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The mortgage te c h n o lo gy industry is
in it s own re ce ssion. To get  so m e
se n se of the origins and depth of

the te c h n o lo gy re ce ssion, we went back to
our raw MORTECH 2007 data (update d
D e cember 2007). From those data, we cal-
c u lated t he t e c h n o lo gy spending f ro m
companies that either went  out  of  busi-
n e ss in 2007 or closed a significant port i o n
of their business. We stopped counting at
$300 million. 

R o u g h ly 10 percent  of  co re te c h n o lo gy
spending suddenly disa p p ea re d .

B eyond the ephemeral $300 million, fo r
some time we have been arguing that impor-
tant market segments of the mortgage te c h-
n o lo gy market we re mat u re. It may not fe e l
l i ke it, but it is true. For insta n ce, in the lo a n
o r i g i n ation sys tem (LOS) market, the growt h
in the number of new te c h n o lo gy use rs (co m-
panies) pea ked all the way back in 1996Ð1997.
I n c rea s i n g ly, t he bulk of  te c h n o lo gy sale s
being made has been displacement sale s Ñ
b u s i n e ss that has to be wre s ted away from an
al ready installed co m p e t i to r.    

The decimation of the subprime marke t s
has blown up t he segment  of  t he co re
a p p l i cat ions market  having t he greate s t
g rowth over the past f ive yea rs. The sudden
loss of  revenues f rom subprime le n d e rs
leaves the te c h n o lo gy suppliers with insta n t
ove rca p ac i ty. 

Te c h n o lo gy spending is fall ing of f  in
many places. To be sure, mortgage te c h n o l-
o gy is not the only se ctor in distre ss. In Fe b-
ruary 2008, RBC Capit al Manage m e n t ,
To ro n to, Canada, polled 400 individual s
f rom a survey panel of  11,000 info r m at i o n
te c h n o lo gy (IT) ea r ly ad o pte rs within 7, 5 0 0
companies ac ross industry lines. RBC Capital
s h owed that most  info r m ation te c h n o lo gy
se cto rs we re in a dow n t u r n .

RBC Capital re p o rted that 74 percent  of
t h ose surveyed had no so ft wa re purc h a s i n g
p lans for the next 90 days. Even growth in
a reas such as so ft wa re as a se r v i ce (SaaS) wa s
n e gat i ve ly af fe ct ed. Only 23 percent  of
respondents said they plan to spend on Saa S
te c h n o lo gy, down from 35 percent  in RBCÕs
p revious survey. Spending plans we re cut fo r

co r p o rate purc h a ses of PCs in the next 90
d ays, IT se r v i ces and netwo r ked hos t i n g
se r v i ce s .

ÒWithout a doubt, this is the most seve re
spending downturn. ItÕs clear thereÕs been a
Ôcome to JesusÕ moment  for tech spending
ac ross co r p o rate America ,Ó says Marc Harris,
co - h ead of RBCÕs glo b al re sea rc h .

T h e re is no doubt  that  mortgage te c h-
n o lo gy spending has been diminished by the
realities of struct u ral change and the specte r

of a deeply disturbing crisis in the mortgage
d e r i vat i ves marke t.

A tt ack on t he credit  market  st ruct u re s
Can t he business environment  be wo rse
than the data imply? Change in the struct u re
of housing f inance fo llowing t he sav i n gs -
a n d - loan crisis in the 1980s was designed to
fend off periods of f inancial ill i q u i d i ty. The
c r i t i cal re form came as mortgage le n d i n g
m oved away from depos i tory bala n ce - s h e e t
lending to a marke t - b a sed sys tem of se c u r i-
tized mortgage finance. 

Under t he new st ruct u res, liquidit y in
housing finance no lo n ger was subjected to
a rt i f i c ial co n s t raints created from moneta r y
p o l i cy or non-economic re g u latory shac k le s .
F i n a n c ial market re form begun in the 1980s
was sure to eliminate seve re and crippling
l i q u i d i ty se i z u res in the 1990s fo r wa rd, or so
it  was thought .

The 2007Ð2008 crises in the credit  mar-
kets have been an ex t rao rdinary threat  to
n ot  just the f inancial sys tem of the Unite d
S tates but to that of the enti re inte rd e p e n d-
ent wo r ld. Consider that Britain had its firs t

bank run in 140 yea rs. President George W.
Bush and U.K. Prime Minister Gordon Brow n
h ave ag reed to step up co o p e ration over the
crisis in f inancial markets. They are se tt i n g
up a joint  working group that  will deve lo p
p lans to  monitor and re g u late the inte r n a-
t i o n al banking sys tem. 

