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Restoring Market Integrity
I’ve always said: “It’s all about the data,” but is it really? I wonder if a truly 
healthy mortgage market doesn’t depend on much more.

I have been a strong proponent for some time about the importance of data quality. Many business 
decisions are based on data analysis and it is critical that the information be valid and credible. 
The mortgage industry is facing some major changes following the financial crisis. The biggest 

unknown is what the mortgage loan process will look like over the next few years and into the 
future. What changes will the regulatory agencies propose? What will happen with the GSEs? Will 
there be an influx of private investors? What changes would they demand? You can be sure all the 
participants will demand more transparency and trust in the process. 

The major focal point in the industry today is loan quality. Let’s look at some of the specifics. An 
Introduction to Fannie Mae’s Loan Quality Initiative stated that, “Historically, many issues related 
to compliance with Fannie Mae selling policies are not detected until after loans are delinquent 

or through the foreclosure process. Loan repurchase 
requests to lenders have increased in the past 
three years, highlighting the need for an improved 
approach for working with lenders to deliver loans 
that meet Fannie Mae's underwriting and eligibility 
guidelines.” The focus is on quality data throughout 
the loan process. 

This involves 1) ensuring the borrower(s) identity and validating their financial situation, 2) an 
unbiased and rational property appraisal and 3) identifying, validating, monitoring and evaluating 
the performance of all the participants in the process. Fannie Mae will be implementing a new policy 
that prohibits lenders from delivering loans that have been originated, underwritten, or serviced 
by individuals or companies that are listed on the federal General Services Administration (GSA) 
Excluded Party list or HUD’s Limited Denial of Participation list. 

Further, programs under the direction of the FHFA and based on the MISMO V3 standards, 
like the Uniform Mortgage Data Program (UMDP) and all the associated subsets, will present a 
disciplined and sustainable process for the future. Finally, we will have a holistic view of a mortgage 
loan allowing interested parties to analyze all the data and documents for that loan and make their 
own decisions on its worth. 

Additionally this is a significant step in reducing fraud. Only those who have irrepressible 
optimism and a tendency to find good in everything believe we can completely eliminate 
fraud. Criminals are creative. As soon as you stop one way, they invent another so it requires 
constant scrutiny.  

But fraud by itself was just one cause of the meltdown. I realize a lot of this has been said before, 
but let’s take a look at some of the other contributing factors to the financial breakdown in the 
mortgage industry with respect to what’s happening today.

First, the US Government pushed for increase in home ownership, ignoring criteria such as 
20% down payment. The Federal Reserve didn’t recognize the problem and kept interest rates low 
well past the point where they should have been raised. Bank regulators ignored the breakdown of 
underwriting standards until it was much too late to take effective action. Fannie Mae and Freddie 
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Mac drastically reduced underwriting standards in response to 
euphoria over rapidly rising home prices and approved loans 
that could not be repaid without an indefinite continuation 
of house price inflation. Wall Street rating agencies provided 
AAA and AA ratings to securities issued against pools of new 
types of extremely risky loans when they had no adequate 
statistical basis for estimating potential losses.

Most Lenders depend on quick loan sales to allow funds 
for more loans. New products need a market or the lender 
must hold them until they pay off, stifling cash flow. Mortgage 
Originators encouraged borrowers to buy more house than 
they could afford and to accept 
toxic mortgages that they did not 
fully understand. Real estate agents 
seized the opportunity with little 
regard to consumer’s well being. 
Home Buyers and Home Owners 
allowed themselves to be seduced 
into buying houses they could not 
afford, to purchase second and third 
homes on speculation and to deplete 
their existing equity through cash-
out refinances in order to maintain 
lifestyles they could not sustain. 

The industry was consumed with 
quantity over quality. We pressured the loan originators, 
appraisers and underwriters to approve loans that many 
felt were at the best, questionable loans. We displayed no 
common sense or reasonability. It was all about how many 
loans we could push through in a day. What followed was 
the collapse of housing prices, the rise in unemployment 
and substantial foreclosures. 

How did Washington respond? They responded with lots 
of proposed changes like the Dodd-Frank legislation and the 
formation of the Federal Housing Finance Authority (FHFA) 
and The Consumer Financial Protection Bureau (CFPB). 
How did the industry respond? As expected, they did not 
think Washington really understood the business and this was 
an over-reaction by Washington. Based on the recent fiasco 
over the debt ceiling the mortgage industry may have a point. 
However, the mortgage industry has only itself to blame.

A lot of problems, like Robo-signing for example, were 
a direct result of the industry still being based in a paper-

intensive world. Think about it: Why is it that 10 years after 
UETA and eSign legislation, we are still producing tons of 
paper with all of its inherent problems? Missing or misplace 
notes. I recognize that adoption is ramping up but to only have a 
little over 200,000 eNotes registered in 6 years is unacceptable. 
Also, why the industry is still forced to submit 4506-T requests 
in hard copy is beyond me. Obviously, imaging solutions did 
not adequately serve the industry’s needs. 

All of this is a reflection on the industry’s inability to adopt 
technology in a reasonable time frame. Any major change in 
process could impact many other areas in an organization. 

Maybe they look at the Return on 
Investment (ROI) as strictly a dollars 
and cents decision. And when you 
think of ROI just in terms of dollars 
and cents you lose because there 
are several intangible ROI like the 
cost of noncompliance or process 
improvement, for example, that 
lenders need to factor into every 
technology decision.

The mortgage industry faces an 
uphill battle in restoring consumer 
confidence in the industry, particu-
larly in the housing arena. It is im-

portant to remember that the houses that individuals and fami-
lies own are a major asset on their balance sheets. Housing 
prices significantly affect consumption either via the wealth ef-
fect (for example, when house prices rise/fall, households may 
feel more/less wealthy and react by increasing/reducing their 
consumption or via collateral effects that is, an increase in the 
value of a house might allow the owner access to more credit; 
the opposite might occur when house values fall). Housing 
contributes to GDP in two basic ways: through private residen-
tial investment and consumption spending on housing servic-
es. Historically, residential investment has averaged roughly 5 
percent of GDP while housing services have averaged between 
12 and 13 percent, for a combined 17 to 18 percent of GDP. 

So, what's the takeaway? As an industry we have work to 
do, but if we move now and take comprehensive steps towards 
modernizing by adopting new technologies that genuinely 
improve the business of mortgage lending, we can and will 
come out of this much stronger. ❖

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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