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INTRODUCTION

Why Capital Markets Matter
Capital Markets recognize and drive capital to the best ideas and enterprises. The U.S. has actively promoted a free market
system around the world, asserting capitalism as a catalyst for innovation, opportunity and dynamism. Innovation coupled with
the free flow of capital has been an integral component for supporting job creation, economic development and prosperity.

• Capital markets are crucial to fueling the U.S. economy,
providing 67% of funding for economic activity. Markets

While this report will walk through the

facilitate the transfer of funds from those who seek a return

various functions, divisions and personnel

on their assets to those who need capital and credit to

in a financial institution, not all firms are

grow.

alike.

• Clients benefiting from healthy capital markets include not
just investors but also corporations and governments.
• Financial institutions – with the focus in this report on
investment banks and broker-dealers – serve a critical role
in making capital markets function efficiently, acting as the
intermediary in a multitude of transactions.

This presentation portrays the structure
of financial institutions, which are
constantly evolving to meet new
regulatory requirements and adopt new
financial technologies.

• Investors include both individuals and institutions, which
manage pension assets and retirement accounts.
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INTRODUCTION

US Capital Markets
The US Capital Markets are the Largest and among the Deepest, Most Liquid and Most
Efficient in the World
• U.S. equity markets represent 38% of the $85 trillion in global equity market cap, or $32 trillion
• U.S. fixed income markets comprise 39% of the $100 trillion securities outstanding across the globe, or $39 trillion
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Source: World Federation of Exchanges, Bank for International Settlements (as of FY17)
Note: EM = emerging markets; HK = Hong Kong; DM = developed markets.
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ABOUT THIS REPORT

SIFMA
Insights
Primers

SIFMA Insights

Go beyond a typical 101.
By illustrating important
technical and regulatory
nuances, SIFMA Insights
primers provide a fundamental
understanding of the
marketplace and set the scene
to address complex issues
arising in today’s markets.
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Overview of Capital
Markets
Fueling the US Economy

SIFMA Insights

OVERVIEW OF CAPITAL MARKETS

Capital

Fueling economic growth and
job creation.
Capital, raised through equity and
debt, can be used to grow
businesses, finance investments in
new plant, equipment and technology
and fund infrastructure projects. This
creates jobs and flows money into
the economy.
Additionally, businesses and
individuals can invest in securities to
generate wealth.

SIFMA Insights

OVERVIEW OF CAPITAL MARKETS

Capital Markets Functions

Note: For primary markets, while the final offering price is fixed a day prior to the effective date, it will fluctuate during the opening auction of the IPO as the exchange balances
bids (offers to buy) and asks (offers to sell). Additionally, an issuer may have follow-on offerings, or reissuances of the security.
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OVERVIEW OF CAPITAL MARKETS

Market
Structure

SIFMA Insights

Primary & secondary markets
are symbiotic in nature.
Efficiently functioning primary
markets maintain the depth and
liquidity in secondary markets.
Healthy secondary markets give
issuers confidence their needs will
be met at a good price level in
primary markets, and their cost of
capital will be lower at issuance
when there is a liquid secondary
market.

OVERVIEW OF CAPITAL MARKETS

Primary Markets

Note: *Returns also include potential price appreciation, for both equity and fixed income. For debt, while the investor does not receive ownership, they do get a claim on certain
assets or residual earnings in the event of a default. MBS = mortgage-backed security, ABS = asset-backed security.
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OVERVIEW OF CAPITAL MARKETS

Secondary
Markets

SIFMA Insights

The importance of robust and
efficient secondary markets.
In addition to promoting capital
formation, investors utilize secondary
markets (trading) to generate returns
and manage risk. Market making
enables the efficient flow of financial
markets. Market makers stand ready
to buy and sell securities at all times,
thereby providing the necessary
liquidity for markets to function
efficiently.

OVERVIEW OF CAPITAL MARKETS

Secondary Markets

Note: Characterizing trading as frequent or infrequent are generalizations for the groups; different products within each group may trade more or less frequently than others.
CUSIP = Committee on Uniform Security Identification Procedures nine-digit, alphanumeric security identifier.
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OVERVIEW OF CAPITAL MARKETS

Secondary Markets

Note: For cash/spot, immediate delivery = within the settlement conventions for the relevant product. Auction market = buyers and sellers enter competitive bids and offers; the
price at which the trade is executed is the highest price the buyer is willing to pay and the lowest price the seller is willing to accept.
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OVERVIEW OF CAPITAL MARKETS

