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Plenty of Challenges Remain: 
 

• Litigation 

 

• Regulatory impacts 

 

• Revenue pressure from secular shifts (like indexing) 

 

• Persistent low rates / low volatility 



Litigation: FX manipulation 

4 
Source: Autonomous, FX shares per EuroMoney w/ GS estimated. Note: Sum of all banks not  shown is 18% market share and $5,200mn of forecast fines. 

FX market share and potential fines 

FX market share and expected fines

Bank FX market share Forecast fine ($mn)

Deutsche 15.2% 4,400                          

Citigroup 14.9% 4,300                          

Barclays 10.2% 3,000                          

UBS 10.1% 8,055                          

HSBC 6.9% 2,000                          

JP Morgan 6.1% 2,016                          

RBS 5.6% 2,288                          

Credit Suisse 3.7% 1,100                          

Morgan Stanley 3.2% 900                              

Bank of America 3.1% 900                              

Goldman Sachs 2.0% 900                              

Industry 35,059                        



Mortgage litigation 
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Source: Company data, Autonomous 

Bank of America: “BofA Mortgage Settlement Stalls Over SEC 

Political Fight” 
     Bloomberg, 10/28/14 

 

JPMorgan: “JPMorgan to face U.S. class action in $10 billion 

MBS case” 

   Reuters, 9/30/14 

 

Bank of America, others: “Virginia sues 13 big banks, claiming 

mortgage securities fraud” 

   Washington Post, 9/16/14 

 

 

 

 

Largely settled, but aftermath remains Bank of America Litigation Reserves 

$bn

Litigation Reserves Estimated 2Q14 adjusted for DOJ penalties 2.4

Liability (reserve) for Reps & Warranties 11.9

Total available reserves (est.) 14.3

Visible settlements:

FHFA Private-label securities -

FHFA final GSE Reps & Warranties Settlement* -

Gibbs & Bruns Reps & Warranties Settlement 8.5

Civil  Penalty (HSSL) 1.3

Compensatory payments to FDIC/NCUA/Ags -

Total visible settlements 9.8

Reserve available following visible settlements 4.5

Other expected issues, in order of visibility:

FHA -

Other PLS Reps & Warranties - non-FHFA buyers 7.2

Monoline exposures 1.0

LIBOR 2.9

FX 0.9

Total, other expected issues 12.0

Available reserve after "Other expected" -7.5

Available "excess" credit reserves or modeled expenses** -3.6

Total available -11.1

Note: Does not include any extra util ization to arrive at minimum reserve level

*reduced for principal reductions



FICC results 2014 vs. 2013 YTD 
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Source: Company data, Autonomous. Note: reflects only those having reported for 3Q14. 

Banks FICC trading revenues 
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Potential revenue impacts from Volcker and derivatives 

reform 
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Source: Coalition and Autonomous 
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Equities: Indexing puts pressure on “traditional” buy side 

US passive equity fund AUM as % total equity fund AUM 
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Source: EPFR and Autonomous 
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Equity revenues facing headwinds 
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Source: Bloomberg, SEC, Autonomous 
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Commissions as % of AUM: 12 large US equity funds 
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Interest rate environment 
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Source: Company data, Autonomous 

NII as % of total revenue Net Interest Margin, quarterly 
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Universal & Capital Markets Banks 
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The Brighter Side: 
 

• Global capital markets development 

 

• Company-level adaptation/strategic refinement is taking hold 

 

• When rates move – banking businesses will do better, trading revenue 

will anticipate 

 

• Advisory, ECM revenues reflecting economic growth 



Corporate borrowing shifting to bonds from bank loans 
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Source: ECB, Federal Reserve, Autonomous 

6.0% 

7.0% 

8.0% 

9.0% 

10.0% 

11.0% 

12.0% 

1
Q

9
9

 

4
Q

9
9

 

3
Q

0
0

 

2
Q

0
1

 

1
Q

0
2

 

4
Q

0
2

 

3
Q

0
3

 

2
Q

0
4

 

1
Q

0
5

 

4
Q

0
5

 

3
Q

0
6

 

2
Q

0
7

 

1
Q

0
8

 

4
Q

0
8

 

3
Q

0
9

 

2
Q

1
0

 

1
Q

1
1

 

4
Q

1
1

 

3
Q

1
2

 

