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High Technology and High Finance:
a Dangerous Mix "'

Technological advances have been responsible for a long trail of financial disasters.
Today’s mortgage market crisis is no exception.
By Jonathan Weber

In most industries, technological innovation leads to new and better products, lower prices,

or both, and is almost always a positive thing for consumers. There are disruptions * and

dislocations” in the industry, and the incumbents ' —both companies and individual employees—

often end up worse off, but by almost all measures the economy at large generally benefits.

But in the finance sector, these principles don’t seem to apply.

As the global economy heads towards recession ”, innovations in the mortgage * market are

D mix /miks/ 7. 284
marketing mix & 44 284
(2) disruption /dis'rapfon/ n. # 3, 5 Kt
The company was in disruption. 2 3] & F 2% # & # 2 ¥
(@ dislocation /disla"keifon/ 1. #%4L , F 4L
In 1929, the whole world witnessed a disastrous economic dislocation caused by the collapse of New York Stock Exchange.
1929 5 HEAERZH T b WA IER TG T B A AR R R,
@ incumbent /in'kambont/ n. 4£3R & IAL
Castillo was to be the new incumbent of the presidential chair of this company. & # # ¥ B & 4 A A& 69— F F K,
(® recession /ri'sefon/ n. Z ik, R¥F A
The US current account deficit this year is projected to fall for the first time since the recession of 2001.
T AFEBGZFIRP KRFH B 2001 FE2FRBARETRTHE,
(© mortgage /'mo:gid3/ n. &47 ; &AT E 5 v, kAP
mortgage market #&47 %  mortgage-backed securities &3V X HiE H-
They repay their mortgage in monthly installment. #4114 A 4 44 242 T 4837 45 2%
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emerging " as key culprits® in the downturn ’. The securitisation * of mortgages, in which

individual loans are packaged into funds and then sliced” up and sold off to investors, has created

a crucial disconnect between lenders and borrowers.

4 Quantitative * analysis of the risk and return of a particular packages of loans, and the

high-tech hedging * strategies associated with securitisation, are turning out to be a poor substitute *

for the inefficient and low-tech judgment of a bank lending officer.

5 Quick changes in investor sentiment also seem to be confounding ” the impenetrably "

complex trading strategies of once-high-flying hedge funds. As a story in The Wall Street Journal

(]

noted on Friday, a number of so-called “quant”" funds are now seeing big losses.

6 That’s not supposed to happen. These kinds of funds are built on the idea that sophisticated”

computer analysis can find and exploit pricing anomalies” across markets, and trading on such

information should be comparatively risk-free. But since the profits on any specific trade of this

(D emerge /i'mo:dz/ vi. h . 2,
emerging markets #7 3% 7 3 emerging economies in Asia I i 44 #7 3% 2 F 4K
The ship emerged from behind the fog. A8k % 2 & T %k |
@ culprit /'kalprit/ 7. e A, £ 12
(3 downturn /'daunton/ n. A& B 1 | 5% &
(@ securitisation /si kjuritai'zeifon/ n. 3E 414
securitise /si'kjuritaiz/ v.
asset securitisation %t/ iE AL securitised subprime mortgages #iE 14 #4 K & AT 4
Securitisation offers a range of benefits for Asia’s financial systems and economies as a mechanism to assist funding and
investment. 1k 7 #& Ak 9 5 44 5T o) AU IR AL S T ) £ Bk R R Z TR R — A4,
® slice /slais/ v. 1% ;2% n. 3K A
sliceup ¥ — A K
(6 quantitative /'kwontitotiv/ adj. 4 &89 , & % 44

quantitative analysis & & 2 #7 a quantitative change & %
(D hedge /hed3/ v. &n. £ B4k
hedging strategy % 1 1% {f % v hedge fund £ #) & 4 ; 5t b A 4

Investors are able to hedge (protect themselves) against interest-rate risk.

