
Mortgage Lending
INFLECTION POINTS
We’re approaching the time when there are no more 
refinance bullets in the mortgage rifle, which also 
means no more loans for us.

It is hard to forget about the economy 
and the housing market for even a 
few minutes these days, or for that 

matter, these last fi ve years. 
Anyone as immersed in an industry as 

much as mortgage veterans are must be 
about the same. What is different lately, 
though, is it is easier to think about the 
market ahead. That it will be different 
than any other housing market in history 
is plain. Just how it will behave remains 
somewhat of a mystery. Make no mistake, 
however, mortgage lending has thrived 
after six fairly signifi cant infl ection points, 
a few of which were revolutionary. We’re 
about to experience the seventh infl ection, 
which brings with it elements of the past 
plus some tantalizing new characteristics 
of its own.

There’s a step remaining before the 
seventh infl ection point occurs: borrowers, 
communities, lenders, investors, the GSEs, 
the housing market and the economy have 
to wrap up this current refi nancing wave 
that, when you think about, fi rst started 
in 2009. It is important work; homeown-
ers are collectively saving billions on their 
mortgage payments, which is great for the 
economy. More importantly, the Home 
Affordable Refi nance Program (HARP) is 
keeping homeowners in their homes, help-
ing to end the foreclosure cycle that began 
almost fi ve years ago.

One year remains of HARP help. HARP 
2.0 is a 2012 success, helping an estimated 
1 million homeowners over the course of 
the year each save a couple hundred dollars 
per month. Do the math: collectively they’re 
saving approximately $3.6 billion per year, 
plus they’re staying in their homes, stabi-
lizing their communities, contributing to 
economic growth and bringing the housing 
market back to health. 
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2013 looks similarly bright for 
HARP. How many more homeowners 
could and should take advantage of the 
Program? Estimates range from two 
million to seven million. Any way you 
look at it that is a lot of loans, though it 
helps to put numbers  in context. Dur-
ing 2012, the mortgage industry will 
close approximately 8 million residen-
tial first mortgage loans. Two million 
is 25% of the total. Seven million is 
87.5% of the total. Next year’s mar-
ket is expected to be slightly smaller 
at about 7.5 million loans, making the 
HARP opportunity all that much more 
important.

What are your plans for HARP? It 
is obviously good for borrowers. It is 
good for lenders, too for a variety of 
reasons. Let’s start with awareness. 
Need a new way to talk to your audi-
ence about your mortgage program? 
HARP is the answer. Create aware-
ness among those that qualify and the 
broader community you serve. Every 

marketing strategy needs freshening 
up from time to time. This is a good 
opportunity to do just that. It is, like 
most refinance, profitable business 
even though HARP loans tend to take 
a little longer as well as require ad-
ditional work. Still, this is attractive 
lending from a revenue and margin 
perspective.

The GSEs recently made the Pro-
gram more attractive from a repre-
sentations and warranties perspective. 
Buybacks are a persistent worry and 
have been since the housing bubble 
burst in 2007. Fannie and Freddie rec-
ognize the worry, hence the improve-
ments in these important HARP provi-
sions. If you have stayed away from 
HARP lending for this reason, give the 
new reps and warrants a fresh look. 
They may change your mind.

The last refinance, HARP or other-
wise, brings the market to its seventh 
inflection point and tees up the next 
revolution. What happens after the fi-
nal homeowner closes their refinanced 
loan, lowering their payment? The 
implications, both short- and long-
term, are significant and sobering. The 
near term impact is obvious:  no more 
loans. Recall the Bugs Bunny cartoon 
in which Elmer Fudd is doing his usual 
blundering job of hunting rabbits. El-
mer has Bugs in his sights. Elmer pulls 
the trigger. Nothing happens. Bugs, 
glib as ever, simply says, “Hey, laugh-
ing boy, no more bullets,” which also 
means no rabbit for Elmer.

We’re approaching the time when 
there are no more refinance bullets in 
the mortgage rifle, which also means 
no more loans for us. And it’s differ-
ent this time around: the market won’t 
reload in 18, 24, 30 or 36 months like 
it always has. Homeowners who have 
refinanced this time will hold on to 

their 3.50% 30 year mortgage loans 
for much longer than borrowers of 
the 1980s, 1990s and the 2000s. This 
may be the most important element of 
the seventh inflection point: we’re in 
for year after year of purchase-money 
lending, the true heart and soul of 
mortgage lending.