2
Q

1
3

 

1
Q

1
4

 

European outstanding debt securities as % of borrowing 

 

US bond share up from crisis, but more penetrated 
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Self-help: rapid wind-down of Citi Holdings assets 
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Source: Company filings, Autonomous Research 

Significant progress made in ~2yrs 

 
Assets $bn 3Q12 2Q14 Notes

North America Assets:

Mortgage 95 67 Implied 4 year life

Personal 10 9 Implied 5 year life - OneMain

Other 6 2

Loans 111 78

Other Assets 33 14

Total North America Assets 144 92

International 10 6 Spain/Greece - Sold, closing 3Q14

Other Assets:

Securities at HTM 7 3

Trading MTM/AFS 14 5

Other Assets 7 3

Total Other Assets 28 11

Total Assets 182 111

Note: Numbers may not add due to rounding



Rising rates benefit in several ways 

14 
Source: Company data, Autonomous  
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Trading benefits when tightening imminent 
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Upswing in ECM, M&A 
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Source: Company data, Autonomous . Note: Reflects only those having reported results for 3Q14.  

ECM revenues YTD 
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Disclaimer 

GENERAL DISCLAIMER 

Please note that the information presented herein is based on reliable sources and, or opinion of Autonomous Research LLP 

and/or Autonomous Research US LP (herein referred to as “Autonomous”).  The content of this document may present a 

number of risks and uncertainties that might cause different results to that stated and events may differ materially from that 

which is expressed or implied herein. Autonomous assumes no responsibility to update any of the contents or opinions 

contained in this presentation. The information contained herein should not be interpreted as advice or a solicitation on the 

purchase or sale of specific financial instruments. Autonomous bears no responsibility in any instance for any loss including 

any consequential loss which may result from reliance on the information contained herein.   

The information in this report has been prepared for information purposes only. It does not constitute a personal 

recommendation, as defined by regulations. This material is intended only for investors who are "eligible counterparties" or 

"professional clients" or “institutional investors” and “professional investors” as defined by the respective Regulators, and 

must not be redistributed to retail clients as defined by the relevant Regulators. Retail clients through whatever media 

receive this report should note that the services of Autonomous are not available to them and should not rely on the material 

herein to make an investment decision. The result of such act will not hold Autonomous liable for any loss thus incurred as 

Autonomous is not registered/ authorised/ licensed to deal with retail clients and will not enter into any contractual 

agreement/ arrangement with retail clients for the services provided by Autonomous. 

The material in this report is based on information that we consider reliable, but we do not warrant or represent (expressly or 

implied) that it is accurate, complete, not misleading or as to its fitness for the purpose intended and it should not be relied 

upon as such. Opinions expressed are our current opinions as of the date appearing on the material only. The information is 

private and confidential and for the use of the client only. For the protection of persons other than the client who are not 

authorised to receive this report, this report may not be reproduced in whole or in part by any means except for the personal 

reference of the client. No part of this material may be reproduced, distributed or transmitted or otherwise made available 

without prior consent of Autonomous. Copyright Autonomous Research LLP, Autonomous Research US LP and 

Autonomous Research Asia Limited. All rights reserved. The trademarks and service marks contained herein are the 

property of their respective owners. Any unauthorised use or disclosure is strictly prohibited. 

 

In Europe: Autonomous Research LLP is authorised and regulated by the Financial Conduct Authority in the United 

Kingdom (500498). Registered in England & Wales No OC343985. Autonomous Research LLP is a FINRA 

registered Broker-Dealer (Financial Industry Regulatory Authority (“FINRA”)) www.finra.org and a Member of SIPC 

www.sipc.org. In the US: Autonomous Research US LP is a FINRA registered Broker-Dealer www.finra.org and a Member 

of SIPC www.sipc.org.  
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VIX Index – Fits and Starts around Volatility since 2009 

Source: CBOE Holdings 

In the absence of secular growth, trading volume is highly impacted by market volatility 
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US Cash Equity Volumes 

Source: BATS Trading 

Equity trading volumes have failed to recover since the financial crisis; following regulatory changes and technological advancement limits organic growth 
trends are limited 

