
Financial 

Markets and 

Instruments 

(Lecture 4) 
 

Tiago Cardão-Pito 



 Class Stocktrack: 

 

 ISEGULisboaFMI2015 



 Sources of tension in the financial center 

of the world 







 







 Shift in World politics.  



 3- The major institutions of the financial 

sector 



A- Banks 

 



The separation between retail banks and 

investment banks that existed in previous 

decades is no longer verifyiable today.  



Em 1950
Underwriting Insurance

Payment Saving Fiduciary Lending Issuance of and risk management

services products services business consumer equity debt produts

Institution

Depository institutions x x x x x

Insurance companies x * x

Finance companies * x

Securities firms x x x x

Pension funds x

Mutual funds x

Em 2007
Underwriting Insurance

Payment Saving Fiduciary Lending Issuance of and risk management

services products services business consumer equity debt produts

Institution

Depository institutions x x x x x x x x

Insurance companies x x x x x x x x

Finance companies x x x x x * * x

Securities firms x x x x x x x x

Pension funds x x x x

Mutual funds x x x x

Saunders and Cornet, 2007 



 

Rank Bank Country Total assets, US$bn Balance sheet

1 Industrial & Commercial Bank of China (ICBC) China 2,953.85 31.03.2013

2 HSBC Holdings UK 2,681.36 31.03.2013

3 Deutsche Bank Germany 2,597.36 31.03.2013

4 Credit Agricole Group France 2,582.42 31.03.2013

5 BNP Paribas France 2,507.96 31.03.2013

6 Mitsubishi UFJ Financial Group Japan 2,486.31 31.03.2013

7 Barclays PLC UK 2,414.78 31.03.2013

8 JPMorgan Chase & Co USA 2,389.35 31.03.2013

9 China Construction Bank Corporation China 2,361.60 31.03.2013

10 Japan Post Bank Japan 2,118.84 31.03.2013

11 Agricultural Bank of China China 2,295.80 31.03.2013

12 Bank of America USA 2,174.61 31.03.2013

13 Bank of China China 2,130.82 31.03.2013

14 Royal Bank of Scotland Group UK 1,979.14 31.03.2013

15 Citigroup Inc USA 1,881.73 31.03.2013

16 Mizuho Financial Group Japan 1,881.03 31.03.2013

17 Banco Santander Spain 1,637.74 31.03.2013

18 Societe Generale France 1,592.51 31.03.2013

19 Sumitomo Mitsui Financial Group Japan 1,576.58 31.03.2013

20 ING Group Netherlands 1,508.71 31.03.2013



 Banco Best  

 Banco Comercial Português (Millennium BCP) 

 Novo-Banco (antes Banco Espírito Santo (BES))  

 Banif 

 Banco Internacional de Crédito (BIC)  

 Banco Português de Investimento (BPI)  

 Banco Santander Totta  

 Barclays Bank Portugal  

 BBVA Caixa Económica Montepio Geral (CEMG) 

 Caixa Geral de Depósitos (CGD)  



 Interest rate, income and risk.  



Break down of loan  

portfolio US 2007 

 





Traditional functions of 

investment banks 

 1) Investing 

 2) Services associated with security 

emission 

 3) Market making 

 4) Services associated with financial 

market transactions 

 5) Managing funds 

 6) Mergers and aquisitions 



IPOs in 2012 (The Economist) 





 

B- Public capital markets 



World Federation of Exchanges (2013) 

e de Mitchie (2006) 





 World Federation of Exchanges (2013) e 

de Mitchie (2006) 

 

 

 

 

 

 

 









 

C- Other finantial Institutions 



a) Investment and hedge funds 

 

b) Insurance Companies 

 

c) Regulators  



C.1 Investment and Hedge 

Funds 

 





