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Dr Denis Worrall and his staff, organisers of the conference,

greeted invitees to the ABSIP Inaugural Annual Investment

Conference Gala Dinner on arrival at the foyer of CTICC's East

Ballroom. Guests sipped on orange juice and sparkling wine,

while others arrived and registered, greeting one another and

making introductions.

The dinner itself was held in the plush and beautiful East

Ballroom of the Cape Town International Conference Centre.

The soft blue lighting and silver candelabra on every white

damask-covered table added a soft, luxurious ambience to the

ballroom. Diners were entertained by live music played by a

jazz trio of double bass and keyboards led by award-winning

jazz vocalist Melanie Scholtz.

Diners enjoyed a sumptuous three-course dinner of nouveau

cuisine, the main course of which included a delicious rolled

leg of lamb with herbs and fynbos honey. Inbetween dinner

courses various speeches were made regarding the conference

to be held the next day.

Norman Qobolo, Acting Chief Executive at ABSIP started the

evening rolling, and welcomed Sello Moloko, President of

ABSIP to open the evening's gala affaire. He gave a short and

passionate address to the delegates on the continued need for

transformation in the finance sector, particularly in South

Africa, stressing the need for less words and more action.

Hugo Nelson, Chief Executive Officer of Coronation Fund

Managers, then made gave a light-hearted introduction about

the conference to follow the next day, and in a humorous and

complementary manner gave a brief summary of the attrib-

utes and meanings of the various titles of the after-dinner

speaker, His Excellency, Mr Paul Boateng, High Commissioner

Extraordinary & Plenipotentiary of the High Commission of the

United Kingdom of Great Britain and Northern Ireland.

The after-dinner speech given by HE Mr Paul Boateng contin-

ued the upbeat note as he teased South Africans regarding

their recent World Cup Rugby victory over England, but threw

down the gauntlet in hinting that for the 2010 Soccer World

Cup, he would find himself in a dilemma if England and Ghana

should be in the finals, but that he doubted England and

South Africa would be!

On a more serious note, he said that the challenge of the 21st

Century will be managing globalisation so that it would work

for everyone, and

stressed the impor-

tance of diversity in the

finance world, and the

need to eradicate bigotry and

prejudice and to level the playing

field internationally.  He feels the good

news about Africa in particular is that 2007 began with record

growth rates in Africa with positive future growth and stabili-

sation expected in emerging markets. Mr Boateng said that

the challenge for the United Kingdom includes enabling inter-

national development, integrating global cooperation and

robust crisis management for problem areas.

Mr Boateng stressed the African word Ubuntu, and gave its

meaning as "we are what we are because of others", that

humanity is interrelated.  He cautioned that the finance indus-

try must avoid knee-jerk reactions to market-related prob-

lems. He praised South Africa's Finance Minister, Mr Trevor

Manuel, in that he has been and continues to be a great

advantage for South Africa, and has blessed the nation with

unprecedented growth and stability.  He also complimented

the African National Congress (ANC) on its history of success,

noting that South Africa is leading Africa by its example and

acting as Africa's best hope for the future, acknowledging the

fact that South Africa embraced necessary changes with good

humour and a spirit of reconciliation.

Finally, Mr Boateng noted the various challenges to the global

economy, for example, oil prices driving inflation upwards, and

climate change being one of the greatest threats for which

urgent action is needed. He congratulated President Mbeki on

his foresight at Gleneagles as being the only leader voicing

concern over both African and climate change issues. He

advised that the best strategy to combat climate change,

which will affect financial markets in the future, are that both

individuals and companies must be environmentally responsi-

ble. He ended by reminding that Johannesburg should look to

its potential as South Africa's emission-trading hub, and

exhorted delegates and speakers at the gala dinner to "arise

and do it yourself - that global awareness is our own responsi-

bility".

In closing, Sello Moloka's thanked the conference sponsors,

particularly Coronation Fund Managers for sponsoring the gala

dinner. He thanked delegates and speakers for coming from

both near and far, and especially Dr Denis Worrall, Lyndon

Worrall, Daniel Bloch and other Omega staff for their excellent

assistance in organising the conference. His closing remark

was that skill and knowledge are of utmost importance, and

cannot be taken away by anyone.

Pre-Conference
Gala Dinner
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“A great leader takes people
where they do not necessarily
want to go but ought to be”
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My focus this morning is to look at the turmoil that is still

reverberating across the global markets and to try to analyse

how this came about. I will also ask whether the causes of this

turmoil mean that the underlying workings of the Financial

Industry have fundamentally shifted. 

If we take a clear look at the events of this summer we

can see that there were a number of specific drivers

which interacted with well-known market characteristics

to bring about the sub-prime crisis which led to  liquidi-

ty turmoil. In turn,  this turmoil has led to predictions

that the fall-out may itself hasten the expected slow-

down in the economies of the developed markets. A

"new order" indeed, if this is found to be the case.

Three key characteristics of the market have been openly

exposed this summer. (1) Globalisation, (2) the effects of

Information Vacuums and (3) Contagion Risk. These three

elements were compounded by a lack of transparency arising

from ever more complicated product structures.

Let us start by taking a dip into financial market theory.

Financial markets work like any other market: there is

demand, supply, and a price. What many people do not appre-

ciate however is how little they resemble the 'perfect market'

that is assumed by academics in their textbook analysis.

Financial markets do not always operate smoothly or rational-

ly. The key for making money in some financial markets, for

example, is not for a trader to necessarily be fundamentally

right in their belief or assertations as to the direction of a

market, or a company.

No, the key to success for that trader is instead often based

on whether the majority of people in the same field believe

him to be right at that point in time. 

This is where we have a potential disconnect between the

underlying fundamentals of an economy and the way the stock

markets reflect that economy. We saw it first with the famous

South Sea bubble and more recently with the dot.com crash.

We see it again today. The cause for this disconnect is termed

"information asymmetry". 

Information asymmetry is where there are a number of partic-

ipants in a market and those participants do not all have the

same levels of information. This means that it can be difficult

in financial markets to find the true price and risk of an asset

or a credit, since usually, one market side knows more about

the development of an asset than the other.

A borrower will know more about his or her probability to pay

back a credit than the lending party.

And of course, no participant ever has perfect information. 

Another key characteristic is Contagion Risk, which is the risk

that events which affect one market participant in a certain

way spreads through to affect others in the same way, regard-

less of justification.

A very key example here is where one bank announces that

estimated losses due to sub-prime were too low: the stock

market reaction has been to assume that other banks will also

have underestimated their losses. : And I am sure that today

there are a few CEO's hoping that the contagion risk relating

to the replacement of the heads in a number of the larger

banks around the world will not be spreading too close to their

own doors!

Of course, we can see how Contagion risk and Information

Asymmetry work together to create a steamroller effect when

there is a threatened turmoil. We have seen it in the UK this

year with one banking institution being targeted with an old-

fashioned run on the bank.. I understand that B.o.E under-

went a similar run here in South Africa back in 2002 owing to

a breakdown in trust as to how its financial stability would be

assured in the medium term.

The New Financial Services Order:
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What is it? And Why did it go wrong?

“Financial markets do not
always operate smoothly or
rationally.”
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