Dec-14

Nov-14

Oct-14

Sep-14

Aug-14

Jul-14

Jun-14

May-14

Apr-14

Mar-14

Feb-14

Jan-14

Dec-13

Nov-13

0

2

4

6

8

10

12

14

2004 2006 2008 2010 2012 2014

B
il

li
o

n
s 

o
f 

S
h

a
re

s 
T

ra
d

e
d

Consolidated ADV

0%

10%

20%

30%

40%

50%

60%

2004 2006 2008 2010 2012 2014

% NYSE % NASDAQ % Dark

mailto:dfannon@jefferies.com


Jefferies LLC /  November 14 

Daniel T. Fannon (415.229.1523, dfannon@jefferies.com),)  page 22 

US Equity Options Volumes 

Source: Options Clearing Corporation (OCC) 

Options volumes represent one of the few areas of continued growth within all of trading. 
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Global Futures Volumes 

Source: Futures Industry Association (FIA) 

Outside of interest rates, most asset classes have experienced downward y/y volume trends in 2014. 
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Over The Counter (OTC) Notional Amounts Outstanding 

Following Dodd Frank implementation in the US and  EMIR in Europe, the OTC market is beginning to look more like the futures world. 

As of Dec 31, 2013 $Trillions Y/ Y

Interest rate contracts 584.4 18%

Foreign exchange contracts 70.6 6%

Credit default swaps 21.0 -22%

Equity-linked contracts 6.6 4%

Commodity contracts 2.2 -26%

Unallocated 25.5 -39%

Total not ional outstanding 710.2 2%

As of June 30, 2013 $Trillions Y/ Y

Interest rate contracts 561.3 11%

Foreign exchange contracts 73.1 15%

Credit default swaps 24.3 -15%

Equity-linked contracts 6.8 14%

Commodity contracts 2.5 -20%

Unallocated 24.9 -7%

Total not ional outstanding 692.9 7%

Source: Bank for International Settlement (bis.org)
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Important Disclosures 

Analyst Certification 

I, Daniel Fannon,  certify that all of the views expressed in this research report accurately reflect my personal views about the subject security(ies) and subject company(ies). I also certify that no part of my 
compensation was, is, or will be, directly or indirectly, related to the specific recommendations or views expressed in this research report. 

Other Important Disclosures 

Jefferies Equity Research refers to research reports produced by analysts employed by one of the following Jefferies Group LLC (“Jefferies”) group companies: 

United States: Jefferies LLC, which is an SEC registered firm and a member of FINRA. 

United Kingdom: Jefferies International Limited, which is authorized and regulated by the Financial Conduct Authority; registered in England and Wales No. 1978621; registered office: Vintners Place, 68 Upper 
Thames Street, London EC4V 3BJ; telephone +44 (0)20 7029 8000; facsimile +44 (0)20 7029 8010. 

Hong Kong: Jefferies Hong Kong Limited, which is licensed by the Securities and Futures Commission of Hong Kong with CE number ATS546; located at Suite 2201, 22nd Floor, Cheung Kong Center, 2 
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Important Disclosures 

Singapore: Jefferies Singapore Limited, which is licensed by the Monetary Authority of Singapore; located at 80 Raffles Place #15-20, UOB Plaza 2, Singapore 048624, telephone: +65 6551 3950. 
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India: India: Jefferies India Private Limited, which is licensed by the Securities and Exchange Board of India as a Merchant Banker (INM000011443) and a Stock Broker with Bombay Stock Exchange Limited 
(INB011438539) and National Stock Exchange of India Limited (INB231438533) in the Capital Market Segment; located at 42/43, 2 North Avenue, Maker Maxity, Bandra-Kurla Complex, Bandra (East) Mumbai 
400 051, India; Tel +91 22 4356 6000. 

This material has been prepared by Jefferies employing appropriate expertise, and in the belief that it is fair and not misleading. The information set forth herein was obtained from sources believed to be reliable, 
but has not been independently verified by Jefferies. Therefore, except for any obligation under applicable rules we do not guarantee its accuracy. Additional and supporting information is available upon request. 
Unless prohibited by the provisions of Regulation S of the U.S. Securities Act of 1933, this material is distributed in the United States ("US"), by Jefferies LLC, a US-registered broker-dealer, which accepts 
responsibility for its contents in accordance with the provisions of Rule 15a-6, under the US Securities Exchange Act of 1934. Transactions by or on behalf of any US person may only be effected through Jefferies 
LLC. In the United Kingdom and European Economic Area this report is issued and/or approved for distribution by Jefferies International Limited and is intended for use only by persons who have, or have 
been assessed as having, suitable professional experience and expertise, or by persons to whom it can be otherwise lawfully distributed. Jefferies International Limited has adopted a conflicts management policy in 
connection with the preparation and publication of research, the details of which are available upon request in writing to the Compliance Officer. For Canadian investors, this material is intended for use only by 
professional or institutional investors. None of the investments or investment services mentioned or described herein is available to other persons or to anyone in Canada who is not a "Designated Institution" as 
defined by the Securities Act (Ontario).  
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Important Disclosures 