B H B EHRM(RY B T) kI A 2R,
(® substitute /'sabstitjust/ 7. 4% 8 & , %A, 5

In modern society, people use e-money as a substitute of paper money. 7 AR A2, AATEE A & F 58 T R AR AT
© confound /kon'faund/ vz. 318 3R W AE oo 7 Bk 4

The financial crisis confounded their investments. 4 & /& A& R A1 89 2% 72 4%
(10 impenetrably /im'penitrobli/ adv. % i 3 | % A 22 i 3b,

the impenetrably complex trading strategy 5. 2% /7 X w4 22 fif 4 5 % vk
@ quant /kwont/ n. K E AR EZXHHF @i+ R
(2 sophisticated /so'fistikeitid/ adj. % -&#9 ; K 3% 89 ;K B a9 B A ¥

the latest and most sophisticated technology & #7 5 & 3 #9 4 K
3 anomaly /o'nomoali/ n. B % , 5%

various anomalies in the tax system #t#] £ 44 #F F R 2L %
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nature are small, you have to borrow a lot of money to make it worthwhile, and that exaggerates"
the risks of any flaws in the analysis. And of course if you can’t borrow money easily and
cheaply, the whole thing falls apart.

Every financial crisis in my memory has had a technological innovation as one of its villains *.

In the 1987 stock market crash, it was “program trading”, a then-new approach of automating the

trading of large blocks of stocks based on certain indicators *. This computer-based trading

dramatically accelerated market movements, and when that movement was sharply to the down
side it caused a panic.

In the mini-crisis of the late 1990s, which among other things brought down the supposedly
invincible " hedge fund Long Term Capital Management, the villain was derivative * trading.

Securitised mortgages are actually one example of a derivative—a financial instrument whose

value is ultimately based on the value of some other security. The problem is that derivative

products are often hard to value, which doesn’t concern people too much on the way up but can
lead to all kinds of carnage® on the way down.

In theory, these new high-tech financial products should actually reduce risk, because posi-
tions* can be hedged six ways to Sunday and thus protected from the ebbs® and flows of the mar-
ket.

In practice, though, it appears that the unintended consequence has been to make it possible
for traders to make ever-larger bets without a clear view of the risks. Or rather, to take a more

malign” view, it enables traders to take a lot of risk without investors and lenders being fully

(D exaggerate /ig'zed3areit/ v. 7 X ; 4~k , Ak
They exaggerated their income on the mortgage application. #4112 A&7 ¥ 3 P & K AT 69N
@ villain /'vilon/ n. B A & ;4% %
(3 indicator /'indikeito/ 1. 3% 47 ; 3% = & , K T4
All the main economic indicators suggest that economy is improving in this country.
FRA W 2R ZFRARAR Y Z B 2T EEKE,
(@ invincible /in'vinsobl/ adj. &84 ;¥ K R B
(® derivative /di'rivativ/ n. A B AT A T B (= &%)k £ 4TS
derivative trading 4 @ #7 A = S 69 L 5
(© carnage /'komid3z/ n. 7% & , K B
(D position /pa'zifon/ n. sk~ (F4RAT B Ak KA 694648 | 35 KN SAT 89 K 4)
long position % 4 k< (4 ) short position 42 & % (H4)
A long position involves inflows greater than outflows in a currency and a short position involves outflows greater than
inflows. % k48 5 T a9 AN K TR, Mm% k285 T a9 R B X TR,
ebb /eb/ n. ¥, % %
the ebb and flow #1 K % % ; 2 &
(9 malign /ma'lain/ adj. & &8 vr. #3%,5 %, F 4
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aware of what is being done with their money.

11 Technological innovation, combined with lax'" oversight® and flawed” incentive structures

in the finance business, has turned out to be a toxic ' stew . Hedge funds and the traders they

employ make immense sums of money when they do well, but there is no corresponding penalty
when they do poorly. The fund manager who makes $100 million in a good year can simply pack
up and close his fund if things go badly the next year—but he still has that $100 million.

12 Technology, it seems, has served as an enabler of unsound practices. Without regulatory®
reform and changes in the compensation * structures of the financial services industry, that will
surely continue to be the case. And finance will retain the unhappy distinction® of being the only

major industry where technological innovation may do more harm than good.

(659 words)
(From Times Online”, February 25, 2008)

Notes

1. There are disruptions and dislocations in the industry, and the incumbents—both companies
and individual employees—often end up worse off, but by almost all measures the economy
at large generally benefits.