Secondary Markets

Types of Derivatives
•
•
•
•

Futures: Agreement to purchase or sell an asset at an agreed upon price at the end of the set contract date (contract may be satisfied by
delivery or offset)
*Options: Contract granting the right (not the obligation) to buy or sell an asset at a set strike price (price the contract may be exercised, or
acted on) by an expiration date (date the option no longer has value/exists)
Forwards: Agreement to deliver an asset at a specified future date & set price (agreed upon in advance or agreed upon at time of delivery)
Swaps: Exchange of one asset or liability for a similar asset or liability for the purpose of lengthening or shortening maturities, or otherwise
shifting risks (ex: different currencies, exchanging income flows, etc.)
14

Note: Some OTC products, such as bonds, are increasingly being traded on electronic trading platforms. *Contract buyer/seller has the right (not obligation)/obligation to buy or sell.

OVERVIEW OF CAPITAL MARKETS

Capital Markets Client Types

• Why do issuers need capital? Finance operations; invest in organic growth and expansion plans; fund mergers
and acquisitions; pay down existing debt; underwrite public projects
• How do issuers acquire capital? Generate cash flow from operations; obtain bank loans, lines of credit; divest
assets; issue debt, commercial paper or equity
15

OVERVIEW OF CAPITAL MARKETS

Capital Markets Client Types

Why do investors invest?
• Generate investment returns: Invest cash to generate income; exit an investment to realize a gain/loss;
continually rebalancing investment portfolios
• Risk management tools: Hedge portfolio risk; trade securities to change overall risk profile; change assumptions
on future state of markets or securities
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Role of Financial
Institutions
Critical Role in Making Markets Work
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ROLE OF FINANCIAL INSTITUTIONS

Act As Financial Intermediaries
Provide Advice and Connect Clients Needing Capital with Those Providing Capital

Note: This is an example of the financial intermediary’s role in capital raising. Financial services firms also provide advice, risk management and many other services, as
discussed later in this report.
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ROLE OF FINANCIAL INSTITUTIONS

Services and Functions Provided
Innovating to Meet Clients’ Needs

Advising

Financing

Investing

Supporting

Transacting

Managing

Source: Goldman Sachs website
Note: Firms may label items differently or provide additional services not mentioned here.
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ROLE OF FINANCIAL INSTITUTIONS

Full-Service Investment Bank
Breakout of Divisions and Activities

Note: Firms may label divisions differently or include services under different sub groups. Firms share services across the divisions, including: communications, human resources,
IT, legal and compliance, operations, risk management, etc.
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ROLE OF FINANCIAL INSTITUTIONS

Broker-Dealers’ Role
The Capital Markets Arm of A Full-Service Financial Institution

• Broker: Act as an agent on behalf of its clients, no capital at risk
• Dealer: Act as a principal, putting capital at risk to facilitate transactions
• Broker-Dealer: A broker-dealer buys and sells securities on behalf of its clients to enable trading activities and the
flow of securities in markets. Some broker-dealers put their own capital at risk to provide the necessary liquidity to
keep markets functioning efficiently, i.e. market making. Broker-dealers play many other roles in making capital
markets function, including, among others: underwriting securities (capital raising for clients in the primary markets),
publishing investment research and distributing investment products to clients.
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Investment
Banking
Corporate Financial Advisors
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INVESTMENT BANKING

Corporate
Financial
Advisors

SIFMA Insights

Provide advice and financing.
Investment Banking provides
advisory and financing services to
corporations, governments, boards
of directors, public authorities and
many other client types.

INVESTMENT BANKING

Types of Advice Provided

24
Note: Firms may label items differently or provide additional services not mentioned here.

INVESTMENT BANKING

Types of Financing Provided
Debt Capital
Markets (DCM):

Corporate
Bonds

Derivatives

EquityLinked

Hybrids

Equity Capital
Markets (ECM):

IPOs

Follow-Ons

Convertibles

Derivatives

Liability
Management:

Exchange
Offers

Public &
Private Debt

Tenders

Leveraged
Finance:

Bank Loans

High-Yield
Bonds

Other:

Corporate
Finance

Repo
Financing

Preferred
Stock

Securitized
Products
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Note: Firms may label items differently or provide additional services not mentioned here. Examples of financing provided to corporations.

Markets &
Securities
Institutional Client Services and Execution

SIFMA Insights

MARKETS & SECURITIES

Facilitate
& Connect

SIFMA Insights

Working on behalf of clients.
Markets & Securities personnel
understand clients’ needs and
connect them with the right products
to fit their objectives. Roles include,
among others: executing trades,
making markets, managing risk,
providing investment advice, and
publishing investment
recommendations.

