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 The proliferation of ways that consumers can get a mortgage from the same lender has sparked tension among the staff of the various production channels. Cheaper rates offered through telemarketing, the Internet or customer-retention efforts can rub retail loan officers or brokers the wrong way. Here are some tips on how to manage the friction. 

 Picture this scene: A loan officer bursts into the manager's office and demands to know why the mortgage company's telemarketing department is contacting his customers. He says, "Every time I call one of the customers that I originated a loan with last year, I find out that they are already working with someone in our call center! These customers are mine and are necessary for me to achieve the volumes laid out in the compensation plan!" 

 * Of course, this was probably more the case a year ago than now, but the issue remains the same--who owns the customer and whose responsibility is it to keep that customer? 

 * The bottom line for a company is how to manage the customer relationships with its production strategies. Does a company participate in every possible channel to keep existing customers and to bring in new customers? It depends on the size of the company and willingness to invest in technology. 

 * Changing interest rates coupled with continued growth of technological capabilities have caused many companies to reevaluate the production strategy for their business. The continued growth in the methods of acquiring mortgage loans has created another business risk-- managing the conflict between the company s production channels. 

 While the conflicts among production channels have existed since the creation of the business of purchasing loans from brokers and correspondents (wholesale), it has intensified with refinance volumes shifting to telemarketing and retention channels. The intensity has increased still more with the downturn in production volumes experienced by many in 1999 and with the emergence of the Internet as a serious contender for mortgage volume. 

 Business Management 101 teaches that to solve a business problem one must first be able to identify that there is a problem, quantify the impact of the problem and develop a solution to mitigate the problem. It sounds simple enough, but obviously it is not. 

 In analyzing the growth of the Internet business in other industries, some companies have been successful despite their blatant disregard for one of the principles of business management: Do not cannibalize your core business. The mortgage industry is beginning to struggle with the issue of how to utilize a combination of the Internet, telemarketing, borrower retention, retail, broker and correspondent channels. I suspect we may see a radical shift in strategies that have typically been volume based--only within the past few years have production strategies begun to emerge that actually consider profitable growth rather than volume growth. 

 To lay the groundwork for discussing channel conflict, I will begin by setting forth some definitions. Then I will clarify how to recognize when conflict exists. Finally, I will identify alternatives to manage, reduce or eliminate conflict. 

 There are numerous methods to obtain mortgage loans. Some of these channels are defined below. 

 * Retail: Utilizing loan officers employed by the company to take a mortgage loan application, usually by face-to-face contact with the borrower, where the loan closes in the company's name. 

 * Broker: Utilizing a person not employed by the company to take a mortgage loan application that closes in the company's name. A broker typically sells fully processed loan applications to multiple lenders. The customer perceives brokers as independent of the lender and working in the customer's best interests. 

 * Correspondent: Utilizing a company to originate a mortgage loan that is subsequently sold, servicing released, to the ultimate servicing company. 

 * Telemarketing: Utilizing a centralized call center (either employed by the company or under contract by a service provider) to receive in-bound and make out-bound telephone calls for taking mortgage loan applications that close in the company's name. 

 * Retention: Utilizing a centralized call center (either employed by the company or under contract by a service provider) to make out-bound telephone calls to existing mortgage customers for taking refinance mortgage loan applications that close in the company's name. 

 * Internet: Utilizing the Internet via the company's Web site, multilender sites or portals to take a mortgage loan application that may close in the company's name. 

 * Subprime: While this is typically a product type, many companies utilize a specific team of individuals to take mortgage applications and close these products in the company's name. However, there is seldom conflict with this channel, as the expertise of the loan officers and the products available are usually unique to this channel. 

 * Construction: While this is also a product type, many companies use a specific team of individuals to take mortgage applications and close these loans in the company's name 

 * Controlled business arrangements: Many companies have affinity relationships with entities that through the nature of their business have customer relationships, and through these affinity arrangements these entities refer customers to the lender, which takes the mortgage application and closes the loan in the company's name. Examples of such are Realtors, builders, brokerage firms, credit unions, member associations and the like. 

 Channel conflict generally arises when the actions of the company create real or perceived competitive conflicts (such as competing for the same customer) within or among different production channels. Most mortgage lending strategies focus on production volume growth in hopes of achieving higher profit margins. Therefore, as companies look at alternative means to increase production volume the conflicts arise between and among their sales staff (including retail, telemarketing and retention staff) and their business partners. In addition, the conflicts arise between the retail loan officers and the telemarketing and retention staff (as noted in the opening scenario). 

