t get rid of all their mortgage business.  They need 

some of it left.  It’s what the bank is worth, isn’t it? 

 

BOULGER: That’s absolutely right, Paul.  I think the fact they’re actually 

now writing to people and pointing out that their rates are not competitive probably 

won’t have a huge impact because the vast majority of borrowers have been well 

aware of that, so we’ve been seeing lots of customers coming to the end of their 

Northern Rock deal who have been refinancing elsewhere over the last few months 

anyway.  But, as you say, they will need to keep a mortgage book and of course 

they’ve got some deals where people are on a fixed rate for 3, 5, even 15 years, so 

those people are going to stay with them and the strategy has to be to shrink the 

mortgage book down to perhaps 50 billion, which will enable them to pay back the 

Government’s debt and some of the other loans as they come up for maturity.  And 

once they’ve stabilised the bank, they can then start to think about expanding, but 

that’s some way away. 

 

LEWIS: And what about the rest of the mortgage market?  I mean I’ve 
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heard suggestions that without Northern Rock in there as a competitive player other 

lenders will not have that pressure on them and their rates may rise as well. 

 

BOULGER: Well Northern Rock not being there as a competitor is a factor 

in the market without a doubt, but lots of other lenders are not competing either at the 

moment because of the shortage of money market funds.  A lot of lenders raise some 

of their money through the securitisation market, which has been closed for several 

months, and consequently the degree of competition in the market is far less now.  

And effectively we have lenders trying to jump over each other’s rates to actually be 

uncompetitive.  They’re trying to get to the bottom of the best buy tables.  And the 

trend we’ve seen for the last couple of months is tracker rates going up, fixed rates 

coming down, but when a lender has a really good fixed rate they get swamped with 

business and then they have to withdraw it because they can’t cope. 

 

LEWIS: Ray Boulger of John Charcol, thanks very much for that.  So it 

was good for savers; it’s bad for borrowers.  What about the 180,000 shareholders?  

They fall into two groups: there are the big city players, the hedge fund investors who 

bought shares after it ran into trouble, hoping to sell them for a fat profit; but there are 

also 100,000 or more long-standing loyal Northern Rock customers, many in the 

North East of England, who got free shares when it changed from a building society 

to a bank in 1997 - people like Money Box listener Sylvia from Newcastle. 

 

SYLVIA: I was with the Northern Rock when they were Newcastle and 

Gateshead Building Society.  I’ve had all my salaries paid into the bank in a current 

account; I’ve had my mortgages through them; and they were given to me, those 

shares, a thousand shares when it became a bank.  I wanted to keep them because I 

thought it was a nice, little saving towards my retirement.  I know shares can go down 

as well as up, but with a bank you would think they were absolutely solid shares.  You 

know even if they did go down a little bit, you didn’t expect them to fail. 

 

LEWIS: So when they were £10, £11, even £12, it didn’t occur to you 

to cash them in then? 

 

SYLVIA: No, no not at all, because I couldn’t foresee, like a lot of 
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people didn’t foresee, that the crunch would come for the bank. 

 

LEWIS: Well one unhappy shareholder.  Live now to Central London 

to talk to Roger Lawson from the UK Shareholders’ Association, who’s also 

Chairman of the Northern Rock Shareholders’ Action Group representing those 

100,000 odd small Northern Rock shareholders.  Roger Lawson, Sylvia and others - 

she’s philosophical but a year ago her 1,000 shares were worth more than £12,000.  

She was going to rely on them in retirement.  What hope can we give people like that? 

 

LAWSON: Well I think there is some hope in that clearly it looks like 

there is likely to be legal action by us or the institutional holders to gain fair 

compensation.  The problem at the moment is that the Government’s rigged the 

independent valuation, so the answer is likely to be almost nothing. 

 

LEWIS: Well yes, it’s passed a law saying that the valuation should be 

on the basis Northern Rock’s in administration and that basically means the shares are 

worth nothing. 

 

LAWSON: Well yes, I mean we think that’s unfair because clearly it’s not 

in administration and clearly it’s a going concern, it’s continuing to trade. 

