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Does Barclays Libor scandal affect me?

Q&A: Have mortgage holders been overcharged, who are the biggest losers and what
happens to the £290m in fines?

Patrick Collinson
Thu 28 Jun 2012 11.59 BST

Does this affect me?

If you have a buy to let mortgage or a sub-prime loan, then it directly affects you. Ray Boulger
of mortgage brokers John Charcol estimates there are between 200,000 and 250,000 mortgages
where the interest rate paid is linked to three-month Libor, many of them buy-to-let loans from
lenders such as Paragon. A number of borrowers who took out "sub-prime" loans before the
credit crunch struck also pay an interest rate determined by Libor.

Typically, the interest rates on these mortgages were set using a formula such as "three-month
Libor +1.5%". Every three months, the lender sets the interest for the next three months
according to the Libor rate. Even if a mortgage wasn't initially priced at Libor, it is likely to have
contained a provision that it would revert to Libor at the end of a particular term, such as a
two-year fix.

Libor also influences the setting of interest rates on fixed-rate deals, although only at the
margins.

So have I been overcharged interest on my mortgage?
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Maybe - and maybe not. Barclays traders were pushing the Libor rate up at one stage (to
enhance their profits), which could have pushed mortgage rates higher than they should have
been. But the indications are that during the financial crisis, Libor was manipulated
downwards. So all those landlords with Libor-linked buy-to-let loans enjoyed interest rates
lower than they might otherwise have had to pay. "There won't be much business for the
ambulance-chasing lawyers in this," said Boulger.

If Libor was pushed downwards, does that mean rates for savers were also

artificially depressed?

Most savings rates set by the building societies and banks have little connection with Libor, so
small savers are unaffected. But if you are a big institution - such as the treasurer of a local
authority or large charity - you tend to deposit your balances into short-term accounts where
the interest paid is linked in some way or another to Libor. These deposits would have received
a lower rate of interest than they would otherwise have earned. So they are out of pocket - and
may now want the banks to repay them.

Are there other losers?

Yes. During the pre-2008 lending spree, many of the mortgages sold by mainstream lenders
were packaged up into residential mortgage backed securities (RMBS). These were bonds which
paid an interest rate linked to Libor. The sums of money are gigantic - about £360bn in the UK
alone in 2008. Again, the holders of these RMBSs will have received lower interest payments
than they might otherwise have had.

Will they demand their money back?

Highly likely. Already there is talk of class action suits against the banks which manipulated
Libor. Interestingly, since the losers are likely to be big institutions themselves, rather than the
man or woman on the street, they will have big pockets to finance legal actions. Expect this to
rumble through the courts for years.

Where does that money from the £290m in fines go?

If you are a customer of Barclays, don't expect a cheque. The money from the fine is paid to the
Financial Services Authority, which contrary to most people's understanding, is financed not
by the taxpayer but by a levy on banks and financial firms. Oddly enough, these firms are likely
now to pay a lower levy next year because of the Barclays fine - and that includes the levy on
Barclays itself.

News is under threat ...

... just when we need it the most. Millions of readers around the world are flocking to the
Guardian in search of honest, authoritative, fact-based reporting that can help them
understand the biggest challenge we have faced in our lifetime. But at this crucial moment,
news organisations are facing a cruel financial double blow: with fewer people able to leave
their homes, and fewer news vendors in operation, we’re seeing a reduction in newspaper sales
across the UK. Advertising revenue continues to fall steeply meanwhile as businesses feel the
pinch. We need you to help fill the gap.

You’ve read 66 articles in the last six months. We believe every one of us deserves equal access
to quality news and measured explanation. So, unlike many others, we made a different
choice: to keep Guardian journalism open for all, regardless of where they live or what they can
afford to pay. This would not be possible without financial contributions from our readers, who
now support our work from 180 countries around the world.
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We have upheld our editorial independence in the face of the disintegration of traditional
media - with social platforms giving rise to misinformation, the seemingly unstoppable rise of
big tech and independent voices being squashed by commercial ownership. The Guardian’s
independence means we can set our own agenda and voice our own opinions. Our journalism
is free from commercial and political bias - never influenced by billionaire owners or
shareholders. This makes us different. It means we can challenge the powerful without fear
and give a voice to those less heard.

Reader financial support has meant we can keep investigating, disentangling and interrogating.
It has protected our independence, which has never been so critical. We are so grateful.

We need your support so we can keep delivering quality journalism that’s open and
independent. And that is here for the long term. Every reader contribution, however big or
small, is so valuable. Support the Guardian from as little as £1 - and it only takes a minute.
Thank you.
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We will use this to send you a single email in July 2020. To find out what personal data we
collect and how we use it, please visit our Privacy Policy

We will be in touch to invite you to contribute. Look out for a message in your inbox in July
2020. If you have any questions about contributing, please contact us here.
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