 Until recently, smaller companies have been affected more by channel conflict than the megalenders. This is because of the limited geographic regions in which they do business and the typical retail-based production channel competing with brokers and correspondents from which the company purchases loans. 

 However, the megalenders are beginning to experience more significant channel conflict because of their development of telemarketing, retention and Internet channels. Loan officers, telemarketers, brokers and correspondents are all perceiving conflict with the emergence of the Internet channel. This topic will be addressed in more depth later. 

 In addition, the telemarketing and retention channels have also created conflict, but to a lesser degree. This conflict has been minimized because the production managers of the retail, broker and correspondent channels often win the internal political battles and direct management attention away from the often more profitable telemarketing channel. Another reason this channel has not created a large degree of conflict is lack of significant competition by new entities formed specifically to originate loans via telemarketing. 

 However, the Internet channel does possess this dynamic-companies not typically associated with originating mortgage loans are playing in the mortgage game. Companies are looking for ways to diversify their Internet offerings, and the mortgage loan product is a logical product with which to achieve diversification. A good example is software giant Intuit's QuickenMortgage(r). 

 Knowing when you've got a problem 

 Conflict will always exist to some degree--to eliminate it would diminish business opportunities and resulting profit opportunities. The key is to identify the point at which conflict becomes counterproductive to the business. 

 The easiest sign of conflict exceeding appropriate levels is a higher-than-normal turnover rate of sales staff and business partners. Close and constant communication with these individuals is critical to identifying a problem before it harms the business. Of course, distinguishing between the typical loan officer complaints versus substantive issues that may cause turnover is critical. 

 Monitoring the company's broker and correspondent trends also can indicate possible conflict. Looking for unexpected changes to product selection, volumes, customer types and refinance percentages are necessary to understanding whether there are conflicts developing among the brokers and correspondents. Of course, whether departures are negatively affecting the business, profit margin differences among channels and longer-term trends all must be taken into account. 

 Another sign that channel conflict has become serious is when the customer becomes aware of the conflict. While this is more difficult to identify, it certainly is an indicator. Internal battles over who owns the customer should not be apparent to the customer. 

 If a customer gets calls from brokers offering refinance opportunities with the mortgage provided through your company, and they get a call from one of your loan officers seeking to refinance the loan, as well as a telephone solicitation from your company, that definitely indicates the "right hand doesn't know what the left hand is doing." The customer then may become skeptical, especially if he or she is quoted potentially three different prices for what the customer believes is a similar loan and similar service. Customers may take their business elsewhere as a result of this confusion. 

 In addressing this situation, the difficulty comes in identifying whether customers are leaving for price, service or conflict issues. Surveying customers who leave the institution is one way to stay abreast of the situation. 

 A mortgage company or servicer must clearly understand the desires of customers to properly formulate its production strategy. This information should be gathered from the customers themselves, not the sales staff, in order for it not to be biased. The more forward-thinking production managers have noted that borrowers should be given clear choices that carry with them the appropriate price differentials. 

 The retail, broker and correspondent channels that choose to charge the borrower more for more personal face-to-face service will have to earn their customers at the higher price by providing a combination of advice and service that's superior to the experience offered via the Internet, telemarketing and retention channels. One company that chooses to differentiate its price through the Internet channel versus its other channels is Countrywide Home Loans, Inc., Calabasas, California. Customers who want more personal service will pay more for that service than for comparable products obtained via the Internet. 

 While the industry seemingly has learned to cope with the conflicts that arise out of companies producing loans through retail, broker and correspondent channels, it is only now learning how to cope with the friction arising from the Internet channel. Very few case studies are available from which we can draw data regarding Internet-based channel conflict. This is due to the infancy of Internet originations in the mortgage industry. Yet some of the largest mortgage companies--Countrywide and Chase Manhattan Mortgage Corporation--recognize conflict arising because of their Internet strategies and are only now beginning to identify the magnitude of the conflict. 

 Enlightenment from the stock brokerage business 

 With this situation in mind, the securities brokerage industry is perhaps the best example of how different companies are dealing with similar channel conflict. Actions contrary to basic management principles, such as the cannibalization of one channel for the benefit of the other, have occurred. San Francisco-based Charles Schwab Corporation is an example of this in the brokerage industry. 