For investors in the Republic of Singapore, this material is provided by Jefferies Singapore Limited pursuant to Regulation 32C of the Financial Advisers Regulations. The material contained in this document is 
intended solely for accredited, expert or institutional investors, as defined under the Securities and Futures Act (Cap. 289 of Singapore). If there are any matters arising from, or in connection with this material, 
please contact Jefferies Singapore Limited. In Japan this material is issued and distributed by Jefferies (Japan) Limited to institutional investors only. In Hong Kong, this report is issued and approved by Jefferies 
Hong Kong Limited and is intended for use only by professional investors as defined in the Hong Kong Securities and Futures Ordinance and its subsidiary legislation. In India this report is made available by 
Jefferies India Private Limited. In Australia this information is issued solely by Jefferies International Limited and is directed solely at wholesale clients within the meaning of the Corporations Act 2001 of Australia 
(the "Act") in connection with their consideration of any investment or investment service that is the subject of this document. Any offer or issue that is the subject of this document does not require, and this 
document is not, a disclosure document or product disclosure statement within the meaning of the Act. Jefferies International Limited is authorised and regulated by the Financial Conduct Authority under the laws 
of the United Kingdom, which differ from Australian laws. Jefferies International Limited has obtained relief under Australian Securities and Investments Commission Class Order 03/1099, which conditionally 
exempts it from holding an Australian financial services licence under the Act in respect of the provision of certain financial services to wholesale clients. Recipients of this document in any other jurisdictions 
should inform themselves about and observe any applicable legal requirements in relation to the receipt of this document. 

This report is not an offer or solicitation of an offer to buy or sell any security or derivative instrument, or to make any investment. Any opinion or estimate constitutes the preparer's best judgment as of the date 
of preparation, and is subject to change without notice. Jefferies assumes no obligation to maintain or update this report based on subsequent information and events. Jefferies, its associates or affiliates, and its 
respective officers, directors, and employees may have long or short positions in, or may buy or sell any of the securities, derivative instruments or other investments mentioned or described herein, either as agent 
or as principal for their own account. Upon request Jefferies may provide specialized research products or services to certain customers focusing on the prospects for individual covered stocks as compared to other 
covered stocks over varying time horizons or under differing market conditions. While the views expressed in these situations may not always be directionally consistent with the long-term views expressed in the 
analyst's published research, the analyst has a reasonable basis and any inconsistencies can be reasonably explained. This material does not constitute a personal recommendation or take into account the particular 
investment objectives, financial situations, or needs of individual clients. Clients should consider whether any advice or recommendation in this report is suitable for their particular circumstances and, if 
appropriate, seek professional advice, including tax advice. The price and value of the investments referred to herein and the income from them may fluctuate. Past performance is not a guide to future 
performance, future returns are not guaranteed, and a loss of original capital may occur. Fluctuations in exchange rates could have adverse effects on the value or price of, or income derived from, certain 
investments.  
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Important Disclosures 
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prohibited except with the prior written permission of the related third party. Third party content providers do not guarantee the accuracy, completeness, timeliness or availability of any information, including 
ratings, and are not responsible for any errors or omissions (negligent or otherwise), regardless of the cause, or for the results obtained from the use of such content. Third party content providers give no 
express or implied warranties, including, but not limited to, any warranties of merchantability or fitness for a particular purpose or use. Third party content providers shall not be liable for any direct, indirect, 
incidental, exemplary, compensatory, punitive, special or consequential damages, costs, expenses, legal fees, or losses (including lost income or profits and opportunity costs) in connection with any use of their 
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Retail Brokerage Going Forward 

What Will Drive the Retail Brokerage Industry In the Future? 
• Regulatory Issues 