MARKETS & SECURITIES

Connecting to Institutional Clients
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Note: Firms may label items differently or provide additional services not mentioned here.

MARKETS & SECURITIES

Product Groups
Equities:

Cash

ETFs

Baskets/Synthetics

Listed Options,
Other Derivatives

Credit:

Corporates –
IG & HY

Munis

Structured Products

Derivatives

Interest Rates:

UST,
Inflation-Linked

Agency,
Agency MBS

Repos

Derivatives

Currencies:

G-20
(Developed Markets)

Emerging Markets

Spot

Derivatives

Other:

Securitized Products
(ABS, etc.)

Convertibles
(credit, equities)

Commodities,
Mortgages

Derivatives

Note: Firms may label items differently, group items differently or provide additional services not mentioned here. IG = investment grade; HY = high-yield; UST = U.S.
Treasuries; MBS = mortgage-backed security. Derivatives can include exchange-traded (ETD) and/or over-the-counter (OTC).
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MARKETS & SECURITIES

Prime Services
Serving Institutional Clients with Active Trading Operations & Therefore Complex Financial Needs

Financing:

Capital Introduction

Securities Lending,
Repo

Cash Management

Client Services:

Consulting,
Trading Strategies

Risk Management,
Reporting

Client Commissions
Management

Clearing:

Equities

Exchange-Traded
Derivatives

OTC Derivatives

Note: Firms may label items differently or provide additional services not mentioned here. OTC = over-the-counter.
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Research
Investment Recommendations

SIFMA Insights

RESEARCH

Types of Research Provided
Provide Insight on a Diverse Range of Topics and Make Securities Recommendations

Develop the investment thesis for the industry and rank individual companies within the sector, i.e. stock

Equities

recommendations (financial modeling; thematic research; meetings with management teams & institutional clients)

Evaluate credit risk and recommend fixed income securities (investment grade and high-yield corporates,

Credit

government securities, mortgages and sovereigns)

Develop the investment thesis for a covered asset class & track performance versus a benchmark, ex: U.S.

Strategy

equities / S&P 500 (forward-looking valuation projections; written commentary; meetings with institutional clients)

Develop forecasts for economic indicators and trends, focusing on macroeconomic factors such as GDP, inflation,

Economic interest rates, consumer spending, etc.

Note: Firms may label items differently or provide additional services not mentioned here.

32

RESEARCH

Interaction with Inst. Clients

33

Note: Firms may label items differently or provide additional services not mentioned here. Inst. = institutional

Asset
Management
Providing Institutional Client Solutions

SIFMA Insights

ASSET MANAGEMENT

Servicing Institutional Investors
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Note: Firms may label items differently or provide additional services not mentioned here. This includes institutions that manage money on behalf of individual investors.

Private Wealth
Management
Providing Individual Client Solutions

SIFMA Insights

PRIVATE WEALTH MANAGEMENT

Advising Individual Investors
Holistic Wealth
Planning

Tailored
Investment
Advice

Online Tools
& Platforms

Education

Portfolio
Solutions

Self-Directed
Services

Longevity

Manager
Selection

Trading

Retirement

Cash
Management
& Lending

Research

Estate

Insurance
Solutions

Automated
Investing

37

Note: Firms may label items differently or provide additional services not mentioned here.

Banking & Lending
Financing and Lending

SIFMA Insights

BANKING & LENDING

Divisions and Products Offered

39
Note: Firms may label items differently or provide additional services not mentioned here.
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APPENDIX

Terms To Know
CFTC
Fed
FINRA
SEC
SRO

Commodity Futures Trading Commission
Federal Reserve System
Financial Industry Regulatory Authority
Securities and Exchange Commission
Self-Regulatory Organization

ADV
Algo
ATS
Best Ex
BPS
CLOB
D2C
D2D
Dark Pool
ECN
ETP
HFT
IDB
IOI
MM
OTC
SI

Average Daily Trading Volume
Algorithm (algorithmic trading)
Alternative Trading System
Best Execution
Basis Points
Central Limit Order Book
Dealer-to-Client
Dealer-to-Dealer
Private trading venues, not accessible by the public
Electronic Communication Network
Electronic Trading Platforms
High-Frequency Trading
Inter-Dealer Broker
Indication of Interest
Market Maker
Over-the-Counter
Systematic Internaliser

Bid
Ask, Offer
Spread
NBBO
Locked Market
Crossed Market
Opening Cross
Closing Cross