 David Pottruck, chief executive officer of Charles Schwab, strategically decided to offer fixed-price trading of $ 29.95 (with certain limitations), despite the fees earned on its discount brokerage-generated trades of $ 65. Management made this decision partly because some customers were confused and others were manipulating the system--some customers were using the discount brokerage to obtain advice and then going to the Web to get the lower price to execute the trade. Since customers preferred using the Web for most of their trades because it cost less, Schwab practically eliminated the use of its discount brokerage--which charged more per trade for the "human touch"--and shifted its service to the Web. The company's stock suffered for a few months, then rebounded to the point where the company obtained significant market share over other online brokerage firms. 

 New York City-based Merrill Lynch & Go. is addressing channel conflict in a different way. Rather than slashing the price of trades, Merrill Lynch plans to present a menu of pricing options to its customers, ranging from a percentage of the assets traded to a fixed price of $ 29.95. 

 One lesson to learn from this is that in a commoditized industry, only the strong survive. 

 One mechanism used to manage the conflict spawned by having various business channels is to create separate entities for the different channels. Pottruck created an online competitor of the discount brokerage firm, Charles Schwab, called e.Schwab. The two operations have different management teams and different staff with different business missions. However, eventually Charles Schwab was integrated into e.Schwab. 

 Merrill Lynch has opted to maintain control of all channels within the one entity rather than set up a separate legal entity. Skeptics question whether Merrill Lynch can execute this strategy effectively and be a force to compete against in the Internet arena. 

 So how can we apply the lessons learned in the brokerage industry to the mortgage industry? The livelihood of the sales force is paramount to both the stock brokerage and mortgage industry. In addition, focusing on the customer will determine which companies are more successful. Reduction in conflict can take on many forms--from a hardnosed approach to a more employee-friendly approach. While the latter tends to be the preference of most managers, sometimes the hardnosed approach may generate the best result. I believe a more appropriate approach is to examine the preferences of the targeted customers and build a series of channels that will encourage them to use the channel that fits the way they want to do business. I expect to see the enhancement of the existing environment, where a combination of channels coexists within an organization. 

 The hardnosed approach tends to eliminate the conflict through cannibalism. By redirecting management initiatives around the new channel, the other channel would become less significant to the strategy. It's a gutsy approach requiring the CEO trying to put such a strategy in place to have a proven track record with the stockholders to survive. 

 Many companies initially create separate entities to foster growth of a competing business line. However, at some point the two entities will have the same management team (even if it is as high up in the corporate hierarchy as the stockholders). Besides, what's wrong with intercompany competition? Procter & Gamble, a longtime stalwart in the consumer products industry, has made a success out of healthy competition between its brands. 

 The size of a company is critical in considering the proper approach to managing channel conflict. Small to medium-sized mortgage companies should concentrate on an approach that focuses on the utilization of loan officers and a broker network to produce loans that would be sold on a servicing-released basis. Since the ability to invest in emerging technology is substantially less for small to medium-sized mortgage companies than it is for the megamortgage institutions, their focus should be on the hightouch customers, such as first-time homebuyers--including the growing immigrant population, many of whom require face-to-face contact. 

 On the other hand, the megalenders certainly have proven that a variety of production channels can coexist. The key to success for the larger players is similar to that for smaller to medium-sized mortgage companies: Management's energies should shift to the growing businesses from the seasoned channels. This is not to say that the seasoned channels will become extinct--it means they will continue to operate with less senior management oversight. 

 Clear and complete communication of the company's aspirations and strategies is very important in ensuring that the sales force is not blind-sided by management decisions. While this sounds simple, simply communicating that production and market-share growth are the company's aspirations is not sufficient to reduce channel conflict. The employees must also understand the mechanisms and value of the strategies. If management presents this in a way that shows the employees how they win, they should respond better to the plan. 

 Another factor that can reduce channel conflict is providing the training necessary to convert from the "old way of doing business" to the "new way of doing business." Too many times, management is unwilling to invest in appropriate training to ensure their employees have the skills to implement a strategy. Granted, everyone in the mortgage industry has worked massive hours over the last couple of years just to keep up with the volume of loan applications. There has literally been no time to train employees (other than temps, contract labor and new staff). But how many companies have used the available time created more recently to begin Internet and other technology training that would allow for better productivity and more information on a timely basis for all the company's employees? Wouldn't this benefit the customer as well? 

