
Future trends - By roger gudoBBa

The Lender’s View
How do lenders cope and thrive again as the market is forever changed by the 
know-it-alls in Washington? It’ll take a little innovation.

In last month’s column, I talked about the danger of the government getting too involved in 
managing the mortgage process. Two of the provisions of the Dodd-Frank Act are Title X, 
establishing the Consumer Financial Protection Bureau, and Title XIV, establishing the Mortgage 

Reform and Anti-Predatory Lending Act. There are still debates and confusion about what this 
means for lenders. What it will do is add new layers of regulation for already confused lenders to 
comply with. All of this will require changes to their current technology infrastructure and will 
certainly add cost and time to any future technology improvements.

Finally, the Treasury Department’s report on GSE (Government Sponsored Enterprise) reform 
was delivered in February. The basic goal behind the recommendations is to reduce the government’s 
role in the mortgage market by putting private capital back at the center of a healthier housing-

finance system. Fannie Mae and Freddie Mac would 
no longer exist as we know them today. Who is going 
to replace the GSE’s role in driving standards for 
documents and data? We’ll just have to wait and see.

Next StepS

Before mass hysteria sets in, we all need to wait 
because what the Treasury did in actuality is just give 
Congress options instead of putting forth an actual 

plan. Here’s what you need to know about what the Treasury is proposing: 
A privatized system of housing finance with the government insurance role limited to FHA, USDA, 

and the Department of Veterans Affairs assistance for narrowly targeted groups of borrowers.
This option puts the mortgage market in the private sector. Lenders would originate mortgages 

and securitize them without government backing. 
A Privatized system of housing finance with assistance from FHA, USDA, and the Department 

of Veterans Affairs assistance for narrowly targeted groups of borrowers and a guarantee mechanism 
to scale up during times of crisis.

This option creates a mostly private market with limited government backing during times of 
economic stress. This is the option preferred by the MBA.

A privatized system of housing finance with FHA, USDA, and the Department of Veterans Affairs 
assistance for low- and moderate-income borrowers and catastrophic reinsurance behind significant 
private capital.

This option creates new, privately owned companies to buy mortgages from banks and sell them 
as securities, explicitly guaranteed by the government as long as they meet certain criteria.

A recent Wall Street Journal stated, “At the heart of these 3 options is a conflict: Keeping 
the popular 30-year fixed rate mortgage with a prepayment option is incompatible with the goal 
of putting private capital in charge.” The 30-year loans in their current form aren’t attractive to 
investors. The borrower gets a long-term loan at a fixed rate and can refinance if interest rates 
decline. Without the government guarantee, the investors would demand a far higher yield to 

The Treasury report envisions a role 
for both the private and public sector, but 
with a reduced role for the government, 
that includes tighter standards.
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compensate for the risk. This would probably put these loans 
out of reach for most borrowers. 

the CoNfliCt

The WSJ goes on to say, “The Treasury implicitly acknowledges 
the conflict. Removing government from the mortgage market 
would lead to a reduced incentive to invest in housing and more 
capital into other areas of the economy, potentially leading 
to more long-term economic growth. Ensuring continued 
availability of 30-year mortgages would put capital in housing 
at the expense of other more productive parts of the economy. It 
may also lead to housing bubbles in 
the future.” Not a desired outcome. 

The WSJ further remarks, “Some 
economists have noted that the 
mistakes in the U.S. private sector 
were far greater than the mistakes 
made by Fannie and Freddie. For 
example, private-label mortgage 
securities, which are not government 
backed, have performed more poorly 
than those backed by the mortgage 
giants. Nearly 45% of private-
labeled loans originated in 2006 had 
been 90 days past due at least once, 
compared with 13% for Fannie and 
Freddie, according to a report from 
the firm’s federal regulator published 
in September 2010”. 

But it wasn’t 30-year fixed-rate mortgages that caused 
the crisis. It was the no-income, no-assets, no-docs, no-
downpayment mortgages, inflated appraisals, increasing 
housing prices, exotic loan programs, and relaxed underwriting 
standards that caused the crisis. Did the industry leaders see 
all this coming? No. Otherwise, how can you explain why so 
many banks, lenders, investors, etc., were not aware of the 
impending financial crisis?

Even the Mortgage Bankers Association (MBA) fell into 
the same trap as many homeowners. A recent column in 
National Mortgage News talked about the MBA purchasing 
its new building in 2007 for $79 million. In February of 2010 
the MBA, like many homeowners, found itself owing more 
on the property than what it was worth and sold the building 

for $41 million. Recently, the property’s buyer, CoStar, said 
it had reached an agreement to sell the building for $101 
million. The MBA declined to comment. Many homeowners 
did not fare so well.

the Road foRwaRd

So what does the future hold? The Treasury report envisions a 
role for both the private and public sector, but with a reduced 
role for the government, that includes tighter standards for 
underwriting and borrower equity. Wait a minute! Isn’t that 
the way it was before? No, it was tougher. We required a 

minimum of 20% down, or Private 
Mortgage Insurance, and ratios of 
24% and 36%. Now, that was tighter 
underwriting. If we are going back 
to the basics, we need to go all the 
way back. I really don’t see the 
administration, Congress, and the 
players in the mortgage industry 
resolving all of these conflicts in a 
timely fashion.

What does all this mean for the 
role that technology will play in this 
new mortgage market?

Jeff Lebowitz, president of 
MORTECH LLC, reported in the 
new 2011 study that lenders of 
all sizes are expected to increase 

their technology spending by 15% this year. He stated that, 
“Although production volumes will decline in 2011, mortgage 
firms will focus on workflow integration and electronic 
document management. We will see investment, but not much 
innovation.” 

iNNovatioN Needed

Sadly, I think that what the industry needs is more innovation. 
The entire mortgage loan process should be scrutinized. We 
should look at each component to determine what are we 
trying to accomplish. Further, we need to really determine the 
best and most efficient way to process a loan. This is the time 
for brainstorming and white boarding. The dynamics of the 
mortgage loan process needs to change. 

Next time let’s look at the consumer’s role in all this. ❖
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