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Longing For True innovaTions

We are now up to our eyeballs in a housing crisis, and if we want to get 
out of the dumps we need to think outside of the box.

In 1981 getting an approval for a mortgage loan took at least 60 days or longer. Mortgage  
applications were typed, borrower information was obtained through “snail mail” and  
submitted to “loan committees” for approval. Once approved, loan documents were typed, 

signed and then the loan was sent on to be serviced by the bank that originated it. In the past 
thirty years we have seen numerous changes that have transformed this business model 

from an entirely manual one to one that relies heavily on technology to support getting 
loans approved, closed and serviced. Currently with all the actions and reactions of 

the subprime meltdown and subsequent regulatory impact, there is a new em-
phasis on “change”, only this time, as many say; we really need to not just 

change, but to be innovative. Everyone seems to agree that we need to 
identify what can be done radically different so that consumers, 

regulators, investors and shareholders will see how serious 
we are about eliminating the problems that brought us 

the Great Recession. The innovations that occurred 
in the past when we changed from a manual 

to technology driven process aren’t suffi-
cient or innovative enough to solve 

today’s problems. So what else 
has to be done to reach that 

exalted state of “true 
innovation”?  
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In order to answer that question we 
first need to understand exactly what in-
novation is. Is it as simple as change? Is 
there such as thing as bad innovation? 
What does a change have to consist of to 
be considered innovative and where in the 
process does change have to occur for it to 
be thought of as an innovative approach?  

Innovation is defined as “something 
new; being introduced for the first time.” 
This definition doesn’t do much to clarify 
the issue, but synonyms such as “trans-
formation, revolution, rebirth and meta-
morphosis” expand that understanding 
from just thinking of a simple change in 
the way things are done to the creation of 
an entirely new conceptual framework of 
business. In researching this issue Becky 
found that in order to accurately define the 
potential impact of the type and severity 
of these changes a classification method 
for innovation has been developed. These 
classes or levels include “Incremental In-
novation”,” Semi-Radical Innovation” 
and “Radical Innovation.” 

What differentiates these classes is 
the depth and scope of the change. While 
technological changes are often what we 
think about today when we discuss inno-
vation, changes in how the business mod-
el functions also need to be recognized as 
innovative simply because changes here 
often result in an entirely new business 
concept. For example consider a cup of 
coffee. It used to be that when you want-
ed a cup of coffee you would walk into 
a café that sold food and offered coffee 
as an optional drink with your meal. Then 
came Starbucks. Starbucks sells coffee as 
their main product along with a few food 
items in small neighborhood based loca-
tions. Now Starbucks Coffee Shops are 
gathering places, hot spots for working 
away from the office and a great place 
to just get whatever combination of cof-
fee, cream, sugar and flavorings that your 
heart desires; a brand new business model 
for the food industry with very little, if 
any, change needed in the technology.  

Of course technology’s impact on our 
business and personnel lives cannot be ig-
nored. While today we think of technol-

ogy more in terms of computing and data 
storage, technological innovations have 
been around since someone decided to 
put wheels on a piece of wood and make 
a cart. However some have been more sig-
nificant than others. Developing the tech-
nology that allowed for unheard of types 
of transportation, including airplanes and 
space travel is a historically significant 
technological advancement. The develop-
ment of numerous types of medicines and 
surgical techniques has certainly advanced 
the quality and quantity of life. There is 
no doubt that technology has been a ma-
jor driver of most of the innovations we 
have experienced today. So, how can new 
technology and new business models be 
used to develop the innovative approach 
that is so critical for the regeneration of 
our industry? The answer lies in the types 
of innovation that can occur.   

The PaTh Forward

Incremental Innovations are the primary 
type experienced within industries and 
businesses. These are the changes fo-
cused on improving the way business is 
done today. One way to envision this type 
of innovation is to consider the evolving 
cadre of changes made to processes or 
technology. For example, the introduc-
tion of fraud review technology used to 
determine inconsistencies in loan files so 
that they can be resolved before closing. 
Automated underwriting systems can 
also be considered an incremental in-
novation since it reduced the number of 
files that had to be underwritten manu-
ally but did not substantially change how 
underwriting was done or how credit 
policy was developed. 

The value of this type of innovation 

is, in most cases, readily apparent and can 
quickly be absorbed into standard busi-
ness processes. Because they are most fre-
quently seen in commoditized products or 
services, and appear to be “safe” chang-
es, it gives individuals and companies a 
sense of security and a stop-gap against 
the more radical types of change. We can 
expect that they will continue to be seen 
within our industry. Unfortunately these 
incremental changes do not appear to be 
making much headway in restoring con-
fidence in the industry or satisfying con-
sumer needs.  

Semi-Radical Innovations have now 
brought us some of the most common 
but far-reaching changes that combine the 
existing elements of one business model 
with a new way of streamlining business. 
An example of this is the sewing machine. 
When first invented, the sewing machine 
used in factories to produce goods avail-
able for sale was large and required heavy 
manual labor. Clothing that was made at 
home was done by hand and took a con-
siderable amount of time to produce. Then 
Singer designed and produced a compact 
version of the larger sewing machines for 
home use. Singer sold this technology to 
women, not men (a business model inno-
vation) which was unheard of at the time.