An offer made to buy a security
The price a seller is willing to accept for a security
The difference between the bid and ask price prices for a security, an indicator of supply (ask) and demand (bid)
National Best Bid and Offer
A market is locked if the bid price equals the ask price
A bid is entered higher than the offer or an offer is entered lower than the bid
To determine the opening price of a stock, accumulating all buy and sell interest a few minutes before the market open
To determine the closing price of a stock, accumulating all buy and sell interest a few minutes before the market close

Order Types
AON
Block
Day
FOK
Limit
Market
Stop

All or none; an order to buy or sell a stock that must be executed in its entirety, or not executed at all
Trades with at least 10,000 shares in the order
Order is good only for that trading day, else cancelled
Fill or kill; must be filled immediately and in its entirety or not at all
An order to buy or sell a security at a specific price or better
An order to buy or sell a security immediately; guarantees execution but not the execution price
(or stop-loss) An order to buy or sell a stock once the price of the stock reaches the specified price, known as the stop price

Investors
Institutional
Individual

Asset managers, endowments, pension plans, foundations, mutual funds, hedge funds, family offices, insurance companies, banks, etc.; fewer protective regulations as assumed to
be more knowledgeable and better able to protect themselves
Self-directed or advised investing; some considered accredited investors: income > $200K ($300K with spouse) in each of the prior 2 years or net worth >$1M, excluding primary
residence
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APPENDIX

Terms To Know
EMS
EMSAC
NMS
Reg NMS
SIP
PFOF
Tick Size

Equity Market Structure
Equity Market Structure Advisory Committee
National Market System
Regulation National Market System
Security Information Processor; aggregates all exchange’s best quotes, sent back out to the market in one data stream
Payment For Order Flow
Minimum price movement of a trading instrument

AP
AUM
PCF
NAV
IIV
ETF
ETP
MF
OEF
CEF
UIT

Authorized Participant
Assets Under Management
Portfolio Composition File
Net Asset Value
Intraday Indicative Value
Exchange-Traded Fund
Exchange-Traded Product
Mutual Fund
Open-End Fund
Closed-End Fund
Unit Investment Trust

Call
Put
Holder
Writer
American
European
Exercise
Underlying
Expiration
Stock Price
Strike Price
Premium
Time Decay
Intrinsic Value
Time Value
In-the-Money
At-the Money
Out-of-the-Money

The right to buy the underlying security, on or before expiration
The right to sell the underlying security, on or before expiration
The buyer of the contract
The seller of the contract
Option may be exercised on any trading day on or before expiration
Option may only be exercised on expiration
To put into effect the right specified in a contract
The instrument on which the options contract is based; the asset/security being bought or sold upon exercise notification
The set date at which the options contract ends, or ceases to exist, or the last day it can be traded
The price at which the underlying stock is trading, fluctuates continuously
The set price at which the options contract is exercised, or acted upon
The price the option contract trades at, or the purchase price, which fluctuates constantly
The time value portion of an option’s premium decreases as time passes; the longer the option’s life, the greater the probability the option will move in the money
The in-the-money portion of an option's premium
(Extrinsic value) The option premium (price) of the option minus intrinsic value; assigned by external factors (passage of time, volatility, interest rates, dividends, etc.)
For a call option, when the stock price is greater than the strike price; reversed for put options
Stock price is identical to the strike price; the option has no intrinsic value
For a call option, when the stock price is less than the strike price; reversed for put options
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APPENDIX

Terms To Know
CUSIP
FICC
FI
FIMSAC
TRS

Committee on Uniform Securities Identification Procedures; a nine character security identifier
Fixed Income, Currencies and Commodities
Fixed Income
Fixed Income Market Structure Advisory Committee
Total Return Swap

FAMC
FCS
FHLB
FHLMC
FNMA
GNMA
TVA

Farmer Mac/Federal Agricultural Mortgage Corporation
Farm Credit System
Federal Home Loan Banks
Freddie Mac/Federal Home Loan Mortgage Corporation
Fannie Mae/Federal National Mortgage Association
Ginnie Mae/Government National Mortgage Association
Tennessee Valley Authority

CD
CDO
CP
ABCP
MMF

Certificate of Deposit
Collateralized Debt Obligation
Commercial Paper
Asset-Backed Commercial Paper
Money Market Mutual Funds

UST
MBS
Corporates
Munis
Agency
ABS
MM

U.S. Treasury Securities
Mortgage-Backed Securities
Corporate Bonds
Municipal Securities
Federal Agency Securities (FNMA, FHLMC, FAMC, FHLB, FCS, TVA, etc.)
Asset-Backed Securities (auto, credit card, home equity, manufacturing, student loans, etc.; CDOs)
Money Markets (CP, bankers acceptances, large time deposits)