• Fiduciary versus Suitability 
• Payment for Order Flow 

 

• Higher Compliance and Technology Costs 
 

• Increased Focus on Advice-Driven Offerings 
• Traditional brokers move to fee-based models 
• Demographics more favorable for advice models 
• Brokers get more stable revenue stream versus commission-driven model 
• Advisory Fees could see pressure from lower-cost advice products 
• Continued focus on  recruiting  

 
• Online Brokers Move to Derivatives Trades 

• Equity trades industry-wide are declining 
• Options generate twice the commission levels as equity 
• Firms will need to continue to invest in technology, compliance, and client  

education 
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Advisory Model Driving Retail Brokerage Growth 

Advice-Driven Models Are Gaining Momentum 
• Demographics show an aging population  
• Advice becoming more important to clients as they get closer to retirement 

 
Advisory and RIA Growth Has Been Substantial 
• Since 2008, RIA assets have doubled to $4 trillion 
• Since 2009, advisory assets increased at 13% CAGR at three major firms 
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Outlook: 
• The advisory business should further expand as the investor population ages and given more 

stable fee-based revenues.  We’d  expect fees to be pressured by new online offerings 
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Recent Trend: 
• Overall trading activity in Equities has been weak as options volumes have outperformed. 
• Online brokers have grown  trading revenues with increased derivatives trading. 

Outlook: 
• Online brokers will increasingly focus on higher-margin derivative trades which should result 

in continued technology, compliance, and education investments. 



33 Keefe, Bruyette & Woods, Inc. Please refer to important disclosures and analyst certification information on slides 5-8 of this report.  

Important Disclosures 

•RESEARCH ANALYST CERTIFICATION 

•I, Joel Jeffrey, hereby certify that the views expressed in this research report accurately reflect my personal views about the subject companies and their securities. I also certify that I have not been, and will not be receiving direct 

or indirect compensation in exchange for expressing the specific recommendation in this report. 

•Analysts’ Compensation: The equity research analysts responsible for the preparation of this report receive compensation based upon various factors, including the quality and accuracy of research, client feedback, competitive 

factors, and overall firm revenues, which include revenues from, among other business units, Institutional Equities and Investment Banking. 

•COMPANY SPECIFIC DISCLOSURES 

•For disclosures pertaining to recommendations or estimates made on a security mentioned in this report, please see the most recently published company report or visit our global disclosures page on our website at 

http://www.kbw.com/research/disclosures or see the section below titled "Disclosure Information" for further information on how to obtain these disclosures. 

•AFFILIATE DISCLOSURES 

•This report has been prepared by Keefe, Bruyette & Woods, Inc. (“KBWI”) and/or its affiliate Stifel Nicolaus Europe Limited (“SNEL”), also trading as Keefe, Bruyette & Woods Europe (“KBW Europe”); collectively “KBW”. Both KBWI 

and KBW Europe are affiliates of Stifel, Nicolaus & Company, Inc. KBWI is regulated by FINRA and the United States Securities and Exchange Commission, is a member of NYSE, and its headquarters is located at 787 7th 

Avenue, New York, NY 10019. Stifel Nicolaus Europe Limited, also trading as Keefe, Bruyette & Woods Europe, is registered in England and Wales, no. 03719559 and its registered office is 7th Floor, One Broadgate, London 

EC2M 2QS. Stifel Nicolaus Europe Limited, also trading as Keefe, Bruyette & Woods Europe, is authorised and regulated by the Financial Conduct Authority (FCA) in the UK entered on the FCA’s register, no. 190412 and is a 

member of the London Stock Exchange. Disclosures in the Important Disclosures section referencing KBW include one or all affiliated entities unless otherwise specified. 

•Registration of non-U.S. Analysts: Any non-U.S. Research Analyst employed by a non-U.S. affiliate of KBWI contributing to this report is not registered/qualified as research analyst with FINRA and/or the NYSE and may not be an associated 

person of KBWI and therefore may not be subject to NASD Rule 2711 or NYSE Rule 472 restrictions on communications with a subject company, public appearances, and trading securities held by a research analyst account.  