SHATY R AARE, N F (AR TANEER)EH AR ERE B ILE R AR
REE ENEFAE 2 NFZH,
end up EA“ERA oo RLeveees ZEER”, ;.

@ lax Nleeks/ adj. # 1 8  F = #-49

() oversight /'ouvosait/ 1. BB & | %

@ flaw /flot/ vi. 4+ TAFA H T
flawed incentive structures 7 &k [ & 3L J5) AL ]

@ toxic /'toksik/ adj. &4 | & &t

) stew /stjuz/ n. it 89 £ &

(© regulatory /'regjulatori/ adj. & 324y 454169 ; B 0
a local regulatory agency .7 % FZ AL

(@ compensation / kompan'seifon/ n. A& | B 1%
compensation trade #M% % %
compensation structures of the financial services industry 4 &% Ik 4- b #M 44 %

(®) distinction /dis'tinkfon/ n. 451 | 4 4

© Times Online 3 B (4 15 £ 1R ) A % 1
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(1) Their investment plan ended up a failure.
HATY 8 323 R A R i 4 4
measure EIXEBERERBAGRAE,RE”, .
(2) By any measure, the introduction of a market-making system was one of the most
important steps to greater currency flexibility ever taken by China.
Rt A 2AFEEZ, MTAMNEGIALZTERNER T AL HEBYRESL
HFRZ—
at large EA“E M, B M, £4H7, 0.
(3) The organization provides information on economic issues to the public at large.
AL #) AR RORFRBEZ 5 R A 6915 8

2. As the global economy heads towards recession, innovations in the mortgage market are
emerging as key culprits in the downturn.
MEARZFRARR WA TN BAFTRAI MR AN ETEFHHE

P 49 mortgage & A “IIT,42485” mortgage market F A “IKIT T 7 iy B FF AT
A FEEHRMMR, £ B —H B A A6 CRR A" A k& & T 4 “subprime mortgage
crisis” (R B IKAT T KAL),

P emerge AT CRI, HIA” B WA FHIAABKR LI XTI H A TY
K4 ) #F A “emerging markets” #= “emerging market countries”, ¥ X% A 42 R L ie
“emerge as” F R AEHy - B mARIEE FZFH RN (VEARA) - 7 e

Subprime mortgage crisis emerged as the losses from risky subprime mortgage securities.

KRBT R SEAUSE ) F R 08 R AR IRAT BT 3k 09 AR K PT 1 AL 8 AL,

3. The securitisation of mortgages, in which individual loans are packaged into funds and then
sliced up and sold off to investors, has created a crucial disconnect between lenders and
borrowers.

WHFRHNIEF U B —ELERMFRAIAEREL, REL0% ., HELRTFNWHK
FLEABFHAM T RAF A RRAEZEANHKR XA RRAEXREE,

S 84 securitisation of mortgages 15 9 5% “IRAT 5T F 49 IE S AL T, BT I8 GE AL, BPEJR
AR AR 6 3 75 A R A TR B IR T IS 0 AR A Rk AU R K HLARAR ) 89 3K
PR R BAZT T Z R R —NAE X 5 A & TAFE 2, SF3 AT X ] B e R4
B BREFIERMELSE =7 X RA TR 0 T TR T RBMAIER  EFAL
RIS, PRSI X R AE S IRIT R 2k A 69 IE 4 4L 7 (mortgage-backed
securitisation: MBS) #= “ ¥ = % 4% #93E /1L (asset-backed securitisation: ABS). B ] 7T A
FEF AL 0 F 7 L AEAE G AT A A B R B ARAT AR A AR AR R A A OB R T
FOKRERZF., TFESMAL =+ FRERERBFBMRERG 2R —



g &
N IRTFYK F i #H

X H 1] securitisation = & E K # E %, £E A B K securitization, I:
(1) A successful securization program requires solid “infrastructures”, for example, a standard
contract and the banker’s due-diligence.
— AR IERA T EF R E T AR e — AR EN S Y R BT R
RiAE
3 H package into EA TR HE M- ¥, .
(2) All the goods you ordered are packaged into a container.
RHPIT AL R T —NEEH,

4. Quantitative analysis of the risk and return of a particular packages of loans, and the high-tech
hedging strategies associated with securitisation, are turning out to be a poor substitute for the
inefficient and low-tech judgment of a bank lending officer.