Rank Hedge Fund Managers Location Hedge Fund Assets Date 

1 Bridgewater Associates US, Westport, CT $75.3 bn 30-06-2012 

2 Man Group UK, London $52.7 bn 30-06-2012 

3 JPMorgan Asset Management US, New York $44.0 bn 31-12-2012 

4 Brevan Howard Asset Management UK, London $36.7 bn 30-06-2012 

5 BlueCrest Capital Management UK, London $31.1 bn 30-06-2012 

6 Och-Ziff Capital Management Group US, New York $31.0 bn 01-10-2012 

7 Winton Capital Management UK, London $28.4 bn 30-06-2012 

8 Highbridge Capital Management 1 US, New York $28.0 bn 30-06-2012 

9 GLG Partners 2 UK, London $26.4 bn 30-06-2012 

10 Soros Fund Management US, New York $25.0 bn 31-12-2011 

11 BlackRock US, New York $24.2 bn 30-06-2012 

12 Baupost Group US, Boston $23.8 bn 30-06-2012 

13 Angelo Gordon Co. US, New York $23.0 bn 30-06-2012 

14 Paulson & Co. US, New York $22.6 bn 31-12-2011 

15 D.E. Shaw & Co. US, New York $22.0 bn 31-12-2011 

18 Elliott Management US, New York $20,2 bn 30-06-2012 

16 Renaissance Technologies US, New York $20.0 bn 31-12-2011 

17 Farallon Capital Management US, San Francisco $19.2 bn 31-12-2011 

19 King Street Capital Management US, New York $17.6 bn 31-12-2011 

20 AHL 3 UK, London $16.7 bn 30-06-2012 

21 Davidson Kempner Capital Management US, New York $16.5 bn 31-12-2011 

22 GoldenTree Asset Management US, New York $16.3 bn 30-09-2012 

23 Adage Capital Management US, New York $16.0 bn 31-12-2011 

24 Goldman Sachs Assets Management US, New York $15.3 bn 31-12-2011 

25 Moore Capital Management US, New York $15.0 bn 31-12-2011 

Source Bloomberg Markets Magazine 



C.2 Insurance companies 

 



 As to the separation between retail and 

investment banks, today also there is not 

a clear separation between banks and 

insurance companies. 

 



 Insurance companies are in the business of 
risk.  

 

 There are two major types of insurance 
contracts. Existem dois grandes tipos de 
seguro: 

 

 A) Life and health (also called life). 

 

 B) Property and its damages (also called non-
life).   



Life; $2,62 ; 

56,8%

Non-Life; 

$1,99 ; 

43,2%

Life insurance 
accounted for nearly 

57% of global 
premium volume in 

2012 vs. 43% for  
Non-Life (source 

Insurance information 
institute) 

Distribution of Global Insurance 
Premiums, 2012  ($ Trillions) 

Total Premium Volume = $4.613 Trillion* 

Source: Swiss Re, sigma, No. 3/2013; Insurance Information Institute. 



Rank Insurance company Country Assets (US$b, 31/12/2011) 
Market cap (US$b, 

31/3/2012) 

1 Japan Post Insurance Japan 1,258.33 * - 

2 AXA France 945.571 39.017 

3 Allianz Germany 830.804 54.245 

4 Metlife US 799.625 39.719 

5 Nippon Life Insurance Company Japan 649.402 * - 

6 Prudential Financial US 624.521 29.667 

7 Zenkyoren (JA-Kyosairen) Japan 581.492** - 

8 American International Group (AIG) US 555.773 58.480 

9 Generali Italy 547.924 24.132 

10 Legal & General UK 507.935 11.933 

11 Aviva UK 485.637 14.985 

12 Manulife Financial Canada 452.243 24.431 

13 Aegon Netherlands 447.575 10.589 

14 
ING Insurance (ING Verzekeringen 

N.V.) 
Netherlands 434.377 31.863 

15 Prudential UK 425.322 29.612 

16 TIAA-CREF US 420.070 - 

17 CNP Assurances France 415.758 9.257 

18 Berkshire Hathaway US 392.647 201.135 

19 Zurich Insurance Group Switzerland 385.869 39.559 

20 Dai-Ichi Life Insurance Japan 382.803 13.889 

21 Ping An Insurance China 359.728 51.463 

22 
Meiji Yasuda Life Insurance 

Company 
Japan 352.698 * - 

23 Munich Re Germany 320.654 26.998 

24 Sumitomo Life Insurance Japan 312.460 - 

25 Hartford Financial Services US 302.666 - 
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Global Real (Inflation Adjusted) Premium Growth (Life 
and Non-Life): 2012 

Source: Swiss Re, sigma, No. 3/2013. 

Market Life Non-Life Total 

Advanced 1.8 1.5 1.7 

Emerging 4.9 8.6 6.8 

World 2.3 2.6 2.4 

Emerging markets in 
Asia, including 

China, showed faster 
growth an the US or 

Europe (source 
Insurance 

information institute) 
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Political Risk in 2011/12: Greatest Business Opportunities Are 
Often in Risky Nations according to Insurance Information 
Institute  

Source: Maplecroft 

The fastest growing 
markets are generally 

also among the 
politically riskiest, 

including East and South 
Asia 

Heightened risk 
has economic 
and insurance 
implications 

Australia and NZ 
rate well but most 
neighbors do not 



Geophysical  
(earthquake, tsunami,  
volcanic activity) 

Climatological  
(temperature extremes,  
drought, wildfire) 

Meteorological (storm) 

Hydrological  

(flood, mass movement) 

Natural Disasters Worldwide, 

1980 – 2013* (Number of Events) 

 

*Through June 30, 2013. 