Today’s mortgage business is another 
example of this type of innovation. It 
combined a new technology with a re-
vised business model to create one of 
the largest securitization programs in 
the world. The technology that allowed 
companies to obtain data involving a 
huge numbers of loans and combine and 
price them would not have expanded 
as it did without the changing business 
model that created the impetus to origi-
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nate loans for sale instead of just placing 
them in a bank portfolio. 

Radical Innovations are changes that 
drive a totally new approach to how busi-
ness is done. There is no doubt that the 
introduction of personal computers was 
such an innovation. This technological 
advancement and the corresponding new 
or revised business models revolutionized 
the way business is done. It has spawned 
new businesses and expanded the reach of 
business to the point where every small 
business is global.

So what type and level of innovation 
does this industry need in order to solve 
the creditability and reliability concerns 
of consumers and investors? Must we 
tear apart the fabric of how we do busi-
ness and rebuild from scratch? Does the 
industry have to undergo a radical change 
in order to pull investors back into the 
market? What must happen to allow us 
to re-emerge from this disaster as an en-
tirely new being that warrants the value 
associated with home-ownership and an 
investment in mortgage-backed securi-
ties? Are we today’s caterpillars trying 
to shed its old cocoon so that a meta-
morphosis can take place into something 
new and better? 

The answer to all of these questions 
can certainly be “yes”, “no” or “maybe”. 
But before we start tearing and throwing, 
let’s assess where we are today. If we look 
at the basic loan origination and servic-
ing processes there has been no radical 
changes to the business model since it first 
began. Origination and servicing process-
es have actually slipped further behind in 
terms of innovation as highlighted by the 
return to stricter credit standards and the 
on-going foreclosure debacle that we are 
still suffering through. We still, with the 
substantial investment in technology, take 
applications, collect data and make credit 
decisions in origination. In servicing we 
collect payments and pay investors. In 
both cases we have focused entirely on 
an existing process, put some technology 
in place to take over some of the manual 
labor and where it didn’t work well, we 
devised work-around plans that usually 

involved adding more work for the staff. 
All of these efforts are basic incremental 
innovations; safe with no risk and no great 
opportunity.

There are also examples of innova-
tions that the industry has not taken advan-
tage of such as Cloud Computing. Cloud 
Computing is the ability to use data stored 
within individual company databases and 
use that data for multiple purposes in vari-
ous software programs that are available 
in the cloud (network of remote servers 
hosted on the Internet to store, manage 
and process data rather than on a local 
server or a personal computer).

So, what level of innovation do we 
need? Fortunately while real innovation 
can occur at any time, it is frequently seen 
at times of great crisis because innovation 
usually results from inspiration, despera-
tion and/or regulation. We are now up to 
our eyeballs in a housing crisis; having 
multiple new regulations being forced 
upon us daily, dictating the way we do 
business. We have yet to see any new in-
novation that changes, improves or ex-
pands our business to the benefit of any 
faction of our customer base; be it con-
sumer, regulator, investor or shareholder. 
There have been no innovations to lead us 
out of this morass in either the business 
model or the technology. 

NexT STePS

Fortunately there are some new ideas be-
ing generated, even if they are in the early 
stages. For example, to address the issues 
of data integrity, a new business model is 
being considered that will independently 
validate borrower data through automa-
tion. This will allow credit standards, prop-
erty valuations and title exceptions to be 

addressed upon application. Furthermore 
it will allow for true “risk-based pricing” 
since the data and process variances will 
be known before the loan is priced allow-
ing these issues to be taken into consid-
eration. Investors will then have transpar-
ency into the borrower, property, title and 
process issues that comprise the risk and 
can either accept, price for, or reject it.

There are also some innovative prod-
ucts under consideration. Among these are 
products that incorporate a modification 
methodology into the original mortgage 
or trust, so that if a problem should pre-
vent borrowers from making payments, 
the modification opportunity would au-
tomatically be evaluated and a lengthy 
and contentious modification evaluation 
would be avoided.

These types of innovations or changes 
are what’s needed if we are to recover 
from the problems of the past. This in-
dustry cannot afford to “play it safe” with 
the small incremental changes that have 
been forthcoming. The reality is that we 
need something radical; something that 
converts the long-established business 
model into something that addresses the 
problems of today and builds for the fu-
ture. Focusing on the problems of the past 
is a necessary part of this process but we 
also need to be thinking about how we 
will do business in the future. With the 
technologically savvy younger genera-
tions moving into the home-buying posi-
tions, what we do has to meet their needs 
as well. We no longer have the comfort 
of making small changes; we must, if we 
are to survive, move out of our comfort 
zones, learn the lessons from the past and 
create a radically new business model of 
mortgage lending. ❖
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