
Future trends - By roger gudoBBa

The Consumer’s View
Were they wronged? Are they to blame? Maybe it’s somewhere in the middle. 
I’ll give you my take.

Personally, I lay a lot of blame for the current housing crisis on the borrowers. That may not be a 
politically correct statement, but it’s true. Why do I think so? Not everyone can have a house, a 
new car, or a flat screen TV, for that matter. Make no mistake, I think people should want things 

and strive to better themselves but those wants should be goals that are achieved through hard work.
You shouldn’t buy a house that you can’t afford because you think home prices will continue to 

increase and you can refinance later. You shouldn’t buy a house hoping that your financial situation 
will improve so that in the future when your mortgage adjusts, it’ll be no big deal. 

Maybe I’m alone in saying this, or even a bit old fashioned, but I don’t think there’s anything 
wrong with buying a smaller starter house that you can afford or waiting until you have a larger down 
payment so you can get into that larger house of your dreams. Having said that, no one anticipated the 

perfect storm: a housing bubble, falling home prices, 
rising unemployment and the impact of interest rate 
changes on the various adjustable loan programs. 

Times have certainly changed in many ways. 
For example, unlike so many of our parents and 
grandparents who worked for one company, purchased 
a home, paid off their mortgage, and owned that same 

home throughout their lifetime, today’s homeowners are more apt to move because of their job or 
because of a desire to upgrade to a better neighborhood or lifestyle. 

In spite of all the efforts of regulators and lenders to properly disclose the terms of mortgages, 
many homebuyers did not take the time to read and understand what signing that mortgage meant to 
them. The lenders, seeking to differentiate themselves, offered many exotic loan products including 
balloons, interest only, payment option ARMs, and, at one point, bi-weekly loans. All of these loan 
products were designed to entice the borrower to look at their monthly payment and not the long-
term consequences of entering into that mortgage. The basic 30-year fixed rate loan was ignored.

However, I’m not going to lay all the blame on the borrower. Probably the single biggest factor 
that contributed to the housing crisis was the relaxed underwriting guidelines where it was acceptable 
and encouraged to produce low or no down payment; include higher front-end and back-end ratios; 
complete a loan when the borrower had no income, no assets, no documentation; and accept inflated 
appraisals. All of these practices contributed significantly to the collapse.

But this risky behavior was not limited to lenders. Even after borrowers got their mortgage and 
became homeowners, they continued to participate in risky financial practices, as well. These new 
homeowners tended to refinance often and use the home equity of their new home as an ATM 
machine for other, often non-essential purchases. 

So, where does the imperiled homeowner go now? A recent article form McClatchy News Service 
stated, “Many people who sought help under a federal program created to keep them from losing 
their homes are instead saddled with huge, unexpected bills. Lenders routinely approved short-term 
‘trial’ loan modifications that reduced payments for desperate borrowers under the umbrella of the 
administration’s Home Affordability Modification Program (HAMP). But lenders continued to count 
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the mortgages as delinquent or in default. Now instead of 
granting permanent modifications, lenders often are reinstating 
the original loan terms and demanding big back payments. 
The trial modifications can also ruin the borrowers’ credit. The 
reason: Many lenders classify modified loans as technically in 
default, even if borrowers make all their reduced payments on 
time under the trial plans. Each month these borrowers make 
reduced payments, they are reported as delinquent to the credit 
bureaus.”

The lenders claim the risks associated with any loan 
modification are clearly disclosed to borrowers when they sign 
up for temporary mods. Even so, 
many homeowners were caught by 
surprise. Last month, a congressional 
panel predicted HAMP would prevent 
700,000 to 800,000 foreclosures—
far fewer than the original goal of 3 
to 4 million. Is this another example 
of a legally correct disclosure that 
the homeowner fails to understand?

An article in National Mortgage 
News referenced a recent survey 
released by LendingTree that stated, 
“While 96% of consumers routinely 
compare prices when shopping—for 
everything and anything available for sale—almost 40% obtain 
just one mortgage loan quote. About 23% of the surveyed 
homeowners recognize they could save over $100 per month 
by reducing their mortgage rate by 1%.” I wonder: why is that? 
Shouldn’t these potential homeowners be doing a bit more 
research? After all, this is one of the biggest financial decisions 
they will make in their lifetime and can have a profound effect 
on their future.

Most borrowers will tell you that the mortgage loan process is 
a bureaucratic nightmare. It is complicated. It is time consuming 
to pull all of the requested documentation together—payroll, 
bank, and tax statements—only to have to do this multiple times 
with updated records throughout the process. 

Let’s face it. The mortgage industry is a long way away 
from giving the consumer a financial education. A one-page, 
three-loan comparison is not the answer. Previously, I talked 
about consumer education related to mortgages in particular, 
but I think the problem is deeper than that. 

How deep? The United States is losing ground in education 
even as our peers across the globe pull ahead with bigger 
gains in student achievement and school graduations, a study 
shows. By either measure, the United States was first in the 
world as recently as 20 years ago, said Barry McGaw, director 
of education for the Paris-based Organization for Cooperation 
and Development. The 30-nation organization develops the 
yearly rankings on student performance as a way for countries 
to evaluate their education systems and determine education 
policies. The most recent report based its conclusions regarding 
achievement mainly on international test scores released 

last December. They show that 
compared with our peers in Europe, 
Asia, and elsewhere, 15-year-olds in 
the United States are below average 
in applying math skills to real-life 
tasks. Given what the United States 
spends on education, its relatively 
low student achievement through 
high school shows its school system 
is “clearly inefficient,” McGaw 
said. In all levels of education, the 
United States spends $11,152 per 
student. That’s the second highest 
amount, behind the $11,334 spent 

by Switzerland. “The very best schools in the U.S. are 
extraordinary,” McGaw said. “But the big concern in the U.S. 
is the diversity of quality of institutions—and the fact that 
expectations haven’t been set high.”

“The United States has rested on its laurels way too long,” 
Jacob Funk Kirkegaard of the Peterson Institute for International 
Economics in Washington, told USA Today. “Other countries 
have increasingly caught up and surpassed the United States.” 
“We’ve been asleep for a good number of years as a country,” 
says Richard Freeman, an economics professor at Harvard. 

So, what’s the lesson that we can all learn from the mortgage 
crisis? I think it’s time for us all—regulators, investors, lenders, 
brokers, and consumers—to take responsibility for the role 
each party played in getting us where we are today. Only when 
we all realize what went wrong and how we contributed to 
that outcome can we fix our underlying problems and move 
forward.  So, let’s role up our sleeves, look at what went wrong, 
and fix it. ❖

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.

The United States 
is currently 

18th among the 
36 industrialized 

nations in 
terms of 

education.

          Tomorrow’s Mortgage Executive          19