Source: MR NatCatSERVICE 41 

41 

19 

121 

3 

200

400

600

800

1 000

1 200

1980 1982 1984 1986 1988 1990 1992 1994 1996 1998 2000 2002 2004 2006 2008 2010 2012

N
u

m
b

e
r 

There were 460 natural 
disaster events globally 
in the first half of 2013 

and 905 for full-year 2012 
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Top 16 Most Costly World Insurance Losses, 

1970-2012* 
(Insured Losses, 2012 Dollars, $ Billions) 

*Figures do not include federally insured flood losses. 

**Estimate based on PCS value of $18.75B as of 4/12/13. 

Sources: Munich Re; Swiss Re; Insurance Information Institute research. 
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5 of the top 14 most 
expensive catastrophes in 

world history have occurred 
within the past 3 years  

(2010-2012) 

Hurricane Sandy is now the 
6th costliest event in global 

insurance history 

2012 insured CAT Losses totaled 
$60B;  Economic losses totaled 
$140B, according to Swiss Re 



Losses Due to Natural Disasters Worldwide, 1980–2013* 

(Overall & Insured Losses) 

43 

Overall losses (in 2012 values)   Insured losses (in 2012 values)    

*Through June 30, 2013. 

Source: MR NatCatSERVICE 

(2012 Dollars, $ Billions) 
(Overall and Insured Losses) 
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Overall : $101.1B 

Insured: $57.9B 

There is a clear 
upward trend in both 
insured and overall 
losses over the past 

30+ years 

2013: 1st Half Losses 

Overall : $45B 

Insured: $13B 



C.3 Regulators 

 



 
Transaction costs 



Typology of orders 

 Normal order: buy and/or sell 

 

 limit order. 

 

 short sale. 

 

 stop order. 



Typology of transaction costs 

 1- Direct costs of transaction (finantial 

intermediation and taxes). 

 

 2- Bid and ask spread. 

 

 Note that economy of scale from large 

operators allow  reducing costs.  



 4. Managing 

investment 

portfolios. 

4.1 Investment and risk. 

4.2 Portfolio and efficient 

investment theory  

4.3 Techniques for selecting 

investments into shares.  



 Introduction to the economic theory of 

rational choice.  



 Supor que um investidor terá um 

rendimento de $ 10000 no período 1 e no 

período 2.  

 

 Suponha também que o investidor pode 

emprestar ou pedir dinheiro emprestado 

à taxa de 5%.  



 Deste modo, o máximo que o investidor 

pode consumir é de  

 10000+10000*1.05= 20500 no período 2  

 

 E de 10000+10000*(1.05)^(-1)= 19524 no 

período 1. 









 A teoria económica da decisão racional 

pressupões que os investidores escolhem 

entre oportunidades de investimento 

através da identificação de curvas de 

preferência racional, também chamadas 

funções de utilidade ou curvas de 

indiferença.  





Sendo assim possível de se encontrar o ponto 

de equilíbrio de acordo com esta teoria.  



Supor um caso com mais que 

um activo e riscos 

Neste caso,  a escolha a 

fazer deveria situar-se ao 

longo de A’BC 

Supor que existe um outro 

investimento que geraria 

10000 tanto no momento 1 

como 2, mas no entanto está 

associado a uma taxa de juro 

de depósito ou empréstimo 

de 10% 



 Problema da incerteza no 

comportamento dos investimentos, 

retornos, e dos próprios investidores.  



Características do conjunto de 

oportunidades com risco associado 



Retorno esperado 



>>>>>> no caso de os 

rendimentos serem 

igualmente esperados. 

>>>>>>> no caso 

geral. 



Recordar caracterististicas dos 

valores esperados 



Medidas de dispersão 

(variabilidade) 



Variância da População 
>>>>>> no caso de os 

rendimentos serem 

igualmente esperados. 

>>>>>>> no caso 

geral. 







 

 

 Então e se combinarmos activos 

diferentes? 



































Efeitos da diversificação da carteira da 

diminuição da variância do rendimento 

esperado 





Table 4-9 Percentage of the Risk on an Individual Security that Can Be 
Eliminated by Holding a Random Portfolio of Stocks within Selected National 

Markets and among National Markets  



FIGURE 4-2 The effect of number of securities on risk of the portfolio in the 
United States. 



FIGURE 4-3 The effect of securities on risk in the U. K. . 









Carteiras com índice S&P e 

Portfolio Internacional 










