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Bad Times for Informatior

he mortgage technodgy industry is
in its own recession. To get some

sen® of the origins and depth of
the technoloy re ce sion, we went badk to
our raw MORTECH 2007 data (updated
Dee@mber 2007). Fom those data, we cal
culated the technodgy spending from
companies that either went out of busi-
nesin 2007 or closed a significant portion
of their business.We stopped counting at
$300 million.

RouglylD percent of coretechnodgy
spending suddenly disappeaed.

B grond the ephemeral $300 million, for
sometime we have beenamguing that impor-
tant marketsegmentsof the mortgagetech
nolog/ market we re mature. It maynot feel
likeit, but it istrue. Forinsane, in the loan
origingon sys tem (LOSmarket, the growth
in the number of newtechnodgy ue rs o m
paries)pea led al the way backin 196£1997
Inceasingj, the bulk of technobgy sales
being made has been displacement salesN
busineshat hasto be wre s&d away from an
dready irstaled ompetitor

The decimation of the subprime markets
has blown up the segment of the core
appliations market having the greatest
growth over the past five years. The sudden
loss of revenues from subprime lendes
leawes the technod gy suppliers with instant
ove rcapaciy

Technodgy spending is falling off in
many places. To be sure, mortgagetechnol
ogy isnot the only se dor in distress. In Fe b
ruary 2008, RBC Capital Management,
Toronto, Canada, polled 400 individuals
from a survey panel of 11,000 informadion
technodgy (IT) eary adopters within 7,500
companiesacrossindugry lines RBCCapital
shaved that most informaion technodgy
edorswereinadovnturn.

REC Capital repoted that 74 percent of
those surveyedhad no softwae purchasing
plans for the next 90 days BEven growth in
arassuch asoftwake asa ®rvie (laaJwas
neatively affected. Only 23 percent of
respondents said they planto spend on SaaS
technoo gy, down from 35 percent in RBC®
previous survey. Spending plars we re cut for
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corpoge purchass of PCsin the next 90
days, IT servies and networked hosting
®rvices.

OVithout adoubt, thisisthe most se\e fe
spending downturn. It@ clear there©been a
Gome to EsusGmoment for tech spending
arossmrpoete AmericaQsaysMarc Haris,
o -headof RB@globaresarch.

Theeis no doubt that mortgage tech
nolog spending hasbeen diminished by the
redities of gructural changeard the specter

T

of adeeply disturbing crisis in the mortgage
derietivesmarke t

Attack on the credit market structures
Can the business environment be worse
thanthe dataimply? Changein the structure
of housing finance following the saving-
and-dan crisis in the 1080s wasdesigned to
fend off periods of financial illiquidiy. The
critial re form came as mortgage lending
m oved awnay from deposiory balane-sheet
lending to a market-baedsystem of ®curi
tized mortgage finance.

Under the new structures, liquidity in
housing finance no longer was subjected to
artifical constaints created from monetary
poligor non-economic re g udtory shackes.
Finandimarket reform begun in the 1980s
was sure to eliminate seve re and crippling
liguidiyeizuesin the 190s forwad, or so
it wasthought.

The 2007B2008 crises in the credit mar-
kets have been an extrao rdinary threat to
not just the financial sys tem of the United
S ftesbut to that of the ertire interdepend
ent world. Consider that Biitain had its first

bank run in 40 years. Presdent George W.
Bushand UK. Pime Minister Gordon Brown
hae agreed to gep up coopeantion over the
crisis in financial markets. They are setting
up ajoint working group that will dewe lop
plans to monitor and regudte the interna
tiond barking sys tem.

This threat to the modern era of asset
financing is not yet passed. Its salient trait
has been the inahility of the financial system
to both provide and allocate credit effi-

cienty or at all. The merepossibiligthat a
threat of illiquidiy could materilize is
responsiblor recurringweak nesin various
cornesof the credit markets. The Goldman
Sachs Group Inc., New York fore aads globa
credit losses stemming from the current
marlet turmoil will reach $12 trillion, with

Wal Stred accounting for neary 40 perent
of the losss

Ratts of the credit market are truly dys
fundiond. For instane, issuane of asset-
backed securities (ABS) has vaporized.
Monthyisuaneof private-abel mortgage -
bec ked securities (MBS fe ll from $99billion
in May 2007 to a mere $3 billion in Jnuary
2008Nnery atotal market shutdown (see
Figug ). So much of the industry®growth
canbe linked to a growing non-age n ¢y secu
ritiesmarket.

And thereOsnore. From time to time,
high-yial bond markets have essentilly
closed. Leveraged asset and acquisition
deals have gone wanting for financing.
Bank balan e sheets have been under con-
tinud presue. FHnancial assets have suf-
fe red from historialy high spreads to the
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pricing of less-risky assets. The operating
envionment has been filled with doubt
and divisivenes.