ME AR R A R 5 B AT, UK G IE R LA B B R E R R
ERRTRARKBR AL MERASENHAB RN TRERE,

X “return"EH ZREBERFHBEEEFE, KE”, WM.

(1) The bank made substantial returns on risk investments.
X FARAT A R 32 P BB F

BEad“urn out .. =B AH“ER...... Yo .

(2) The mobile phone turned out beautifully.
EHF IR RRES,

5. Quick changes in investor sentiment also seem to be confounding the impenetrably complex
trading strategies of once-high-flying hedge funds.

REAEETANREA RGN I T EFGEREEFT TN XL IR EERTS
HHg

S hedge funds 89 & & A B A K4 3ok R a7 sbab KA E A R st b it
27 AR T 20 2 50 SR EE i"— BUENTEETHRARE BREFE mﬁzmi?

mu&xﬂaaéﬁxéﬁxm BME#TEETE Nt PR -2 R E LTHE
Fo RN, 2 L+ HFaRE, Mﬂ%é}&k%i\tm&éé@éﬁﬂ%fﬁ\m&ﬁm@m

&, LR A *ﬁ%ﬂ"ﬂi%ﬁéﬁ& TRt Ae G 02 m T G RER T, oA R & Fr e it
A en W ATAT R R A B I (16 R Bk s e AR X g AK % 3
& 3 F ) “once-high-flying " iR B 1B EHIF A “SWEHN", 0.
New York prosecutors are investigating whether Wall Street banks withheld information
about the risks stemming from once-high-flying subprime loan-linked investments.
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MAK IR E EERE L REBAT T IE T AP LM & & B 5 R0 X 6 2 e R
Az 8,

6. These kinds of funds are built on the idea that sophisticated computer analysis can find and
exploit pricing anomalies across markets, and trading on such information should be
comparatively risk-free.

FKMHE SRR TAXFNBEEM L. TEHTENST2 LI A 85T 5700
BER EBRIFNERHXTRS , KRR KRILEHE,

3 i “across markets” I EEBE“EBWiH, MiHZE", WM.

The company conducts business across borders/countries.
BN FH AL /SRR S ED,

7. In the 1987 stock market crash, it was “program trading”, a then-new approach of automating
the trading of large blocks of stocks based on certain indicators.

1987 FH FH - MREEZELIH W EHRENNBARG” WREX LR THF B
S &

P18 “program trading” , #t 2 & BRI L X R4F0 R / B X ERZTHHITEER
F#93 4, X P49 “a then-new approach of automating the trading of large blocks of stocks
based on certain indicators”3f 54 # “program trading” &9 B 45 %, &, B LA G #, X 2
FeRL B R 5 BF R — A8 T LW B R E 5 R T S RATRS A BA
— 1 .

They came to the conclusion that the company wasn’t willing to do business with them.

AR R 5 Z NS R RS AT S,

8. Securitised mortgages are actually one example of a derivative—a financial instrument whose
value is ultimately based on the value of some other security.

EHFAMIF TR ERE 2B AT A TRESEH, EMERAEETHMEMESFGN
A,

J& 4] P 49 “a financial instrument whose...” 3 5> F 28 7 P05 — o —H L2 —
FrRALE R 4, WA 5 5]t BB “derivative” &£ — AP A g T A7 X 2R F “akA
® R EIF R AL R de Bl AL 5 Fe € 64 AT Bk A R — AR EIF R — AN 8 T IR S AL IR AT R
HFEhRZ—FemiTAE T EEH AR E P TERGIRAT “9FE", R
Rl it ok R4,

9. In theory, these new high-tech financial products should actually reduce risk, because positions
can be hedged six ways to Sunday and thus protected from the ebbs and flows of the market.
AEME XHHAGHEALR SR ELF LN YERRNGR  BATHLTHATLENE
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10.