 

LEWIS: Though it wouldn’t have been without the Government 

stepping in in September or the Bank of England, would it? 

 

LAWSON: That’s true, but you know any independent valuer could 

certainly take that into account but they’re not being allowed to do a fair and 

independent valuation. 

 

 

LEWIS: And in your view, what would a fair valuation give 

shareholders for each share?  I mean they closed at 90 pence before they were 

suspended.  They have been £4, they have been £12. 

 

LAWSON: Well I’ve been involved in company valuations in the past and 
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I would probably be starting at £5 or £6 in terms of I could argue well for that sort of 

level.  I think £4 is the minimum based on the net asset value of the company. 

 

LEWIS: Yes and of course the people who gained most from that 

would be the speculators who bought when the bank was in trouble, wouldn’t they? 

 

LAWSON: No, all shareholders would gain.  All shareholders are equal in 

law and should be treated equally. 

 

LEWIS: Sure, but they’ve just got much bigger holdings.  Just tell me 

about the legal action though.  What’s happened this week?  Are you really expecting 

it to go ahead? 

 

LAWSON: Well I’ve already had a meeting with our lawyers.  Clearly 

SRM have said in public that they … 

 

LEWIS: This is one of the big hedge funds that owns a lot of shares? 

 

LAWSON: That’s right.  They have already said that they will be 

pursuing legal action and others are considering the matter as well.  Obviously we 

need to consult legal counsel as to the nature of the action and how to go about it and 

we probably would need to raise funds in our case, but we’ve already been doing that.  

And, as in Railtrack, I think - where they raised I think over a million pounds - I think 

we have a good chance because there are so many angry shareholders who feel that 

their shares have been stolen by the Government. 

 

LEWIS: Roger Lawson of UK Small Shareholders’ Association, thanks 

very much.  And we’ll of course keep you in touch with developments on Northern 

Rock as they unravel over the next well probably few years. 

 

Now how long will you live or, more bluntly, when will you die?  As individuals, of 

course, we never know, but we do know that average life expectancy is growing and 

actuaries now say that trend will continue indefinitely.  Making a realistic estimate of 

life expectancy is essential of course for pension schemes.  They promise to pay us a 
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pension until we do die, and this week the Pensions Regulator warned schemes that 

they were underestimating life expectancy.  Charlie Massey is an executive director of 

the regulator.  He told me why it was so crucial to get these predictions right. 

 

MASSEY: It is the biggest single assumption that drives the cost of 

pensions, but it looks like in general the pension schemes have been underestimating 

the extent to which people are continuing to live longer. 

 

LEWIS: And just put some numbers on it for me.  Take someone of 65.  

How long do you think schemes should assume they will live? 

 

MASSEY: Broadly speaking, you might expect a male pensioner retiring 

at 65 to live to about 89.  When we did some analysis last year, we saw many schemes 

assuming that 65 year old men would live until an average of around 87; and we think 

that possibly a year and a half or two years longer, that might be more appropriate. 

 

LEWIS: Isn’t there a danger though that by doing this, you will 

overestimate it and that schemes will be setting aside too much money and that of 

course will push them further into difficulties? 

 

MASSEY: I think it’s important to recognise that whatever assumptions 

schemes use are almost bound to turn out to be wrong.  There are risks that if people 

overestimate the extent to which people are living longer, that that could have a bad 

effect too.  I think all we’re saying is that we want schemes to have a bit of a reality 

check against the latest data that is out there. 

 

LEWIS: The suggestion I’ve seen though from actuaries is that every 

one year of increased life expectancy adds 3 or 4% to liabilities, and some estimates 

say schemes’ liability could jump by £75 billion overall if they followed what you 

were suggesting. 

 

MASSEY: We don’t recognise the £75 billion figure.  In December we 

suggested that 2 years would increase liabilities by around 5%, so it’s more of that 

order. 
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LEWIS: But the 5% compares to £75 billion how?  How many billions 

would that be? 