FRN
T-Bill
T-Note
T-Bond
TIPS

Floating Rate Note
U.S. Treasury Bill
U.S. Treasury Note
U.S. Treasury Bond
Treasury Inflation Protected Securities

CMO
CMBS
RMBS

Collateralized Mortgage Obligation
Commercial MBS
Residential MBS

HY
IG

High Yield Bond
Investment Grade Bond

GO
Revenue

General Obligation Bond
Revenue Bond
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APPENDIX

Terms To Know
IPO
Bought Deal
Best Effort Deal
Follow-On Offering
Direct Listing

Private company raises capital buy offering its common stock to the public for the first time in the primary markets
underwriter purchases a company's entire IPO issue and resells it to the investing public; underwriter bears the entire risk of selling the stock issue
Underwriter does not necessarily purchase IPO shares and only guarantees the issuer it will make a best effort attempt to sell the shares to investors at the best price possible;
issuer can be stuck with unsold shares
(Follow-on public offering) Issuance of shares to investors by a public company already listed on an exchange
(Direct placement, direct public offering) Existing private company shareholders sell their shares directly to the public without underwriters. Often used by startups or smaller
companies as a lower cost alternative to a traditional IPO. Risks include, among others, no support/guarantee for the share sale and no stock price stabilization after the share listing.

Underwriting
Underwriter
Bookrunner

Guarantee payment in case of damage or financial loss and accept the financial risk for liability arising from such guarantee in a financial transaction or deal
Investment bank administering the public issuance of securities; determines the initial offering price of the security, buys them from the issuer and sells them to investors.
The main underwriter or lead manager in the deal, responsible for tracking interest in purchasing the IPO in order to help determine demand and price (can have a joint bookrunner)

Lead Left Bookrunner
Syndicate
Arranger

Investment bank chosen by the issuer to lead the deal (identified on the offering document cover as the upper left hand bank listed)
Investment banks underwriting and selling all or part of an IPO
The lead bank in the syndicate for a debt issuance deal

Pitch
Mandate
Engagement Letter
Letter of Intent
Underwriting Agreement
Registration Statement

Sales presentation by an investment bank to the issuer, marketing the firm’s services and products to win the mandate
The issuing company selects the investment banks to underwrite its offering
Agreement between the issuer and underwriters clarifying: terms, fees, responsibilities, expense reimbursement, confidentiality, indemnity, etc.
Investment banks’ commitment to the issuer to underwrite the IPO
Issued after the securities are priced, underwriters become contractually bound to purchase the issue from the issuer at a specific price
Split into the prospectus and private filings, or information for the SEC to review but not distributed to the public, it provides investors adequate information to perform their own due
diligence prior to investing
Public document issued to all investors listing: financial statements, management backgrounds, insider holdings, ongoing legal issues, IPO information and the ticker to be used once
listed
An initial prospectus with company details, but not inclusive of the effective date of offering price

The Prospectus
Red Herring Document
Roadshow
Non-Deal Roadshow
Pricing
Stabilization
Quiet Period
Reg S-K
Reg S-X
Form S-1
Form F-1
Form 10-Q
Form 10-K
Form 8-K
Greenshoe
Tombstone

Investment bankers take issuing companies to meet institutional investors to interest them in buying the security they are bringing to market.
Research analysts and sales personnel take public companies to meet institutional investors to interest them in buying a stock or update existing investors on the status of the
business and current trends.
Underwriters and the issuer will determine the offer price, the price the shares will be sold to the public and the number of shares to be sold, based on demand gauged during the road
show and market factors
Occurs for a short period of time after the IPO if order imbalances exist, i.e. the buy and sell orders do not match; underwriters will purchase shares at the offering price or below to
move the stock price and rectify the imbalance
(Cooling off period) The SEC mandates a quiet period on research recommendations, lasting 10 days (formerly 25 days) after the IPO
Regulation which prescribes reporting requirements for SEC filings for public companies
Regulation which lays out the specific form and content of financial reports, specifically the financial statements of public companies
Registration statement for U.S. companies (described above)
Registration statement for foreign issuers of certain securities, for which no other specialized form exists or is authorized
Quarterly report on the financial condition and state of the business (discussion of risks, legal proceedings, etc.), mandated by the SEC
More detailed annual version of the 10Q, mandated by the SEC
Current report to announce major events shareholders should know about (changes to business & operations, financial statements, etc.)
Allows underwriters to sell more shares than originally planned by the company and then buy them back at the original IPO price if the demand for the deal is higher than expected,
i.e. an over-allotment option
An announcement that securities are available for sale. (Also a plaque awarded to celebrate the completion of a transaction or deal)
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