•Disclosure Information: For current company-specific disclosures, please write to one of the KBW entities: For U.S. Research: Keefe, Bruyette & Woods, Inc. Research Department, 787 7th Avenue, 4th Floor, New York, NY 10019. For 

European Research: The Compliance Officer, Keefe, Bruyette and Woods Europe, 7th Floor, One Broadgate, London EC2m 2QS. Or visit our website at http://www.kbw.com/research/disclosures. KBW has arrangements in place to manage 

conflicts of interest including information barriers between the Research Department and certain other business groups. As a result, KBW does not disclose certain client relationships with, or compensation received from, such companies in its 

research reports. 

 

http://www.kbw.com/research/disclosures
http://www.kbw.com/research/disclosures
http://www.kbw.com/research/disclosures
http://www.kbw.com/research/disclosures
http://www.kbw.com/research/disclosures
http://www.kbw.com/research/disclosures
http://www.kbw.com/research/disclosures
http://www.kbw.com/research/disclosures
http://www.kbw.com/research/disclosures
http://www.kbw.com/research/disclosures
http://www.kbw.com/research/disclosures
http://www.kbw.com/research/disclosures
http://www.kbw.com/research/disclosures
http://www.kbw.com/research/disclosures


34 Keefe, Bruyette & Woods, Inc. Please refer to important disclosures and analyst certification information on slides 5-8 of this report.  

Important Disclosures (Continued) 

 

 

 

 

 

 

 

• As of  October 31,  2014. 

•*KBW maintains separate research departments; however, the above chart, “Distribution of Ratings/IB Services,” reflects combined information related to the distribution of research ratings and the receipt of investment banking 

fees globally.  

•Explanation of Ratings: KBW Research Department provides three core ratings: Outperform, Market Perform, and Underperform, and three ancillary ratings: Suspended, Restricted, and Covered-Not Rated. For purposes of New 

York Stock Exchange Rule 472 and FINRA Rule 2711, Outperform is classified as a Buy, Market Perform is classified as a Hold, and Underperform is classified as a Sell. Suspended indicates that KBW’s investment rating and/or 

target price have been temporarily suspended due to applicable regulations and/or KBW policies. Restricted indicates that KBW is precluded from providing an investment rating or price target due to the firm’s role in connection 

with a merger or other strategic financial transaction. Covered-Not Rated indicates that KBW is not providing an investment rating and/or price target due to the lack of publicly available information and/or its inability to adequately 
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Investor Mindset Is Shifting Away From U.S. Equities 
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Retail Favors Fixed Income & International Equity, While 

Domestic Equity Lags… 

Source: ICI, Citi Research 
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U.S. Equity Non-U.S. Equity

…And Home Country Bias Is Declining 

As Investors Emphasize Capital Preservation & Diversification 
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The Industry Is Barbelling, Causing Outsized Growth In Passive (Beta Products) & High Alpha 
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The Rise Of Alternative Investing – Diversified Returns 

Institutional Investors Are Generally Looking To Maintain Or Increase Alternatives Exposure… 
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Maintain Increase Maintain or Increase Alternatives Allocation

…While Retail Demand For Alternative Products Is Apparent 
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Source: McKinsey Alternative Investment Survey 2013/2014 

Source: Strategic Insight Simfund, Citi Research 
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Independent Advisory Growth Is Expected To Be Robust… …As Advisory AUM Is Driving The Bulk Of Growth 

Source: Company Reports, Citi Research 
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The Emergence Of Independent Advisory Channels And Migration Towards Financial Planning Is  

Reducing Individual Stock And Manager Selection 

…Pressuring Manufacturing Economics 

Source: Company Reports, Citi Research 
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to, computing or compiling the information have any liability for any damages of any kind. MSCI, Morgan Stanley Capital International and the MSCI indexes are services marks 
of MSCI and its affiliates. The Firm accepts no liability whatsoever for the actions of third parties. The Product may provide the addresses of, or contain hyperlinks to, websites. 
Except to the extent to which the Product refers to website material of the Firm, the Firm has not reviewed the linked site. Equally, except to the extent to which the Product 
refers to website material of the Firm, the Firm takes no responsibility for, and makes no representations or warranties whatsoever as to, the data and information contained 
therein. Such address or hyperlink (including addresses or hyperlinks to website material of the Firm) is provided solely for your convenience and information and the content of  
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the linked site does not in anyway form part of this document. Accessing such website or following such link through the Product or the website of the Firm shall be at your own 
risk and the Firm shall have no liability arising out of, or in connection with, any such referenced website. 
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