Ar
—;L‘l” FRFY S B3] 5k e 22

MRENT XTI HENR
hedge a pos1t1on” AL 3 ok B R e — Ak ik B — £ 5 A k< @ AR R

IR LG SRA KT Ak AE BRI, EREGT ER S LT RAKG S
EA AR AR EANE RSB IR, “position” & K kT, £ A
SME RE MR F RSP EN RN R T BOHARL, 4o

A trader must be aware of his position in each currency. He often trades to balance his
position better.

XGRSt F hBFAGEAILT2mEL P A, EF EE L ha@s
INIE K T R AR
Technological innovation, combined with lax oversight and flawed incentive structures in the
finance business, has turned out to be a toxic stew.
BARGHEA LR EEL B EH AL B KR —FHEFT,

b d “f’ “a toxic stew” AN Bk P BRI F 7 A wk ok B R B R Ak )
RBVIX = ATy @ e E AT 0 F

/
| Test Yourself

1. Multiple choice

Choose the correct letter A~D for each question.

1. How does the author think about technological innovation in most industries?
A. It is almost always a positive thing for consumers.
B. It is responsible for economic disasters.
C. It causes difficulties and disorders to the industry.
D. It brings companies and individual employees into worse situations.

2. According to Para. 8, what is the problem with derivative products?
A. They caused the mini-crisis of the late 1990s.
B. They are often hard to value.
C. They don’t concern investors too much.
D. They are the derivatives of technological innovation.

3. According to Para. 10, which of the following statements is NOT correct?
A. The inintended consequence is because the traders are making larger and larger bets.
B. The traders seem to have no clear views of the risks in what they are making bets.
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C. The traders intendedly take risks without providing related information for investors and
lenders.
D. Investors will stop the traders from taking risks if they are aware of what is being done with
their money.
4. According to Para. 12, what enables the unsound practices in financial sector to exist?
A. Lax oversight and flawed incentive structures in the finance business.
B. Technology.
C. The existing compensation structures.
D. Corresponding penalty.
5. On what condition will finance retain the unhappy distinction of being the only major industry
where technological innovation may do more harm than good?
A. If there will be no more technological innovations in financial sector.
B. If financial crisis will continue to exist and grow.
C. If there will be no regulatory reform and changes in the compensation structures.
D. If funds can borrow money easily and cheaply without paying interests to the investors.

I1. Short answer questions
Using NO MORE THAN THREE WORDS, answer the following questions.
1. What’s the problem in the securitisation of mortgages?

It breaks up the connection between

2. What does “it” refer to in the sentence “But since the profits on any specific trade of this
nature are small, you have to borrow a lot of money to make it worthwhile” (Para. 6)?

The on the information of computer analysis.

3. Why is it hard to value a financial derivative product?

The value of a derivative is based on the value of

4. What, together with lax oversight and flawed incentive structures in the finance business,

will do great harm to the whole economy?

5. Hedge funds and the traders make large amounts of money when they do well. Will they be
punished when they do poorly? Why?

No, because there is no at all.
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III. Matching causes and effects

The passage describes a number of cause and effect relationships. Match each
cause, in Column A on the left, with its effect in Column B on the right.

Column A: causes Column B: effects

1. The securitisation of mortgages (A) Stock market crash in 1987
(B) In finance, technological innovation may
do more harm than good.
2. A technological innovation in financial (C) Connections between lenders and borrow-
industry ers are broken.

(D) Every financial crisis has it as one of its

villains.

3. Program trading (E) Hedge funds and the traders make
immense sums of money when they do
well.

4. This computer-based trading (F) Market movements are dramatically
accelerated.

(G) The supposedly invincible hedge fund
Long Term Capital Management was

5. Derivative trading brought down.

(H) Technology has served as an enabler of

unsound practices.

1V. Sentence completion

Complete the sentences below using the words given in the box.

exception mortgage benefit downturn package
exploit derivative reduce incentive immense
distinction dramatically information strategy substitute

1. We don’t usally accept payments by D/P, but as you’re a regular customer we Il make
an this time.

2. We buy a new house on loan and according to the loan arrangements we will repay the