This threat  to the modern era of asse t
f inancing is not yet  passed. Its salient t ra i t
has been the inability of t he financial sys te m
to both provide and allo cate credit  ef f i-

c i e n t lyÑ or at all. The mere poss i b i l i ty that a
t h reat  of  ill i q u i d i ty co u ld mat e r ialize is
re s p o n s i b le for recurring wea k n e ss in va r i o u s
co r n e rs of the credit markets. The Gold m a n
Sachs Group Inc., New Yo r k, fo re casts glo b al
c redit  losses stemming f rom t he curre n t
m a r ket  turmoil will reach $1.2 t rillion, with
Wall Street accounting for nea r ly 40 perce n t
of the losses. 

Pa rts of the credit  market are t ruly dys-
f u n ct i o n al. For insta n ce, iss u a n ce of asse t -
b ac ked securit ies (ABS) has va p o r i z e d .
M o n t h ly iss u a n ce of private - label mortgage -
b ac ked securities (MBS) fe ll from $99 bill i o n
in May 2007 to a mere $3 billion in January
2 0 0 8 Ñ n ea r ly a total market shutd own (se e
F i g u re 1). So much of the industryÕs growt h
can be linked to a growing non-age n cy se c u-
rities marke t.

And t hereÕs more. From t ime t o t ime,
h i g h - y i e ld bond market s have esse n t ially
c losed. Leve raged asset  and acq u i s i t i o n
d eals have gone want ing f or f inancing.
Bank bala n ce sheets have been under co n-
t i n u al pre ss u re. Financial asset s have suf -
fe red from histo r i cally high spreads to the
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The decimation of the subprime marke t s
has blown up the segment of the co re 
a p p l i cations market having the greate s t

g rowth over the past five yea rs. 

5 MBt-Lebowitz.qxd  5/1/08  12:28 PM  Page 1



MO RTGAGE BA NKIN G  /   M AY 2008

pricing of le ss-risky assets. The operat i n g
e n v i ronment  has been f illed wit h doubt
and divisive n e ss. 

The Bank for Inte r n at i o n al Set t le m e n t s
(BIS), Basel, Switzerland, went on re co rd say-
ing t hat  ce n t ral banks around t he wo r ld
we re sta rt ing to  doubt  the virility of U.S.
f i n a n c ial philoso p h y, policies and principle s .
Their co n cerns are ce n te red on the pro p e n-
s i ty for U.S. re g u lato rs to let asset bubble s
b u i ld up without  st rong inte r vent ion. The
a ss u m pt ion made in the United States of
such policy is that f inancial bubbles sa fe ly
can be Òc leaned upÓ after the fact . BIS co n-
cluded t hat  such la i sse z - fa i re f i n a n c ial
m a n agement Ò. . . was more or le ss the strat-
e gy pursued by f ormer Fed Chief  Ala n
G reenspan after the dot - com bust .Ó

BIS has concluded that  the United State s
w i ll cont inue to have diff iculty co m p e n sat-
ing for serious economic and financial imbal-
a n ces. BIS pointed to the United State sÕ cur-
rent  account  deficit  at 6.5 percent of gross
domestic pro d u ct (GDP), U.S. ex te r n al lia b i l i-
t ies rising by more t han $4 t rillion and a
f r i g h tening drop in t he U.S. sav i n gs rat e .
Ò D o lla r - d e n o m i n ated assets are clea r ly vul-
n e ra b le to a pre c i p i tous loss of private - se c-
tor co n f i d e n ce ,Ó it sa i d .

BIS warned about  re l ia n ce on co n ve n-
t i o n al monetary tools such as cutting inte r-
est rates. While using policy tools to lowe r

i n te rest rates in a crisis may seem to help, it
has the effe ct  of t ra n s ferring wealth fro m
c re d i to rs to debto rs and Òsowing the se e d s
for more serious pro b lems further ahead .Ó 

It is a frightening thought, but BIS co m-
p a red current conditions and policy applica-
t ion to the condit ions leading up to t he
G reat Depre ssion. BIS obse r ved that co n ve n-
t i o n al appro aches we re imple m e n ted and
h ad fa i led in the United States in 1930 and in
Japan in 1991. BIS concluded that there are
st riking similarit ies ac ross t ime. Then and
n ow, exce ss debt and ill - co n s i d e red inve s t-
ments built  up in boom yea rs. Co n se q u e n t ly,
the exce sses suffo cate the f inancial insti tu-
tions on which all co m m e rce relies.  

