
Future trends - By roger gudoBBa

The Regulator’s View
As the government jumps through hoops to better serve the consumer, some 
common sense approaches are falling through the cracks.

In a recent article in USA Weekend, Elizabeth Warren wants to make it clear: “Shopping for a 
mortgage should be as straightforward as buying breakfast cereal.” Warren, the Harvard law 
professor tapped by President Obama to launch the Consumer Financial Protection Bureau, says 

that just as you can compare cereals based on things like nutrients and price, you should be able to 
see that one mortgage, with lower fees and a cheaper interest rate, is the better deal. And you should 
be able to do it on a “single sheet of paper.”

Once consumers can compare mortgages on an apples-to-apples basis, Warren believes, they’ll 
gravitate to better products, and the companies that don’t provide them will get left behind. I think 
she’s wrong. Why do I say that? My experience tells me otherwise.

For example, as part of my medical treatment regime I am avoiding all sugar. My wife and I 
have spent many hours reading ingredient labels on 
a lot of products. Most cereals are loaded with sugar 
so after reading this article I went back and read a 
number of different cereal boxes. What did I find? 
There is very little difference on the nutrition facts 
box on most cereals in terms of calories, total fat, 
cholesterol, sodium, potassium, total carbohydrates, 
protein and vitamin percentages. The difference in 
cereals is the variety of all the other ingredients such 

as whole grain oats, corn meal, corn starch, corn syrup, fructose, dextrose, trisodium phosphate and 
food coloring. The list goes on. There is no mention of the amount or percent for each ingredient, 
though. I learned that there is a very limited selection of healthy cereal. 

The key point that I’m trying to make is that most consumers do not purchase cereal based 
on comparing ingredients. The children, influenced by commercials and peers, push for a 
particular brand. So, can we make the mortgage process this simple? In reality, most consumers 
probably spend more time selecting cereal or a new car than they do understanding the mortgage 
process. 

More importantly, will this lead to very limited and simple, basic loan product offerings? I 
hope not. There is nothing wrong with balloons or payment option ARMs as long as the borrower 
understands the terms. Unfortunately, these loan products were marketed as affordability loans, 
which they are not. These products are geared toward a certain type of borrower and should not be 
used as a vehicle to get everyone in a home. The mismanagement of ARMS coupled with housing 
inflation and unemployment led to the financial crisis.

What’s the Cure?
What is needed to cure this ill is more than a new one-page disclosure, what’s really needed is 
consumer education. Loan officers need to be more of a financial advisor. A mortgage is a major 
financial decision for a family and they need to fully understand all the subtleties.

Throwing a new disclosure at the process really doesn’t change anything if you think about it. 

What is needed to cure this ill is more 
than a new one-page disclosure, 
what’s really needed is consumer  
education. 
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Why? It’s just another piece of paper to confuse the borrower, 
that’s why. Here’s what I mean: effective last month, the new 
Truth in Lending Interest Rate and Payment Summary Tables 
will be required in place of the current payment schedule in 
the Truth in Lending Disclosures for loans with application 
dates of January 30, 2011 or later. As a result, packages with 
an application date of January 30, 2011 or later will include 
the TIL Disclosure, which includes the new payment summary 
table without the watermark.

What happens to the old disclosures? The old TIL 
Disclosures (with the payment schedule) and the watermarked 
“Example” TILs will continue to 
print only in initial and closing 
packages for loans with an 
application date prior to January 
30, 2011. How dos this improve 
the process and better inform the 
borrower? In the end, the borrower 
now sees that they have another form 
to sign, but if they’re not reading the 
form or the LO isn’t taking the time 
to explain all their options, requiring 
that another document be placed in 
already oversized loan folder isn’t 
the answer.

In fact, savvy companies within 
the mortgae space are using technology to get rid of paper in 
an effort to create a more efficient and transparent process. For 
example, Prudential Fox & Roach Realtors, the fifth largest 
residential real estate company in the United States, located in 
Devon, PA, has tapped an electronic collaboration vendor to 
take paper out of the enterprise. PF&R uses the Software as a 
Service solution for their lending, real estate and title divisions. 
The Web-based solution is providing electronic collaboration 
that reduces friction across the enterprise and enables real-time 
visibility into business processes.

That’s what government efforts should be doing, removing 
friction, instead of adding new disclosure requirement and 
government agencies. The more I see the more government get 
involved in the mortgage space, the more I’m convinced that 
they don’t know enough about the process to actually make the 
buying of a home easier for anyone. HAMP is a good example of 
my point. Recently, Neil Barofsky, the special inspector general 

for the government’s bank bailouts, bluntly labeled the loan 
modification program “a failure” in testimony before the House 
oversight committee. Barofsky’s report also said that the $ 341 
billion bank bailout has largely been a success, with Wall Street 
banks repaying taxpayer money more quickly than anticipated. 

I find that interesting because the point of the bailout was to 
help Main Street, not Wall Street. “We’re running out of hope,” 
Barofsky said. With only 500,000 permanent modifications 
started, “there’s no way we’re going to ever get close to the 3 
to 4 million” homeowners who were supposed to be helped. 
HAMP has failed because regulators are afraid to rein in or 

impose penalties on the mortgage 
servicers whose records have been 
nothing short of abysmal. It has 
been hard to distinguish between the 
foreclosures that are inevitable and 
those that are avoidable. 

Get It rIGht

It seems to me like the government 
just can’t get it right. Will Congress 
scrap the HAMP program? If so, what 
will replace it? There is no doubt that 
something needs to be done to help 
borrowers stay in their homes. The 
first two quarters of 2011 will bring 

more foreclosures, primarily due to unemployment. Some of 
these mortgages, undoubtedly, are only surfacing now because 
the homeowner was gainfully employed and able to keep up 
with the obligation even if the home was underwater. That is 
not the case anymore with unemployment resting at over 9%.

The Commerce Department reported that the U.S. 
economy grew by an annualized rate of 3.2% in the fourth 
quarter. That was up on the previous quarter’s 2.6% rate but 
below market expectations for a 3.5% increase. Analysts 
said the shortfall from expectations was due to a big swing 
in inventory buildup from $121 billion in the third quarter to 
just $7.2 billion in the fourth. 

As I look at these figures it seems to me that the government’s 
time might be better spent trying to revitalize the economy and 
get more people back to work instead of trying to create new 
agencies and forms requirements that in my humble opinion 
are not proving to be very effective. ❖

Roger Gudobba has over 20 years of mortgage experience. He is CEO at PROGRESS in Lending and Chief Strategy 
Officer at technology vendor Compliance Systems. Roger is an advocate of data standardization and a more data-
driven approach to mortgage. Roger can be reached via e-mail at rgudobba@compliancesystems.com.
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