 Providing a compensation plan that links the company's strategy to individual performance is also a valuable tool in reducing conflict. The industry has been painfully slow in altering its sales staff compensation plans (including for brokers and correspondents) to align them with production strategies. Over the last few years there have been gradual changes to loan officer commission plans that focus on profitability rather than volume. This occurred as companies realized that volumes did not always convert into profits. In fact, this compensation change, many times, has allowed loan officers to make as much or more money than they did under the old volume-based commission structures. In addition, the company made more money and usually had better quality loans--so everyone wins. 

 Instead of communicating a different emphasis, training employees or altering compensation plans, a company can take the radical approach of simply eliminating the conflicting channel. This may be the right answer for the smaller to medium-sized mortgage company if the change is one that embraces where the financial services industry is going--not where it has been. 

 By adopting specific strategies, mortgage companies can manage conflict and remain profitable. The bottom line is that the customer (the borrower) will become more and more involved in dictating which channel he or she prefers as the options increase and improve. The willingness of a company to listen and respond to the customer's desires will play a key role in understanding what strategy will work best. 

 Multiple channels are here to stay 

 We believe that multiple channels can not only coexist in the mortgage industry, but are essential to achieving the growth and profit goals of many companies. This is different than in the stock brokerage industry, primarily because the demographics of the mortgage customer are typically less sophisticated than the typical brokerage customer. Also, the mortgage transaction may be the largest single financial transaction a customer may enter into in his or her lifetime. In addition, the mortgage transaction is far more complex than the typical brokerage transaction. 

 The value of having loan officers, brokers and correspondents comes from the face-to-face contact they provide that can lead a nervous first-time homebuyer or an alternative credit borrower through the process. Combine that face-to-face contact with available technology--including the Internet--and you have a powerful and efficient combination of channels for originating loans. 

 Does the seasoned borrower really need the perceived level of face-to-face attention that traditional mortgage companies have assumed the customer needed, or do they just want responsive service at a fair price that minimizes the time they must spend with the lending process? Mortgage companies of the very near future must accommodate high-tech, low-touch customers as well those that are low-tech, high-touch. The buzzword for emerging mortgage companies is "mass customization." This is typically referred to in a product setting in terms of having a large-scale capability to produce a customized version of a product to suit individual customer needs, but is equally applicable to the mode of business delivery preferred by individual consumers. 

 A telemarketing operation is--or should be--designed to work with both types of customers--high-tech, low-touch and low-tech, high-touch. 

 Sales through telemarketing could exist through a proactive solicitation (before the borrower realizes he or she should refinance or as the borrower is considering a new purchase). Such efforts can use available predictive software to retain existing servicing customers. A telemarketing operation could also be in-bound by reacting to a customer's inquiry (not a payoff quote-- because then it's too late). Of course, operationally, these two forms of sales--proactive versus reactive--could be handled through the same centralized call and processing center. 

 In addition, the Internet should not be ignored as a delivery channel with great promise. There are so many options for implementing this channel that have been covered in past issues of Mortgage Banking that to reiterate them here would be redundant. Sales on the Internet continue to exceed expectations, and the financial services sector is challenged by new entrants in the industry that have chosen to specialize in this channel. In the Internet game, the first to market often wins (witness amazon.com). To even consider a fast follower" strategy puts many medium and large-sized mortgage companies at a disadvantage. 

 A strategy built around using many channels may work best for the larger, national mortgage companies because of the capital available for marketing/branding, technology and staffing and their need for significantly larger volumes. The smaller companies should concentrate on selecting a niche customer to serve and ensure their operations support the most profitable channel. 

 As we look out over the many different production channels that have taken root in the mortgage industry today and assess the sophisticated management challenges they have created, it's helpful to distill some essential guidelines to help prevent conflict. The key to managing channel conflict requires rapid identification of the conflict through open communications with sales associates and business partners; periodic evaluation of performance metrics and trends (including quality trends) to distinguish between true conflict and vocalized complaints; and a strategy that's conducive to the longer-term direction of the company--even if it means sacrificing part or all of an existing channel. 

 What should drive strategic decisions about production channels is the type of customer the company intends to serve. If it chooses to serve all types of customers, then the company needs all the production channels it can afford without minimizing the value of its investment. If the company chooses to serve certain segments of the population--whether demographic or geographic--then the company must choose the channel(s) it wants to specialize in that will allow it also to obtain expected returns on the investment. 

 Laura McDonald is a partner with the Stratmor Group, Inc., Washington, D.C. Stratmor Group is a mortgage consulting firm that specializes in strategic planning, implementation and mergers and acquisitions.  
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