 

MASSEY: If all schemes increased their liabilities by 5%, that would 

give you a number of about £50 billion, but this doesn’t create immediate black hole 

that the employer will need to fund straightaway.  This is all part of the discussion 

that trustees and employers have around how many deficits might need to be filled 

and over what time.  So you might see trustees and employers saying well rather than 

filling this deficit over a 10 year period, maybe it’s a 10 year and 6 month period, or 

indeed it may be a very small increase in contributions over whatever period has been 

agreed. 

 

LEWIS: Yes, but 50 billion is still a very large number.  It could 

actually lead to some companies saying that this is the kind of risk we can’t take. 

 

MASSEY: Many schemes are choosing to close.  Our job as the Pensions 

Regulator is to ensure that trustees, employers, actuaries have as good an 

understanding as they possibly can of what the costs are of the pension promises that 

are being made.  And I think the consultation that we’ve published this week should 

help them in that process. 

 

LEWIS: Charlie Massey.  But the schemes he regulates don’t 

completely accept this view.  The Chief Executive of the National Association of 

Pension Funds is Joanne Segars. 

 

SEGARS: We obviously want to see pension schemes being well funded 

and of course many schemes are already taking account of longer life expectancy. 

 

LEWIS: But very few are actually using the life expectancy figures the 

regulator’s now talking about.  I think it’s less than 1%. 

 

SEGARS: I think more and more schemes are starting to move in that 

direction.  It’s a small number at the moment, but more schemes are starting to move 
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in that direction.  I think the key point for us though is that the regulator needs to tread 

quite carefully here.  We’ve already seen estimates this week from Aon that these 

proposals could increase pension schemes liabilities by as much as £75 billion.  That’s 

more than twice what went into pension schemes this year alone from employers, so 

really quite a significant increase.      

 

LEWIS: I mentioned the 75 billion figure to Charlie Massey.  He said 

he didn’t recognise it.  He put it at round about £50 billion. 

 

SEGARS: Well 75 billion, 50 billion - it’s an awful lot of money at a 

time when finance directors, employers are looking very carefully about whether or 

not they want to keep defined benefit pension schemes operating. 

 

LEWIS: So could there be scheme closures? 

 

SEGARS: Many schemes will look at these proposals and many of them 

may well think well you know this is all just getting a bit too rich for my blood, and I 

think that would be disappointing.  One of the things that we’ve seen this year is an 

increased stability in defined benefit pension provision and we don’t really want to 

see anything that upsets that.  Of course schemes must be well funded, but we need to 

get the balance right. 

 

LEWIS: But if people are living longer, schemes have to reflect that 

cost or else they’re going to run out of money, aren’t they? 

 

SEGARS: Schemes do need to reflect that cost, but I think it’s about 

getting the balance right and that’s why we’ve been saying we need to look at the 

whole package of regulation.  One of the things that we’ve been pressing for 

elsewhere are easements on for example the way in which pension schemes have to be 

indexed, so it’s about looking at the pressures across the piece. 

 

LEWIS: Yes, though I’m sure pension scheme members would say that 

your answer then is to pay pensioners less rather than put more money in? 
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SEGARS: Our argument is actually about keeping these schemes 

operating, which I think is what pension scheme members would want to see. 

 

LEWIS: So your real fear is that if the regulator persists with this and 

starts investigating schemes that don’t adopt their life expectancy figures, you really 

fear some schemes will close? 

 

SEGARS: I think that could be the result for some schemes, yes. 

 

LEWIS: Joanne Segars. 

 

With mortgage arrears on the rise, there are warnings this week that courts may be too 

hasty to let lenders repossess people’s homes.  The Consumer Panel, which advises 

the Financial Services Authority, says the FSA’s own rules are being ignored by the 

courts.  John Howard is the Chairman of the Financial Services Consumer Panel.  I 

asked him his concerns. 

