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The Latest Mandate

In today’s lending environment, both the markets and the
regulators are demanding more, but …

By Andrew Weiss-Malik

T

he mortgage industry needs more innovation. There is simply too much inefficiency trapped in the process of originating, processing and closing mortgage loans.
This must be improved through the development and implementation of new technology.
But therein lies the problem—the major players
in the industry, the large traditional banks, are
not only unable to leverage the technologies
that already exist, but at times appear unwilling
to support the development of new innovation
that would improve the industry overall. Without the participation of the firms dominating the
industry in terms of loan aggregation market
share; there is little chance that needed innovations are actually realized.
On the origination side of the business, the
industry has witnessed startling innovations—
but not from the major players. Mid-tier mortgage bankers and leading online originators
have, in particular, leveraged technology to
increase productivity on a per-employee basis.
For them, with largely flexible software and
systems, implementing a time-saving, productivity enhancing innovation may involve a few
hours of a programmers time, while for the major banks it could mean a multi-million dollar
overhaul of a rigid, legacy system. In fact, while
adding an employee equipped with technology
can improve productivity in a mid-tier lender,
a new employee at a major bank, forced to operate inefficient systems, can actually reduce
productivity.
This restraint in innovation, by the major
banks, does impact the overall industry and
consumers. A case in point is the measurement
of the average days needed to close a mortgage
loan. In August of 2011, the average elapsed
time from loan application to closing was 40
days. While this is too high, and unnecessary
given the complexity of the task, it has only
gotten much worse over time. By this time a

year ago, average closing time had risen to 44
days. In June of 2012 it grew to 47 days, and
finished the year with a 55 day average! During
this time the five largest banks had close to 50%
of the mortgage origination market, with the
single largest player accounting for 1/3 of the

There is simply too much
inefficiency trapped in
the process of originating,
processing and closing
mortgage loans. This must
be improved.
market by themself. While increasing refinancing, and even improving purchase loan volume
do account for some of the increase, the fact is
that inefficiencies in the systems used by the
market-dominating firms explain most of the
increase. Efficient, technologically flexible systems can handle increased volume with minimal
increases in processing time.
It is in loan delivery to the secondary market that we witness the biggest impact of the
large banks inability to support innovation.
The product of mortgage origination is in one
sense, simply data. But the quantity and the format of this data create innumerable challenges
for the industry and regulators alike. With the
new focus within the industry on transparency,
compliance, accountability and risk mitigation;
data about borrowers, mortgage applications
and properties becomes the coded-language that
ensures adherence to the new standards. Yet,
without the leadership of those who dominate
the industry currently, efforts to establish common data collection and delivery protocols have
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In order to create an environment that is pro-innovation,
the economic costs of failing to innovate must be
high enough to force a change in behavior.
little chance of developing. This slows the process
of positive change in the industry.
For example, let’s consider the two major efforts
prior to the housing/mortgage crash to establish and
share common data standards across the mortgage
industry: MERS and MISMO. MERS was an attempt to develop a common data set and repository
for mortgage servicing. It allows the efficient tracking of notes and servicing rights. Yet, as valuable as
that is within the industry, many lenders are failing
to report closed transactions in a timely fashion.
Should fraud occur in the process, the delay in reporting to MERS reduces the potential of identifying the problem quickly and can result in a massive
cost to the victim
lender.
MISMO on the
other hand, is a far
more ambitious effort to define a common data set for all of
the major aspects of
the mortgage manufacturing
process
from
application,
through underwriting
to delivery in the secondary market. With
the current emphasis
in the new regulatory framework on
increasing the quality
and transparency of
loans, the utilization
of common data sets
across the industry
is essential. Yet, the
voluntary nature of
MISMO adherence
has resulted in “common” standards that
aren’t quite so “common.” Many lenders, particularly the largest ones, have employed variations to
one degree or another, to the MISMO standards. The
reason for these variations is likely the limitation of
their current technology to effectively produce or
retrieve the data in accordance with the standards.
What can lead the big banks and the industry
toward increased innovation? The laws of economics teach us that a rational actor in the market will

choose the action that is in its own best interest. In
order to create an environment that is pro-innovation, the economic costs of failing to innovate must
be high enough to force a change in behavior. Market and regulatory pressures can provide the necessary incentive to make such changes.
As 2012 gave way to 2013, there was already
evidence building that consumers were reacting to
the increased closing times to obtain a mortgage by
moving in meaningful numbers away from large
banks as the source for their new loan. The market
share of the major banks is now on the decline, while
the market share of online, mid-tier and even small
originators is on the ascent. This market pressure
will eventually be sufficient to force the bank
originators to improve
their service standards
(through innovation and
leveraged technology) or
rethink, yet again, their
commitment to mortgage
lending.
A regulatory impetus
for change is the recent
adoption of Uniform
Mortgage Data Program
(UMDP) by both Fannie
and Freddie under the
direction of their regulator, the Federal Housing
Finance Agency (FHFA).
The UMDP includes several initiatives including
the Uniform Loan Delivery Dataset (ULDD), the
Uniform Appraisal Dataset (UAD) and soon the
Uniform Mortgage Servicing Dataset (UMSD).
Freddie describes the
ULDD is this way:
The Uniform Loan Delivery Dataset (ULDD) supports the work to implement uniform loan delivery
data standards and defines the data that we require
at loan delivery based on loan type, loan feature or
other business requirements. The ULDD helps improve data accuracy, simplifies the exchange of data,
and increases confidence that loan data delivered to
Freddie Mac is complete and accurate.
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Until recently only 18 fields of information were
required when a loan was sold to these GSEs, but
under the current version of ULDD that number has
increased to over 100 fields. Phase two of ULDD, effective in August of 2014, will require even further
refinement of the data submitted with loans sold
into the secondary market. However, the GSEs and
aggregators still require manual data entry or a flat
file upload. Web service technology has existed for a
long time and provides a method of automating loan
delivery.
At 360 Mortgage we had to innovate to work
around the loan delivery barriers. Through our technology development company, On The Go Technology, we engineered a 90% automation method to loan
delivery. The results were astounding. Productivity in
our loan delivery department increased to just short of
600 units per employee per month. Another example
is in the results of our automated interface with our
document preparation provider. After implementa-

tion we saw an increase from 80 units per month per
employee, in the closing department, to just over 200
units per month per employee. The technology exists
to drastically improve process efficiency and increase
productivity across all departments but without industry support for innovation, most companies will find
themselves falling behind the technology curve.
These market and regulatory pressures will eventually force all lenders to innovate their origination,
underwriting, loan delivery and servicing processes
through leveraging available technologies. But the
process will take time through which mid-tier lenders will push for things to move faster, while the big
banks will push for things to slow down. Eventually,
however, all lenders with a desire to remain in the
industry, will be forced to be efficient and effective
in providing loans to consumers and reliable products
for investors. That is when we can truly say: Out
with the old mortgage industry and in with the new
mortgage industry. ❖

Andrew Weiss-Malik, chief operating officer at 360 Mortgage Group LLC, is recognized as an industry leader
in mortgage-technology innovation. Andrew utilizes his past experience in capital markets, mortgage-product
development and efficient operations to enhance the lending value chain at 360 Mortgage.

The Lender’s Digital Marketplace.
The industry’s first Solution Selection Engine. This offering
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