The mortgage industry has not ex-
perienced a long-run purchase market 
since the post-World War II housing 
boom. There are not a lot of lenders 
left who were originating loans in 
those days. While they’d have helpful 
lessons to share, so much is different 
this time in terms of borrower expecta-
tions and demographics and housing 
preferences and choices. The mortgage 
industry, market and mortgage process 
has changed, too. Suffice it to say:  now 
is the time to think and act on the pur-

chase strategy that suits your company, 
your customers and your community. 
One size in no way fits all.

We’re most concerned with the 
mortgage process; that’s our business 
and has been since the start of the 
internet lending revolution, the fifth 
inflection point. The mortgage cycle, 
that period of time from origination 
through closing, funding and delivery, 
is simply a manufacturing process, one 
that was truly broken a decade ago. 
While it has gotten a lot better thanks 
to the attention it’s gotten and thanks to 
robust technology, there is still much 
more to be done.

Look at it from three perspectives. 
First is compliance. While not the most 
exciting aspect of mortgage lending, it 
has never been more essential. Today’s 
rules and regulations are more numer-
ous and stringent than ever before. 
They are also more difficult for human 
beings to follow consistently. That’s 
where strong, rules-based technology 

is indispensable. Technology used to 
its fullest compliance capabilities 
means you will lend with confidence. 
Face it; this regulatory environment 
will not abate anytime soon. 

Second is transparency. Lessons 
learned sifting through the aftermath 
of the great housing rush and bust of 
the early 2000s include the need for 
everyone involved to have appropriate 
visibility into the mortgage process 
from beginning to end. If your role is 
borrower, you need clearer documen-
tation, explanation and knowledge of 
what occurs while your mortgage is 
being processed. Borrowers also need 
a better understanding of the implica-
tions of their financing decision, both 
immediate and long-term. Clearly, that 
did not happen in the run up to the col-
lapse.  

Homeowners who have refinanced this time will 
hold on to their 3.50% 30 year mortgage loans for 
much longer than borrowers of the 1980s, 1990s and 
the 2000s.



If your role is investor, you too need 
abundant and clear access to all of the 
data used in the loan’s manufacture. 
The burden is on the lender to collect, 
assemble, use and expose all loan in-
formation to the parties in the transac-
tion exactly when and where needed. 
This, too, is where powerful technol-
ogy comes into play. How many total 
data points are there in a single mort-
gage loan? Easily several thousand. 
Multiply that by one year’s produc-
tion, and shared data points run to the 
millions. The days of lending without 
technology or using multiple platforms 
to manufacture a loan are over; data 
integrity and transparency is far too 
important, not to mention required.

Third is speed through the mortgage 
cycle. No lender closes a purchase loan 
as quickly today as was possible in the 
early 2000s; there’s simply too much 
to be done compared to those days. 
Still, speed-to-close is a purchase-mar-
ket differentiator. Lenders need every 
possible differentiator as a mortgage 
loan becomes more of a commodity 
as time passes. Rules and workfl ow-
based automation plus the leap to 
fully electronic, completely paperless 
lending translate to speed.  Here again, 
technology is the answer.  

The seventh infl ection point, which 
joins other revolutionary moments in 
mortgage lending like the advent of 
DU/LP, internet lending and the hous-
ing crisis, is multidimensional, much 
broader than the three manufacturing 
points mentioned here. Compliance, 
transparency and speed are each dif-
ferentiating in their own way, and each 
requires technology enablement. Yet 
the other dimensions of the seventh in-
fl ection point are important to ponder 

and include borrower profi le, property 
characteristics, credit standards staff 
capabilities and qualifi cations, second-
ary marketing design, investor profi les 
and a host of other considerations. 
Those, however, are subjects for an-
other day.

Curious about the six previous in-
fl ection points? This is purely a per-
sonal hypothesis, one developed after 
staring, of all things, at the 112 year 
history of the US Homeownership rate. 
It’s a fascinating picture, especially 
against the backdrop of history and the 
fact that the homeownership rate, too, 
is coming to an infl ection point of its 
own. So, briefl y, here are the other six:

1) Post WW II Housing Boom
2) The Introduction of the 1003
3) DIDMCA
4) The advent of DU/LP
5) Internet Lending
6) The Housing Crisis
Mortgage lending in the next ten 

years may be the most interesting pe-
riod in a long and storied history. 112 
years from now we’ll know for sure! ❖

Suffi ce it to say: now is the time 
to think and act on the purchase 
strategy that suits your company, 
your customers and your 
community.
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