 

HOWARD: We’re worried that we might be facing a problem because 

there are three almost parallel systems of law going on here and they may not be as 

joined up as we might hope, I guess.  There’s the normal court process where if a 

lender finds that someone is not able to repay their mortgage, they can take them to 

court to get repossession of their home and then they can obviously get their money 

back.  But there are other rules that apply here and the first lot of rules are the FSA’s 

rules about what lenders must do before they start possession proceedings.  And our 

information is that those rules aren’t really being taken into account when lenders go 

to court and we’ve had some suggestion that there are those lenders specifically in the 

sub-prime sector who are rushing to court to get people out of their homes, to get their 

money back and that the normal processes, the proper processes which the FSA says 

in its rules that they should go through, they’re not following.  But judges don’t know 

about this and so they’re not taking the appropriate action to say well, look, you’ve 

not gone through the FSA’s required stages here; I’m not going to grant a possession 

order for you at the moment.  You’ve got to try and negotiate with the homeowner to 

make sure that there isn’t a way out that doesn’t involve them losing their homes. 
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LEWIS: What are the FSA rules?  What do they lay down? 

 

HOWARD: First of all, there is an overarching requirement on all lenders 

that they treat customers fairly.  But then there are some particular detailed rules that 

lenders must make reasonable efforts to reach an agreement on repaying any arrears; 

that they must adopt a reasonable approach to the timescale before they start 

possession proceedings; that they mustn’t put excessive pressure on the customer; and 

that repossessing the property must be the final thing that they do after all other 

attempts at resolving the situation have failed.  And that’s where some lenders are 

falling down.  They’re not following those FSA rules. 

 

LEWIS: And what evidence do you have that these rules are not being 

looked at in the courts? 

 

HOWARD: Well we’ve been given information that they are not being 

introduced into the court proceedings because of a couple of reasons and I think it’s 

mainly these; that lawyers aren’t aware that the FSA has these rules.  It’s not been that 

long that the rules have been in existence, so people representing consumers who go 

to court don’t know about these rules, advice workers don’t always know about these 

rules applying and certainly homeowners won’t have any idea that there are very 

specific things that lenders have to do before they can take them to court. 

 

 

LEWIS: We did contact Judge Michael Tennant about this.  He’s Head 

of the District Judges Association and he said to us that the FSA rules are not part of 

the law of the land, but district judges do try to encourage the operation of the spirit of 

them. 

 

HOWARD: Well that’s true and it’s very interesting, isn’t it, that we’ve 

got sort of two parallel systems here?  But I think that it’s crucial that the lawyers 

involved in these cases do realise that those rules exist and we’ve been told that it is 

possible for district judges to take those rules into account, so that if you’ve got an 

aggressive lender who’s going in there fast to get repossession without going through 

the proper, fair stages of trying to find out whether there’s a way in which the 
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householder can repay the money and still stay in their home, that those people are 

dealt with in the right way; that those lenders come up to the judge and the judge says, 

“Well have you followed these steps?”, and if they haven’t then a possession order 

isn’t granted until they do follow those steps. 

 

LEWIS: But really it’s up to the lawyers representing the homeowner, 

isn’t it, to be aware of these rules and to point them out to the judge and to establish in 

court with evidence whether they’ve been followed or not? 

 

HOWARD: Exactly and that’s why we’ve wanted to make these comments 

this week to draw it to people’s attention really because I think it’s simply a case of a 

lack of awareness that the rules are there and that lenders must abide by them. 

 

LEWIS: John Howard of the Financial Services Consumer Panel.  And 

if you have experience of possession proceedings or views on them, you can have 

your say on our website: bbc.co.uk/moneybox.  And just before we go, another area 

where people are facing an increased cost soon.  Chris? 

 

A’COURT: Yes, this time it’s learner drivers, Paul.  The price of the 

theory test and the practical tests are increasing.  From April 1st, learner car drivers 

will have to fork out an extra £8 for their practical test.  It’ll then be £56.50. And the 

theory test goes up to £30.  That’s a £1.50 increase.  The Driving Standards Agency 

say their fees need to rise to meet their costs and there are some improved test centres 

being built. 

 

LEWIS: Thanks, Chris.  That’s it for today.  You can find out more 

from the Action Line - 0800 044 044 - and of course our website, 

bbc.co.uk/moneybox, where you can download the programme onto your computer 

and have your say on repossessions.  I’m back on Monday with Money Box Live, this 

week taking your calls on small businesses and their financial needs and problems.  

Back next weekend with Money Box.  Today the producer was Chris A’Court and 

I’m Paul Lewis. 