The Bank for InternationbSettlements
(BIS), Ba=l, Switzerland, went on re cod say-
ing that central banks around the world
we e starting to doubt the virility of U.S.
finand philooophy policies and principles.
Their con@rns arecentered on the propen
sity for U.S regudtors to let asset bubbles
buid up without strong interwention. The
asumpion made in the United Sates of
such policy is that financial bubbles safely
can be @ kaned upQafter the fact. BIScon-
cluded that such laissez-fire financal
mangement O..wasmore or le sthe srat-
egy pursued by former Fed Chief Alan
Greenspan after the dot - com bust O

BIShasconcluded tha the United Sate s
will continue to have difficulty compenat-
ing for serious economic ard financial imbal
anes BISpointed to the United State Stur-
rent account deficit at 6.5 percent of gross
domedic produd (GDB,U.S externéaliabiH
ties rising by more than $4 trillion and a
frighening drop in the U.S. saving rate.
ODdar-denomined asse's are cleary vul-
neabéto aprecipious loss of private-see
tor onfidenc&jt said.

BISwarned about reliane on conven
tiond monetary tools such ascutting inte
eg rates. While using policy tools to lower

inteled ratesin a crisis may seemto help, it
has the effed of transérring wealth from
creditos to debto rs and Gowing the seeds
for more serious pro b msfurther ahead O

It is a frightening thought, but BIS co m
paed current conditions and policy applica-
tion to the conditions leading up to the
Great Dgre sion. BSobs redthatonven
tiond approaches we e implemened and
halfaikdin the United Satesin 180 and in
Jpan in V91 BIS concluded that there are
striking similarities ac ross time. Then and
now, excess debt and ill-consided invest
ments built up in boom yea s @nsequeny)
the exce ses suffo cate the financial institu-
tions on which al commece relies

Finanal Stability Forum (FSF)
A high-powe red council of finarcial expets
thinks that the engine of mortgage growth
m & be permanently disabkd. The Fnancial
Stabiliy Forum (FSF) is an independent
body housed within BIS. This Beasd, Switzer-
landBbad forum of senior repeent#tives
from many naiond financial authorities has
see re ly criticized the running of collate ral-
ized debt obligation (CDO) markets.
RemarkapFSFis on record as prediding
tha the ABS-CDO business will disappear
The FSFcongensus holds that CDO mar-
ket discipline has been weak Invesbrs in
ABS CDOs have faikd to look through
complex credit-risk

Monthly Private-Label MBS Issued
(March 2007Db Ebruary 2008)

transér (CRT) struc-
turesto the underlying
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risks of the subprime
mortgage market.
CDOs of subprime
morgages are the CRT
instruments at the
heart of the current
c redit crisis. A massie
number of senior
tranches of these
securitizeion prod-
ucts have been down-
graded from triple-A
ratings to non-invest
ment-gade. CDOs are
afaiéd market.
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Businesis awful

\endoswant to seethe best in every situa-
tion. Optimists sell more than do pes-
simistsNeems logial. What is not true is
the myth that lendeswill buy more tech
nology when businessis down ard they hawe
time to implement what they buy.

It does make strategic sen to build
new capabilit to prepae for the next busi-
nesrecovery It isillogial, however, to
invest new capital in turbulent timesN
times when manage ishawe difficulty valuing
their businesses.

Can vendos find a way through the
damp of a down market? There is one cate-
gory of technobgy application that coutl
bemme a substantal opportunity for ven
dors even in the midst of such profound
industry dread.The storm over credit loses
and arash of businessand securitieslansuits
ate producing a maddening array of compkx
and geneally unprodudivele gl and regua-
tory red tape. @mplane is notaby alabor-
intensie function. Displacing labor by
aubmang le @ and reguétory compliane
may be the vendos(deliveran e from the
depths of thisbusines cycle.

Ao rding to the Securities Indugry and
Finanal Markets Asociation (SFMA), New
York invegment banke 1sspend in exce s of
$25 billion com pying with naiond and lo cal
laws and re g udtion. SFMA edimates that 94
percent of expenditues on complane
activitiesisfor salaries.

The cost and effort to compy with law
and re g udtion in invegment banking may be
ando gousto what can be expe ted in mort-
gagebanking. It is possibéthat technodgy
vendos can find a substantial business
oppotunity arising from the credit crisis.
Inventive technodgy suppliers might see
consideralelgain from automaing some-
thing akin to the $23 billion spent on com-
pliane staffing in the new and more highly
re g udted mortgageindustry. Opportunity is
shining in the darkeg corner of the industry.

Eff Lebowitz is founder and principal of MORTECH
LLC, Guilford, Conneticut He can be reached at
jeff@mamech-lc.om.
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