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The bringing to market of a new and significantly different product.
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The introduction of a new production technigue.
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The opening up of a new market.
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The industry products have become commodities and increasingly both less
profitable and more expensive to scll.
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Technology is often regarded as exogenocus to social and economic systems . It
embodies various kinds of technical about scientific principles and how they can
be applied for useful purposes.
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Financial services industry will have (o reinvent itself if it is to continue to
prosper in the 21st century . the product: that fuelled its growth beginning with
the Eurodollars and Eurobound can no 'snger sustain it , forty years ago they
were innovations. Now they have beconn more commodities, which means they
have became increasingly low profit if not enprofitable.
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The dominant financial services institution> have made a single major innovation
in thirty years.
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More and more of the income of top firms no longer comes from fees that

client pay for services, it comes from trading for the firm's own account in stocks
and bonds, in derivatives, currencies and commodities.
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Financial Emgmeerlng is the successful implementation of the investment
bankers creativity in security design.
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The term * Financial enpireering * me:sns different things to different people.
ThlS is not surprising hecanse this ﬁeld is not very well defined.
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Financial Engineering invoives the design, the development and the innovative
financial instruments and processes, and the formulation of creative solutions to
preblems in finance.
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The process of creating new financial products is sometimes referred to as
financial engineering. The innovatiovn that have led to opportunities for risk
management.
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I am to speak of what all people are busy about, but not one in forty understand.
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Futures and options are securities that represent side bets on the performance of
individual or bundle of security.
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All financial derivatives are designed for the purpose of trading market risk.
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For three years following the US steck market crash, regulators . Wall street
analysts and academicians speni thousinds of hours exploring the role of
derivatives in the crash of 87 and the mini :rash of 1989.
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Figure 14 6
Dow Jones Industnal Average Oune-Minute Chart, Monday, October 19,1987
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Source: Report of the Presidential Task Force on Market Mechanisms
{(Washington, D C.. US Govemmental Pnnting Office January 1988)
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Figure 14.7
MMI Spot and Futures, October (9, 1987
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Source: Chirage Board of Trade, Thr Chirage Beazd of Trade’s Respenso o The Presidential
Task Force on Market Mechanisme, December 1987 Courtesy Chicagy Board of Trade.

FIGUHE 148
&AM Spo: and Futures, Cofober 16, 1947
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MM: Spotand Futures, Ociehe 23, 1997
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Derivative markets enable those wishing to reduce their risk to transfer it to

those wishing to increase it.
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Risk can also be traded by purchasing or creating a different financial derivative
investment.
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securities markets impose several restrictions designed to limit or discourage
short selling that are not applied to derivative transactions.
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Many investors prefer fto speculate with derivatives rather than with the
underlymg securities.
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George Sores has declared that many derivatives serve no purpose other than to
facilitate speculation in particular.
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More recenily , Alfred Steinherr , the author of Derivatives, the Wild Beast of
Finance. 1998, described derivatives as the dynamite for financial crisis, and the
fuse-wire for international transmission at the same time.
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In April 94 Soros told the house b:i king committee, that some of these
instruments appear to be specifically de:igned to enable institutional investors to
take gambles which they would not otherwise be permitted to take.
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People who trade on news are more likely to use derivatives than traditional
securities.
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Thirty years ago, the only innovations have been any number of allegedly
* scientific * derivatives. But these financial instruments are not designed to
provides a service to customers. They are designed to make the traders
speculations more profitable and at the same time less risky. In fact they are
unlikely to work better than the inveterate gamblers equally “ scientific
systems for beating the odds at Monte Carlo or Las Vegas.
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The markets have grown more efficient making it more difficult for traditional

investment and financial management strategies to squeeze out acceptable
profits.
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Any virtue can readily become a vice i” taken to excess and just so with the
innovation.
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Abbeys that possessed hoards of coine¢ money and treasury of gold and silver
ornaments often made loans to neighbor:1g lords who needed money to carry on
war or to alleviate famine conditions.
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