F i n a n c ial St a b i l i ty Forum (FSF)
A high-powe red council of f inancial ex p e rt s
thinks that the engine of mortgage growt h
m ay be permanent ly disa b led. The Financial
S ta b i l i ty Forum (FSF) is an independent
body housed within BIS. This Basel, Switzer-
la n d Ð b a sed forum of senior re p re se n tat i ve s
f rom many nat i o n al f inancial authorit ies has
seve re ly crit icized the running of co llate ral-
ized debt  obl igat ion (CDO) marke t s .
R e m a r k a b ly, FSF is on re co rd as pre d i ct i n g
t h at the ABS-CDO business will disa p p ea r.

The FSF co n sensus holds that CDO mar-
ket  discipline has been wea k. Inve s to rs in
ABS CDOs have f a i led t o look t hro u g h

co m p lex cre d i t - r i s k
t ra n s fer (CRT) st ruc-
t u res to  the underly i n g
risks of  t he subprime
m o rt gage marke t.
CDOs of  subprime
m o rtgages are the CRT
inst rument s at  t he
h ea rt  of  t he curre n t
c redit crisis. A mass i ve
number of  se n i o r
t ranches of  t hese
se c u r i t i z at ion pro d-
u cts have been dow n-
g raded f rom t riple -A
rat i n gs to non-inve s t-
m e n t - g rade. CDOs are
a fa i led marke t.

B u s i n e ss is awf u l
Ve n d o rs want to see the best in every situa-
t ion. Opt imist s se ll  more t han do pes-
s i m i s t s Ñ seems lo g i cal. What is not  true is
the myth that  le n d e rs will buy more te c h-
n o lo gy when business is down and they have
t ime to implement what they buy. 

It  does make st rategic se n se to build
n ew ca p a b i l i ty to pre p a re for the next busi-
n e ss re cove r y. It  is illo g i cal, howeve r, t o
i n vest  new ca p i tal  in t urbulent  t imesÑ
t imes when manage rs have difficulty val u i n g
their businesses. 

Can ve n d o rs f ind a way t hrough t he
damp of a down market? There is one cate-
gory of te c h n o lo gy applicat ion that  co u ld
b e come a subs ta n t ial opport u n i ty for ve n-
d o rs even in the midst  of  such pro fo u n d
industry dread. The storm over credit losse s
and a rash of business and securities laws u i t s
a re producing a maddening array of co m p lex
and ge n e rally unpro d u ct i ve le gal and re g u la-
tory red tape. Co m p l ia n ce is nota b ly a la b o r -
i n te n s i ve f unct ion. Displacing labor by
a u to m ating le gal and re g u latory co m p l ia n ce
m ay be the ve n d o rsÕ delive ra n ce from the
d e pths of this business cyc le .

A cco rding to the Securities Industry and
F i n a n c ial Markets Asso c iation (SIFMA), New
Yo r k, investment banke rs spend in exce ss of
$25 billion co m p lying with nat i o n al and lo cal
laws and re g u lation. SIFMA estimates that 94
p e rcent  of  ex p e n d i t u res on co m p l ia n ce
activities is for sala r i e s .

The cost  and effo rt to  co m p ly with law
and re g u lation in investment banking may be
a n alo gous to what  can be ex p e cted in mort-
gage banking. It is poss i b le that te c h n o lo gy
ve n d o rs can f ind a subs ta n t ial business
o p p o rt u n i ty arising from the credit  crisis.
I n ve n t i ve te c h n o lo gy suppliers might  se e
co n s i d e ra b le gain from auto m at ing so m e-
thing akin to the $23 billion spent on co m-
p l ia n ce staffing in the new and more highly
re g u lated mortgage industry. Opport u n i ty is
shining in the darkest corner of the industry.

Jef f  Lebowitz is founder and principal of  MORT E C H

L LC, Guilfo rd, Co n n e ct i c u t. He can be reached at

j e f f @ m o rte c h - llc . co m .
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